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Not  to  be  taken  from  this  room 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California, 
1915,  Section  623. 
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Guess  who  couldn't  punch  his  wa\ 
out  of  a  St.  Regis  paper  bag? 


We  put  former  heavyweight  cham- 
pion, Smokin*  Joe  Frazier  in  a  bag  made 
with  our  shipping  sack  paper  and  he 
couldn't  get  through  it. 

No  wonder. 

This  is  the  kind  of  perform- 
ance you  can  expect  from 
St.  Regis  Stress  Kraft  I M 
a  paper  that  absorbs 
18%  more  energy  than 
other  Kraft  papers 
of  equivalent  weight.  1^ 
And  since  Stress  Kraft 
paper  is  so  tough,  we  can 
give  you  shipping  sacks 
with  two  plies  that  perform 
as  well  as  shipping  sacks 
made  with  three  plies  of  reg 
ular  Kraft. 

What  makes  Stress  Kraft  paper  so 
tough?  It's  easy  to  describe  but  not 
easy  to  achieve.  Traditionallv,  Kraft 


paper  is  dried  over  a  series  of  rollers 
that  pull  the  paper  taut. 

Research  showed  how- 
ever, that  if  the  paper 
k   could  be  dried  in  a 
SB    tension  free  way,  it 
would  have  consider- 
jb  ably  more  stretch,  and, 

hence,  more  ability  to 
absorb  energy. 
So  we  dry  Stress 
Kraft  paper  on  a  special 
machine  that  does  just  that. 
St.  Regis  is  the  only  U.S. 
company  to  have  Stress  Kraft 
paper.  And  this  is  another 
example  of  why  St.  Regis  is  a 
leader  in  packaging  technology. 
All  this  reflects  the  marketing 
stance  of  St.  Regis  toward  all  our 
packaging,  paper  and  construction 
products.  To  use  the  full  weight  of 


our  technology  and  marketing  in 
serving  our  customers  and  in  renew- 
ing the  forest  resource  our  products 
come  from. 

St.  Regis— serving  Man  and  Natur 
to  the  benefit  of  both. 
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We're  American  Electric  Power. 
We're  also  Appalachian  Power, 
Columbus  and  Southern  Ohio  Electric, 
Indiana  &  Michigan  Electric, 
Kentucky  Power,  Kingsport  Power, 
Michigan  Power,  Ohio  Power, 
and  Wheeling  Electric. 

American  Electric  Power 
<33> 


"We  measured  savings  and  we've  cut  ste 


Charles  Duggan 
Assistant  Vice  President 
Director  of  OfTice  Services 
State  Life  Insurance,  Indianapolis 


Tell  us  about  your  building. 

This  is  a  good,  efficient  building. 
Only  ten  years  old.  But  back  then 
there  was  no  need  for  special  energy 
savings  programs.  Then  the  energy 
crunch  hit  us.  Heating,.cooling, 
lighting . . .  We  had  to  get  control  of 
our  costs.  Fast. 


That's  where  Johnson  Controls  c  ame  in? 

Buying  a  computer  can  be  costly  for  a 
73,000  square  foot  building.  We  learned  from 
Johnson  ( lontrols  that  we  could  rent  tunc  on 
their  Time-shared  Automated  Building 
Service  computer.  .Johnson  Controls 
surveyed  the  building,  selected  32  key  control 
points,  and  projected  the  savings  at  each 
point  right  down  to  dollars  and  cents.  Now  we 
have  a  phone  line  directly  to  the  computer. 


How  does  the  system  work  for  you? 

It  measures  outside  and  inside  temperatures 
then  turns  on  the  heating  or  cooling,  at  the 
very  last  minute,  to  the  proper  level  before 
our  people  arrive  in  the  morning.  It  also 
turns  motors  on  and  off  to  minimize 
peaks  of  electrical  use.  Still  another 
program  controls  our  lighting.  It 
will  even  report  a  malfunction  at 
any  hour  of  the  day  or  night. 


Exactly  how  much  has 
Johnson  Controls  saved  you? 

On  my  de^sk  you'll  find  computer 
printouts  that  tell  us  exactly  how- 
much  electricity  and  steam  we  are 
using.  We  cut  our  electric  usage  by 
about  39%,  steam  by  3T/( .  We  figured 
our  payback  time,  too.  The  service  has 
paid  for  itself  in  approximately  one  year. 


Would  you  say  that  you've 
had  a  good  relationship? 

No  question.  And  that  relationship 
will  continue.  For  instance,  our 
firesafety  and  security  systems  are 
not  Johnson  Controls.  But  we've 
learned  we  can  make  both  systems 
work  faster  and  more  efficiently  by 
tying  them  into  the  system.  We're 
looking  into  that  right  now. 


Managing  Energy, 

Comfort  &  Protec 


Johnson  Controls,  Inc.   P.O.  Box  423   Milwaukee,  Wl  53201 


c  Johnson  Controls, 
All  Rights  Reserv^ 


page  by  37%  and  electrical  by  about  39% ." 
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Meeting  Japan's  Challenge 


Third  in  a  Series 


PRINCIPLE  OF  All 


If  you  make  a  better  quality  product  than  your  competition, 
customers  will  buy  it 

We  at  Motorola  have  seen  this  simple  principle  make  significant 
differences  in  the  international  electronics  industry  we  are  part  of 

For  example,  in  recent  years  quality  improvements  by  many 
Japanese  companies  have  resulted  in  major  inroads  for  their  products 
into  world  markets,  especially  in  consumer  electronics. 

But  the  same  principle  of  quality  has  turned  some  of  those 
Japanese  competitors  into  important  customers  of  American  firms  such 
as  Motorola. 

A  case  in  point  concerns  communications  equipment  Motorola 
designed  and  built  for  NASA.  Our  equipment  has  been  used  on  every 
manned  and  most  unmanned  space  shots  without  a  single  mission- 
endangering  failure.  Not  one.  So  impressed  was  the  Japanese  Space 
Agency  with  the  quality  of  our  space  communications  technology  and 
our  reliable  performance  they  have  specified  Motorola  equipment  for 
use  on  many  of  their  space  missions. 

Closer  to  earth,  a  Japanese  national  named  Junko  Tabei,  the 
first  woman  ever  to  climb  Mi  Everest,  used  an  FM  portable  two-way 
radio  made  by  Motorola  here  in  America  to  help  guide  her  to  the  top. 
It  withstood  nights  of  20°  below  zero  and  days  of  blinding  blizzards.  Small 
surprise  that  with  plenty  of  Japanese  radios  to  choose  from,  Ms.  Tabei 
also  specified  Motorola  for  her  next  climb,  this  time  to  the  roof  of  Tibet. 

And  the  examples  go  on.  Even  though  Motorola  has  bowed  out  of 
the  consumer  electronics  market,  Japanese  companies  that  are  today's 
giants  in  that  industry  buy  millions  of  quality  components  from  our 
Motorola  Semiconductor  Products  Sector. 

All  this  isn't  happenstance.  It  is  the  systematic  result  of  Motorola 
programs,  pioneered  and  developed  over  the  past  decade,  to  give  all 
Motorola  employees  a  greater  sense  of  involvement  in,  and  responsibility 
for,  the  quality  of  the  products  they  design  and  manufacture. 

So,  when  we  receive  quality  supplier  awards  from  companies 
such  as  General  Motors,  Control  Data  and  even  Hitachi,  we  know  why 

And  we're  proud  of  that  kind  of  response.  It  supports  our  belief 
that  quality  is  not  only  the  oldest  and  simplest  principle  of  business. 
It  also  is  the  most  important. 


Quality  and  productivity  through  employee  participation  in  management. 


MOTOROLA  A  World  Leader  In  Electronics 
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Shootout  at  Marathon  Gulch 

If  Mobil's  moguls  aren't  too  busy  playing  Shootout  at  Marathon 
Gulch,  they  might  ponder  a  recent  announcement  from  Inco,  the 
giant  Canadian  mining  company.  Inco  wants  to  sell  its  moneylosing 
battery  business.  No,  I'm  not  suggesting  that  Mobil  buy  a  battery 
company  but  rather  that  Mobil's  board  ponder  the  dismal  precedent. 
Inco  acquired  the  former  Electric  Storage  Battery  Co.  in  a  1974  duel 
with  Harry  Gray's  United  Aircraft  (now  United  Technologies).  When 
the  bidding  hit  a  premium  of  130%  over  the  former  market  value, 
Harry  Gray  wisely  walked  away.  Now  Inco,  awakened  from  dreams  of 
synergy  and  in  need  of  cash,  wants  to  dump  its  costly  prize. 

It's  no  accident  that  many  of  yesteryear's  canniest  acquisitors — 
Teledyne's  Henry  Singleton,  Loews'  Larry  Tisch,  G&W's  Charley 
Bluhdorn — have  retired  to  the  sidelines.  They  are  buying  stocks:  parts 
of  companies,  but  not  big  companies.  One  of  them  told  us  why:  "I'd 
be  stupid  to  pay  a  100%  premium  over  market  price  to  acquire  a 
company  when  I  can  buy  its  stock  at  a  50%  discount  from  book."  The 
moral?  Mobil's  nearly  $7  billion  bid  for  Marathon  doesn't  look  like 
much  of  a  threat  to  competition  in  the  oil  industry,  but  it  does  seem 
an  affront  to  corporate  common  sense.  The  first  rule  of  mergers  is: 
Few  large  corporate  combinations  work  well  and  none  work  well 
unless  the  price  is  right. 

Quality,  not  quantity 

So  here  we  are  with  a  new  year  and  with  the  Forbes  34th  Annual 
Report  on  American  Industry.  Our  Annual  Reports  are  unique.  They 
measure  corporations,  not  for  size,  but  for  quality.  Not  how  big  but 
how  good'2.  How  profitable?  How  fast-growing?  Where  do  they  rank 
among  their  peers?  The  Report  this  year  covers  1,023  companies  in  46 
industries.  We're  proud  of  this  issue  because  it  gets  to  the  heart  of  our 
editorial  purpose:  to  report  on  and  analyze  the  quality  of  American 
business  management. 

The  stock  market  knows 

Glance  at  page  246,  "Yardsticks  of 
management  performance."  Cast 
your  eye  to  the  bottom  line,  third 
column  from  the  left.  You  will  see 
that  the  median  return  on  equity 
for  all  industries  over  the  latest  12 
months  was  14.7%.  In  other 
words,  industry  earned  nearly  15 
cents  in  net  profit  for  every  $1  of 
stockholders'  equity.  In  our  Annual 
Report  of  Jan.  1,  1962  American  industry  showed  a  five-year  median 
return  of  less  than  11% — 4  percentage  points  less  20  years  ago  as 
compared  with  now.  If  business  has  become  more  profitable,  why  are 
stocks  8  times  earnings  when  two  decades  ago  they  commanded  18 
times  earnings?  That's  a  paradox  but  there's  little  surprise  in  it.  The 
stock  market  is  down  because  profitability  hasn't  increased  so  fast  as 
interest  rates  and  replacement  costs  have.  The  money  illusion  of 
rising  sales  and  assets  may  fool  some  businessmen  into  thinking  they 
are  keeping  up  with  inflation,  but  it  hasn't  fooled  the  stock  market. 


Profitability 


Sfock  Prices 
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Dictaphone 
challenges  IBM 
to  a  Dual. 


o 


M 


Which  word  processor  is  the  better  buy?  Which  is 
the  better  system?  Dictaphone's  Dual  Display™? 
Or  the  IBM  Displaywriter  System? 
Here  are  the  facts.  You  be  the  judge. 
IBM  gives  you  a  25-line  video  screen  display. 
Dictaphone  —  and  only  Dictaphone  —  gives  you  two 
displays.  A  66-line  video  screen  (more  than  twice  the 
size  of  IBM's)  for  unimpeded  editing.  And  a  one-line 
Insight™  display  on  the  keyboard  for  prompts  and 
typing  ease. 

Dual  Display  has  an  automatic  Footnoter™ 
control.  Displaywriter  doesn't.  Operating  software 
is  standard  on  the  Dual  Display.  Displaywriter's 
must  be  leased.  Dual  Display  has  proportional 

spacing  on  the  screen,  exact  replica  printing 
and  a  Check/Proof™  feature  which  highlights 
revisions  so  you  needn't  re-proof  everything. 
Displaywriter  doesn't. 

In  fact,  youH  find  Dictaphone  has  a 
lot  of  things  IBM  doesn't. 

Plus  this.  Dual  Display  comes 
with  factory  installation,  classroom  or 
on-site  free  operator  training  and 
in-person  follow-up  service.  Display- 
writer  comes  in  a  box.  With  instructions. 
Which  word  processor  is  better? 
What  do  you  think? 


Display 

IP  Dictaphone 

A  Pitney  Bowes  Company 


Pi  think  the  Dictaphone 
Dual  Display 
sounds  terrific. 
How  about  a  demo? , 

WF-12 


Phone . 


Company 
Address  . 


Or  call  toll  free  1 -800-43 1  - 1 052 

(Except  Hawaii  and  Alaska!  In  New  York,  call  1  914-967-6067 

Mail  to:  Dictaphone  Corporation 
120  Old  Post  Road 
Rye,  New  York  10580 

Dictaphone.  Dual  Display.  Insight.  Footnoter.  and  Check/Proof  are 
trademarks  of  Dictaphone  Corporation.  Rye.  New  York. 


Trends 


Edited  By  John  A.Conway 


The  labor  front 

The  labor  picture  for  1982  is  taking 
more  graphic  shape,  and  it  will  prob- 
ably mirror  the  dark  and  bright  spots 
in  the  economy.  General  Electric,  a 
leader  in  an  industry  that  is  faring  well, 
expects  "tough,  difficult  negotiations" 
followed  by  "a  peaceful,  negotiated 
settlement"  with  the  International 
Union  of  Electrical  Workers  and  its 
other  electrical  unions.  The  flounder- 
ing auto  industry  is  winning  conces- 
sions like  early  bargaining  from  the 
hard-hit  United  Auto  Workers.  A  ten- 
member  labor-outlook  panel  set  up  by 
The  Conference  Board,  the  business 
research  organization,  predicts  much 
lower  wage  settlements  generally.  The 
group,  which  included  three  labor 
union  chiefs,  predicted  that  first-year 
wage  and  benefit  hikes  in  1982  con- 
tracts would  average  8.8%,  compared 
with  more  than  11%  in  1981.  Arms- 
makers  could  be  an  exception.  "De- 
fense contractors  will  not  be  able  to 
plead  poverty,"  said  panel  member 
William  Winpisinger  of  the  Machin- 
ists, whose  union  represents  aerospace 
workers.  Union  bargainers  will  also 
run  up  against  the  fact  that  next  July's 
scheduled  10%  cut  in  income  taxes 
will  boost  earnings  and  blunt  demand 
for  higher  wages.  "This  coming  year," 
says  Audrey  Freedman,  The  Confer- 
ence Board  labor  specialist  who  head- 
ed the  panel,  "will  be  marked  by  wage 
freezes  and  reduced  labor  forces  in 
many  industries." 


Open  wide! 

The  huge  increases  in  gold  prices  in 
recent  years  are  changing  the  look  of 
the  American  mouth,  and  dentists 
don't  like  it.  Neither  do  the  compa- 
nies that  supply  their  gold.  One  result 
is  the  newly  formed  Dental  Gold  In- 
stitute, set  up  to  promote  the  use  of 
gold  in  dental  work.  Dentists  consider 
gold  the  finest  material  for  the  pa- 
tient; the  suppliers  naturally  are 
alarmed  for  their  business.  In  1979 
American  dentists  and  laboratories 
used  23  metric  tons  of  the  metal.  In 
1980,  the  year  gold  hit  $800  an  ounce 
before  subsiding,  the  amount  used  in 
dentistry  shrank  to  13.6  tons.  Gold 
alloys  are  the  easiest,  the  most  stable 
and  the  safest  to  work  with,  the 
dentists  say.  (Only  gold  alloys,  in  fact, 
are  included  in  the  American  Dental 
Association's  "certification"  pro- 
gram; those  with  base  metals  are 
"accepted"  but  not  "certified.")  The 
institute  wants  to  emphasize  that  the 


cost  of  gold,  astronomical  though  it 
may  be,  actually  has  little  effect  on 
what  a  patient  must  pay  for  a-  tooth. 
There  are  markups,  of  course — for 
processing  the  gold,  suppliers  tack  on 
15%  to  the  price,  dental  laboratories 
another  25%  to  30%,  and  dentists  add 
300%  to  500%  to  what  labs  charge 
them.  Even  with  all  that,  the  institute 
argues,  the  cost  of  gold  in  a  single 
crown  nins  only  $7  to  $10.  So  using 
cheaper  metals  would  put  barely  a 
chip  in  a  dental  bill  and  introduce 
risks  that  the  doctors  say  they  don't 
want  to  run. 


A  penny  saved 

Call  it  job  fear,  call  it  thrift,  call  it 
common  sense,  but  something  has 
started  a  trend  toward  more  saving. 
The  shift  isn't  sensational,  but  money 
has  started  moving  back  into  banks 
(and  money  market  funds,  and  All 
Savers  certificates  and  anything  else 
that  might  keep  a  dollar  safe).  No  one 
is  sure  why.  "Sometimes  the  savings 
rate  goes  up  when  workers  are  antici- 
pating hard  times,"  says  Commerce 
Department  economist  Jeannette 
Honsa.  Jack  Carlson,  chief  economist 
of  the  National  Association  of  Real- 
tors, thinks  Americans  are  "position- 
ing themselves"  to  buy  homes,  cars 
and  appliances.  Whatever  the  reason, 
savings  reached  6.5%  of  disposable 
income  in  October,  the  first  month  of 
the  income  tax  cut  and  the  All  Savers 
certificates.  That  was  below  the  7% 
to  8%  of  the  early  1970s  but  still  the 
high  for  1981. 


Houses  and  taxes 

Local  government  officials  are  keeping 
an  anxious  eye  on  declining  housing 
prices.  (The  median  resale  tag  fell 
$1,900  from  September  to  October, 
from  $67,100  to  $65,200.)  For  years, 
municipal  and  school  budgets  have 
been  kept  balanced  by  ever-rising  prop- 
erty taxes.  If  values  go  down,  so  do 
assessments — and  so  do  taxes.  The 
Municipal  Finance  Officers  Associ- 
ation says  the  best  way  to  get  more 
income  will  be  to  hike  tax  rates,  hardly 
wise  in  today's  political  climate,  or  to 
cut  back  spending  on  services,  not  too 
popular  either.  The  downshift  could  hit 
local  budgets  soon  because  housing 
prices  have  been  lagging  behind  infla- 
tion for  at  least  a  year.  Michael  Sumich- 
rast,  chief  economist  for  the  National 
Association  of  Home  Builders,  says  he 
thinks  they  will  stay  flat  for  at  least  six 
months  or  until  the  economy  turns 


around.  Some  real  estate  men  are  trying 
to  push  the  idea  that  now  is  the  time  to 
find  bargain  housing,  but  others  dis- 
agree. A  recent  survey  of  7,000  agents 
showed  that  about  one  in  four  thought 
this  was  a  bad  time  to  buy  because 
mortgage  rates  have  only  started  to  fall. 
The  best  guess  is  that  mortgage  prices 
will  drop  from  18%  to  perhaps  14% 
next  year — if  the  recession  continues 
and  inflation  keeps  shrinking. 


Hail  to  the  chief 

The  chiefs,  not  the  Indians,  are  the 
problem  in  making  offices  more  effi- 
cient, says  David  Kearns,  Xerox  presi- 
dent. The  way  to  productivity  for  the 
country's  50  million  office  workers, 
he  argues,  lies  in  changing  the  "poorly 
structured  work"  of  managers  and  ad- 
ministrators that  represents  78%  of 
white-collar  labor  costs.  His  solu- 
tion— not  surprising,  given  Xerox' 
stake  in  the  "office  of  the  future" — is 
automation  to  cut  the  number  of 
times  workers  have  to  shuffle  docu- 
ments. The  trick,  in  his  eyes,  will  be 
to  put  the  automated  data-moving 
equipment  on  the  boss'  desk  as  well  as 
on  the  lowly  clerk's.  In  executive  suite 
language,  Kearns  says:  "Job  descrip- 
tions will  have  to  be  rewritten.  New 
attention  will  have  to  be  given  to  in- 
terpersonal relationships,  work  hab- 
its, promotion  paths  and  the  like."  hi 
short,  the  chiefs  will  have  to  become 
more  like  the  Indians. 


Under  which  flag? 

With  foreigners  shipping  money  into 
the  U.S.  by  the  planeload — the  Com- 
merce Department  reckons  official 
foreign  assets  here  at  $480  billion — 
who  is  running  all  their  new  ventures 
and  acquisitions?  After  surveying  the 
heads  of  250  foreign-owned  subsidiar- 
ies and  getting  a  28%  response,  Lama- 
lie  Associates,  a  New  York-based 
management  consulting  firm,  found 
that  52%  were  Americans,  with  Euro- 
peans second,  at  41%.  The  Americans 
tended  to  be  older,  with  69%  over  50 
and  only  31%  of  the  imported  brass  in 
that  bracket.  The  foreigners  also 
weighed  in  with  more  education— 
69%  held  postgraduate  degrees  com- 
pared with  51%  of  their  U.S.  counter- 
parts. Americans  had  the  edge  in  ten- 
ure; 32%  had  held  the  top  spot  for  6  to 
15  years  while  only  14%  of  the  for- 
eigners stayed  put  that  long.  A  major- 
ity in  both  categories  said  they  had  a 
substantial,  but  not  the  final,  voice  in 
operating  decisions,  and  both  agreed 


"There  are  still 
huge  reserves 
of  American  oil 
left  behind  in  oil 
fields  that  were 
tapped  thirty  or 
forty  years  ago," 
says  Gulf  Area 
Engineer  John 
hamburger.  "In  those  days, 
rude  was  only  two  or  three 
ollars  a  barrel,  so  we  would 
per  ate  an  oil  well  only  as  long 
s  the  oil  could  be  pumped  up 
asily  and  inexpensively  It 
lade  more  sense  to  drill  new 
rells  than  to  squeeze  every 
rop  out  of  old  ones." 


"In  many  of  these  old  wells, 
the  underground  pressure  is 
so  low  that  the  oil  won't  come 
up  without  some  extra  help. 
The  extra  help  is  called  ter- 
tiary recovery,  and  it's  a  whole 
technology  in  itself.  Here  at 
Heidelberg,  Mississippi,  we  , 
started  experimenting  with  it 
in  1971. 

"One  way  to  build  up  un- 
derground pressure  is  to  set 
fire  to  some  of  the  oil  deep  in 
the  earth.  That's  called  fire- 
flooding.  It  drives  the  rest  of 
the  oil  toward  the  well,  where 
it  can  be  pumped  to  the  sur- 
face. The  improvement  can 
be  pretty  dramatic;  in  one 
case,  production  increased 
from  one  hundred  to  2300 
barrels  per  day 


In  other  parts  of  the  cou 


try  with  diff  erent  geology,  we 
might  use  water,  steam,  or 
chemicals  to  get  the  oil  flow- 
ing." 

All  over  Arnerica,  Gulf  is 
using  one  or  another  of  these 
technologies  to  get  more  oil 
out  of  old  wells.  It  isn't  cheap 
and  it  isn't  easy,  but  it  is  a 
certain  source  of  made-in- 
America  energy  for  tomorrow 


Gulf  people: 
energy  for  tomorrow. 


)  Gull  Oil  Corporation  1981 


undo 


There's  a  special  coming  in  late  January 

"DISCOVER:  The  World  of  Science" 

sponsored  by  the 
Gulf  Oil  Corporation 

check  your  local  TV  listing  tor  time  &  station. 


The  inspiration  for  (his  series  was  the  question,  "What  are  the  most  critical  issues  facing  the  industries  in  which  LTV  is  active?' 


LTV.  Looking  Ahead 


Does  US.  industry  need  trade  protection? 
"Realistically,  yes..?  says  Kirkland. 
"Counterproductive?  argues  Crandall. 


m 


U.S.  NEEDS 
PROTECTION 

Lane  Kirkland 
President,  AFL-CIO 


"...the  cry  of  protectionism  is  never  raised  against 
protectionist  governments;  only  against  U.S. 
exporters  who  complain." 


As  American-flag  ships  vanished  from  the  seas  after  World 
War  II,  seamen  were  told  this  was,  after  all,  a  manufacturing 
nation,  not  a  service  nation.  Export,  not  transport,  was  where 
the  jobs  were. 

After  30  years  of  export  deficits,  it  is  said  the  U.S.  should 
emphasize  service  in  its  trade  policy.  The  loss  of  steel  plants  in 
Pennsylvania,  auto  plants  in  New  Jersey,  railroad  parts  in 
California,  shoes  and  machinery  plants  in  Missouri  and  elec- 
tronics, glass,  rubber  and  aluminum  nationwide  are  accept- 
able because  this  is  a  service  economy. 

Economic  diversification  only  answer 

In  the  eyes  of  the  AFL-CIO,  neither  of  these  simple  arguments 
holds  water.  The  United  States  must  be  a  diversified  manufac- 
turing, agricultural  and  service  economy,  with  a  complete 
range  of  basic  industrial  and  technological  products.  Any- 
thing less  fails  to  develop  the  resources  and  industries  this  na- 
tion needs  to  provide  full  employment  and  rising  living  stan- 
dards. That  is  the  goal.  Trade  policy  is  one  means  of  pursuing 
that  gcal,  not  an  end  in  itself. 

Those  who  speak  of  "free  trade"  as  if  such  a  thing  still  ex- 
isted talk  as  if  the  United  States  has  many  barriers  to  trade 
and  other  countries  very  few.  The  reverse  is  true.  Other  na- 
tions have  planned  economies,  import  restrictions,  export  re- 
quirements and  export  subsidies. 

No  U.S.  exporter  has  free  access  to  the  markets  in  Japan  or 
Brazil,  let  alone  such  countries  as  Romania  or  the  Soviet 
Union.  And  yet,  the  cry  of  "protectionism"  is  never  raised 
against  protectionist  governments;  only  against  U.S.  ex- 
porters who  complain. 

These  are  increasingly  in  short  supply.  It  is  easier  to  close 
U.S.  plants,  open  new  ones  abroad,  enjoy  protection  within 
these  markets  and  export  freely  to  the  United  States  and  third 
markets.  Industry  gets  every  encouragement  to  do  so  from 
U.S.  policymakers,  who  deny  help  to  American  producers  in 
the  U.S.  while  deploying  an  array  of  subsidies  for  overseas  in- 
vestments. 

Changing  the  balance 

U.S.  tax  and  trade  policies  have  led  to  a  world  in  which  the 
principal  traders  are  now  multinational  banks,  corporations 


and  governments,  often  working  in  partnership,  destroying 
the  industrial  fabric  of  the  United  States  while  charging  the 
U.S.  with  "protectionism."  As  long  as  this  imbalance  re- 
mains, the  losses  from  foreign  trade  will  be  much  higher  than 
the  gains  for  most  Americans. 

What  America  needs  is  a  fair  trade  policy  that  takes  ac- 
count of  the  real  world,  in  which  free  trade  does  not  exist. 

No  country  need  apologize  for  giving  weight  to  its  own  na- 
tional interest;  for  the  United  States  to  ignore  its  people's 
needs  is  suicidal  in  the  long  run. 


LOOK 

BEYOND  POLITICS 


Robert  W.  Crandall 
Senior  Fellow 


^  The  Brookings  Institution 


"...the  arguments  for  trade  protection  ignore  some 
rather  fundamental  political  and  economic  forces 
which  .severely  limit  their  validity." 


Any  period  of  economic  adversity  creates  political  pressures 
for  "temporary"  protection  of  domestic  industries  from  im- 
port competition.  Both  labor  and  management  argue  that 
trade  restrictions  will  allow  industry  to  modernize,  to  reduce 
unemployment,  and  to  be  relieved  from  "unfair"  foreign 
competition  and  its  effect  upon  prices.  The  political  appeal  of 
these  arguments  is  obvious.  One  needs  only  to  look  at  the  pro- 
tection the  U.S.  government  has  given  producers  of  textiles, 
shoes,  clothing,  meat,  sugar,  television  sets,  steel,  and  even 
automobiles. 

Unfortunately,  arguments  for  trade  protection  ignore  fun- 
damental political  and  economic  forces  which  severely  limit 
their  validity.  First,  protection  is  usually  counterproductive. 
Relieved  of  foreign  competitive  pressures,  domestic  pro- 
ducers are  likely  to  adjust  more  slowly  to  economic  circum- 
stances. The  steel  industry  has  benefited  from  protection  for 
all  but  four  of  the  past  twelve  years.  No  one  can  seriously 
argue  that  this  "temporary"  respite  has  induced  the  industry 
to  accelerate  its  modernization  program. 

Altering  collective  bargaining 

Secondly,  it  weakens  the  resolve  of  management  at  the  collec- 
tive bargaining  table.  The  most  noticeable  effect  in  the  steel 
industry  has  been  the  sharp  acceleration  in  its  wage  rate  which 
began  precisely  when  the  first  restrictions  on  steel  imports 
were  being  negotiated.  Now  the  industry  pays  $20  per  hour 
for  its  labor  and  finds  it  difficult  to  compete  with  the  Japanese 
and  Koreans  (or  even  the  Canadians). 

Perhaps  the  most  disquieting  result  of  trade  protection  is  its 
permanency.  Government  cannot  know  whether  it  is  easing 


an  industry's  temporary  problems  or  creating  a  permanent 
ward  of  the  state. 

Removing  all  import  restrictions  on  textiles  or  apparel  is 
now  unthinkable.  We  should  not  succumb  to  pressures  for 
creating  similar  government  wards  out  of  our  automobile  or 
steel  industries,  even  if  other  countries  choose  to  subsidize 
their  failing  industries.  American  workers  and  consumers  are 
not  helped  by  a  policy  of  sheltering  businesses  which  are  no 
longer  competitive. 

Finally,  we  must  consider  the  effect  of  retaliation  by  foreign 
governments  on  our  exporters.  Trade  protection  for  our  dying 
and  weak  industries  will  reduce  the  demand  for  exports  from 
our  high-technology  and  farming  sectors  as  foreign  govern- 
ments are  forced  to  retaliate.  We  only  need  to  look  back  on  the 
1930's  to  see  how  such  trade  policies  can  convert  a  recession 
into  a  depression.  Surely,  no  one  is  well  served  by  a  trade  war. 

This  is  Mr.  Crandall's  opinion  and  not  that  of  other  staff 
members  or  trustees  of  The  Brookings  Institution. 


WHAT  THE 
PEOPLE  THINK 

Reported  by 

(Kenneth  Schwartz 
Vice  President,  Opinion 
ji  Research  Corporation 


..people  believe  that  American  companies 
are  falling  behind .. ." 


How  the  American  public  feels  about  the  very  sensitive  issue 
of  foreign  competition  is  an  issue  which  is  not  only  crucial  to 
the  nation's  economy,  and  the  LTV  Corporation,  it  is  a  con- 
cern in  almost  every  household. 

To  gain  a  better  understanding  of  the  depth  of  these  feel- 
ings, Opinion  Research  Corporation  conducted  a  nationwide 
telephone  survey  in  March  of  1,008  people.  They  were  asked, 
"To  begin  with — from  all  that  you  have  heard  or  read,  would 
you  say  that  American  companies  are  holding  their  own  or 
falling  behind  in  competition  with  foreign  companies?" 

Six  in  ten  Americans  believe  that  U.S.  companiesare  falling 
behind,  while  29%  think  they  are  holding  their  own.  The 
other  11%  had  no  opinion. 

More  importantly,  the  proportion  of  people  believing 
American  industries  are  falling  behind  rises  significantly  as  in- 
come rises. 


Believe  American  companies  are  falling  behind  in 
competition  with  foreign  companies 

Under  $10,000  family  income 

50% 

$10,000-$14,999 

57% 

$15,000-524,000 

65% 

$25,000-$49.999 

68% 

$50,000  or  more 

73% 

We  next  asked  if  they  would  favor  restrictions  on  imports. 
Four  in  ten  of  those  who  see  American  companies  falling  be- 
hind our  foreign  competition  believe  we  should  have  restric- 
tions on  some  imports.  One  in  five  would  favor  restrictions  on 
all  imports. 


Percentage  of  Americans  favoring  restrictions  on 

imported  goods 

Restrictions  on  all  imports 

23% 

Restrictions  on  some  imports 

40% 

No  restrictions 

32% 

No  opinion 

5% 

Of  those  favoring  restrictions,  the  overwhelming  majority 
favor  restrictions  on  automobiles — 75%.  Other  restrictions 
on  goods  and  services  were  not  so  widely  mentioned. 


In  sum,  Americans  are  keenly  aware  of  foreign  competition 
and  concerned  about  its  impact  on  the  U.S.  economy.  They 
also  know  that  U.S.  trade  policies  will  have  to  change. 


WHAT 

LTV  BELIEVES 


Speaking  for  LTV 
Paul  Thayer 

Chairman  of  the  Board  and 
Chief  Executive  Officer 


"...for  the  future  of  American  industry  to  be 
successful,  America  must  be  able  to 
compete  equitably." 


Open  competition  is  an  American  legacy.  Our  nation's  indus- 
trial success  has  been  built  upon  that  legacy.  But,  when  the 
world's  producer  nations  each  play  by  a  different  set  of  rules, 
competition  alone  isn't  enough. 

American  tax  and  consumer  dollars  helped  make  foreign 
competition  as  formidable  as  it  is  today.  We  accept  that  as  a 
fact  of  business  life.  What  we  cannot  accept  are  practices  such 
as  the  dumping  of  government-subsidized,  foreign-made  steel 
into  the  U.S.  market — steel  sold  at  below  the  cost  of  the  most 
efficient  producer.  In  other  words,  when  unfair  trade  prac- 
tices are  pursued,  we  believe  our  government  must  exercise  a 
restraining  hand.  In  the  long  run,  carefully  measured 
intercession  will  bolster  rather  than  deter  competition. 

American  business,  on  its  own,  must  continue  to  produce 
more  efficiently  if  it  is  to  succeed  in  the  world  marketplace. 
LTV  has  recently  embarked  upon  a  $400  million  capital  ex- 
penditure program  to  modernize  many  of  the  steelmaking  fa- 
cilities of  its  steel  subsidiary,  Jones  &  Laughlin,  the  nation's 
third  largest  steel  producer.  This  should  strongly  enhance 
J&L's  ability  to  compete.  Additionally,  J&L  has  benefited 
significantly  from  a  remarkably  effective  productivity  im- 
provement program. 

1981  will  be  an  important  year  for  LTV's  Jones  &  Laughlin 
steel  group  and  our  Continental  Emsco  energy  products  and 
services  group.  Strong  demand  for  products — drilling  equip- 
ment/supplies and  tubular  products — will  have  a  positive  im- 
pact on  our  revenues. 

J&L  is  the  nation's  largest  supplier  of  pipe  to  the  oil  and  gas 
industry.  Concurrently,  new  orders  for  Continental  Emsco's 
drilling  equipment  are  running  far  ahead  of  last  year.  In  both 
cases,  as  the  number  of  active  drilling  rigs  and  pipelines  under 
construction  continues  to  reach  record  levels,  our  activities  in 
both  areas  will  also  increase. 

LTV  is  dedicated  to  becoming  increasingly  competitive  in 
the  areas  in  which  it  operates — and  to  the  principle  of  open 
competition.  But  for  the  future  of  American  industry  to  be 
successful,  America  must  be  able  to  compete  equitably.  This 
will  require  more  than  hard  work  and  capital  investment.  It 
will  require  U.S.  and  international  trade  policies  that  truly 
recognize  the  world  marketplace  as  it  exists  today,  and  pro- 
vide protection  and  fair  play  fore?//  the  participants.  The  end 
result  will  be  a  more  balanced  industrial  environment.  And 
that  will  benefit  the  consumer  as  well  as  industry. 

The  LTV  Companies:  Jones  &  Laughlin  Steel,  Continen- 
tal Emsco  Company,  Vought  Corporation,  Kentron  Interna- 
tional, Lykes  Bros.  Steamship  Co.,  Inc.  To  receive  the  LTV 
Issues  series  through  the  mail,  write  LTV  Issues,  P.O.  Box 
225003-6D,  Dal/as,  TX  75265 


LTV 


The  LTV  Corporation 

Dallas,  TX  75265 


Richer.  And,  of  course,  costlier. 
For  the  very  good  reason  that  it  is 
blended  from  the  Cognacs  of  more 
than  70  select  vineyards,  all  of  which 
lie  within  f  i  ance's  two  pre-eminent 
( '< >gnac  districts,  Grande  Cham-  . 
pagne  and  Petite  Champagne. Truly, 
the  world's  most  civilized  spirit. 
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HENNESSY  COGNAC.  80  PROOF,  IMPORTED  BY  SCHIEFFELIN  &  CO  .  N  Y 
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Frederic  Remington's 

THE  CHEYENNE 


Limited  edition  cast  full  size 
from  a  Remington  original. 


\m  eric  an  a 
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One  Bunker  Hiljj 
601  West  Fifth  Sire 
JLos  Angeles,  Cali 
•80il-421-8033  213-623-1083 


Trends 


that  on  capital  funding  anything  ovei 
a  low  predetermined  limit  had  to  be 
cleared  with  the  home  office.  The  for^ 
eigners  did  enjoy  one  major  plus,  sayn 
ing  that  their  U.S.  jobs  put  them  on  a 
fast  track  for  promotion  with  the 
overseas  parent;  only  32%  of  the 
Americans  thought  they  would  ad-| 
vance  up  that  ladder. 


Deck  the  halls . . . 

Most  retailers  may  be  holding  theiij 
breaths  about  Christmas,  but  onq 
group  hears  nothing  but  hosannas^ 
The  30,000  Christmas-tree  sellers  ex-| 
pect  a  great  season.  "We  hope  su 
perb,"  says  Don  McNeil,  executive  di-i 
rector  of  the  National  Christmas  Tree! 
Association  in  Milwaukee.  Prospects 
are  for  sales  of  30  million  to  32  million 
live  trees  and  a  gross  of  $600  million! 
to  $700  million,  McNeil  says.  The  rea 
son  for  the  jolly  feeling  is  that  trees  oi 
all  types  are  plentiful  this  year  and 
prices  are  holding.  Most  wholesalers 
raised  tags  less  than  10%,  according, 
to  McNeil,  and  40%  didn't  add  on  ad 
all.  One  national  survey  showed 
Scotch  pines  (the  top  sellers)  running 
$2.75  to  $3  a  foot,  white  pines  $3  td 
$3.50  and  Douglas  firs  $3.50  and  up 
(The  last  named,  McNeil  says,  arej 
"coming  up  fast.")  And  where  are  thd 
1981  trees  coming  from?  Michigan 
ranks  first,  trailed  by  Wisconsin  and 
Oregon;  Washington  holds  the  fourth 
spot  and  Pennsylvania  and  Minnesota 
are  contending  for  number  five. 


The  shrinking  thrifts 

The  current  flurry  of  fire-brigade 
mergers  to  save  ailing  thrift  institu 
tions  is  only  the  beginning.  Over  thej 
next  five  years,  Andrew  Carron  of  the 
Brookings  Institution  predicts  in  a 
new  study  that  the  number  of  savings 
and  loan  companies  in  the  U.S.  will 
shrink  by  25%.  Ten  percent  of  thej 
4,000  federally  insured  S&Ls  are  hi 
danger  now,  he  says;  another  15% 
will  find  themselves  in  difficulties  in 
the  years  just  ahead.  Carron  sees  a 
similar  development  ahead  for  sav 
ings  banks  but,  because  most  of  these 
are  large  institutions,  he  thinks  th( 
reduction  will  be  about  10% .  His  stud 
ies  were  based  on  the  4,000  saving: 
and  loan  companies  and  the  320  sav 
ings  banks  covered  by  federal  insur 
ance,  but  Carron  thinks  his  conclu 
sions  can  safely  be  extrapolated  to  in 
elude  the  600  S&Ls  and  110  or  sc 
banks  that  are  state  insured. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  Securities. 

The  offer  is  made  only  by  the  Prospectus. 


$150,000,000 

Union  Carbide  Corporation 


14 'A%  Notes  Due  1991 

Interest  payable  June  1  and  December  1 


Price  99%  and  Accrued  Interest 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  from  only  such  of  the 
undersigned  as  may  legally  offer  these  Securities  in  compliance 
with  the  securities  laivs  of  such  State. 


MORGAN  STANLEY  &  CO. 

Incorporated 

SALOMON  BROTHERS  INC  THE  FIRST  BOSTON  CORPORATION  GOLDMAN,  SACHS  &  CO. 
LEHMAN  BROTHERS  KUHN  LOEB        MERRILL  L  YNCH  WHITE  WELD  CAPITAL  MARKETS  GROUP 

Incorporated  Merrill  Lynch,  Fierce,  Fenner  &  Smith  Incorporated 

BACHE  HALSEY  STUART  SHIELDS       BEAR,  STEARNS  &  CO.       BL  YTH  EASTMAN  PAINE  WEBBER 

Incorporated  incorporated 

DILLON,  READ  &  CO.  INC.  DONALDSON,  LUFKIN  &  JENRETTE 

Securities  Corporation 

DREXEL  BURN  HAM  LAMBERT     E.  F.  HUTTON  &  COMPANY  INC.     KIDDER,  PEABODY  &  CO. 

Incorporated  Incorporated 

LAZARD  FRERES  &  CO.  L.  F.  ROTHSCHILD,  UNTERBERG,  TOWBIN 

SHE  ARSON I AMERICAN  EXPRESS  INC.  SMITH  BARNEY,  HARRIS  UPHAM  &  CO. 

Incorporated 

WARBURG  PARIBAS  BECKER        WERTHEIM  &  CO.,  INC.        DEAN  WITTER  REYNOLDS  INC. 

Incorporated 

Decembers,  19X1 
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putmuscle 
in  your 
Heat  Transfer 
applications 

Specify  Young  Heat  Transfer 
Products.  That's  your  assurance 
the  radiator,  oil  cooler  and  other 
cooling  system  components  are 
going  to  stand  up  to  the  vibrations, 
the  jolts,  the  shocks— to  those  tough 
applications  that  test  the  character 
of  each  vital  part.  Call  us  at 
(414)  639-1010. 

ggfr  RADIATOR  COMPANY WBW 


v 
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2825  Four  Mile  Road 
Racine.  Wisconsin  53404 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $33  □  3  years  $66 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  1  year  $44,  3  years  $92.  Or- 
ders for  other  countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N  Y  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (please  print ) 


New  Address: 


Citv 


Zip 


Date  of  Address  Change 


F3820 


Mr.  Entrepreneur 

In  the  five  years  since  Forbes  last 
visited  him  (May  1,  1976),  entrepre- 
neur Herman  E.  Goodman  has  ac- 
quired a  beard,  another  drawerful  of 
money  and  a  crusade.  Goodman  had 
paired  with  wheeler-dealer  Royal  Lit- 
tle in  1953  to  form  Textron,  but  in 
1960,  when  Little  wanted  to  move  to 
Providence,  R.I.,  the  New  York  native 
refused.  ("I  told  Little,"  he  says, 
"there  are  32,500  air-conditioned  sa- 
loons in  New  York;  Providence  has 
two  and  only  one  is  air-conditioned.") 
So  he  got  his  friend  Arthur  Roth,  who 
was  the  late  head  of  the  now  defunct 
Franklin  National  Bank,  to  let  him 
take  over  the  bank's  then  inactive 
Small  Business  Investment  Co.,  the 
Franklin  Corp.  Together  they  made  it 
the  first  SBIC  to  go  public,  and  Good- 
man still  runs  it. 

Goodman  made  the  transition  from 
conglomerate  to  SBIC  without  miss- 
ing a  stride.  ("It's  the  same  damn  sce- 
nario," he  once  commented,  "only 
with  a  smaller  stage  and  a  smaller 
audience.")  During  the  past  20  years 
he  has. become  wedded  to  the  idea  of 
the  SBIC  and  bristles  with  indigna- 
tion when  he  talks  of  Washington's 
current  efforts  to  curtail  the  activities 
of  the  540  such  firms  now  operating. 

The  working  philosophy  of  Frank- 
lin Corp. — and.  of  Herman  Good- 
man— is  to  avoid  what  he  calls  "stan- 
dard modality."  "Venture  capital,"  he 
says,  "cannot  go  by  any  set  of  pre- 
scribed terms  and  conditions."  Two 
events  during  the  past  year  illustrate 
his  point.  During  that  period,  Frank- 


lin raked  in  capital  gains  of  $1.3  mil-l 
lion  by  selling  part  of  its  holdings  in 
Linden  Chemicals  &  Plastics,  a  com- 
pany in  which  Goodman  had  invested! 
ten  years  of  "blood,  toil,  sweat,  tearsj 
hope,  trials  and  tribulation."  Frankliru 
collected  another  $649,000  by  letting) 
go  some  of  its  stock  in  Omnimedical, 
a  California  manufacturer  of  body 
scanners  that  Goodman  became  in 
terested  in  only  in  April  1980. 

Linden,  Goodman  says,  represented 
"the  flowering  of  an  investment." 
Omnimedical  was  the  kind  of  break; 
all  entrepreneurs  dream  of.  The  firm 
was  broke  when  it  came  to  Franklin. 
Then  lightning  struck  two  months 
later,  when  EMI,  the  British  electron- 
ics giant,  decided  to  shed  its  North 
American  body-scanning  (CAT)  busi- 
ness. Major  competitors  like  General 
Electric  were  held  off  from  buying  by 
fears  of  antitrust  complications.  "And) 
who  was  waiting  in  the  woods  but) 
little  David,"  says  Goodman,  whoi 
used  his  good  offices — and  money — to 
help  Omni  buy  EMI's  American  CAT 
operations.  That  made  the  Anaheim 
Calif,  firm  important  overnight,  and 
at  the  end  of  1980  NASDAQ  put  it 
among  the  top  three  of  3,000  o-t-c 
listings  on  the  strength  of  an  818% 
price  increase.  The  $649,000  realized 
from  the  sale  of  40,000  Omni  corn] 
mon  could  be  only  the  beginning — 
Franklin  still  has  173,000  shares. 

Ruddy,  stocky  and  irrepressible  at 
75,  Goodman  revels  in  fine  cigars, 
good  food  and  drink — and  the  busi- 
ness of  finding  new  businesses.  De- 
spite the  economic  climate  today,  he 
sees  golden  ground  for  venture  capital. 


Herman  E.  Goodman  of  the  Franklin  Corp. 
The  entrepreneur's  rule  is  that  there  are  no  rules. 


The  1981  tax  act 
offers  a  new  way  for  your 
employees  to  save  money 

TheTravelers  offers 
them  50  years'experience 
to  make  the  most  of  it. 


Over  the  past  few  months,  many 
employers  have  been  seeking  advice  and 
counsel  on  how  best  to  take  advantage  of  the 
new  employee  savings  opportunities  created 
by  the  Economic  Recovery  Tax  Act. 

One  company  definitely  worth  talking 
to  about  this  is  The  Travelers.  Because  we've 
been  administering  and  investing  employee 
savings  funds  for  many  years. 

And  our  experience  with  retirement 
funds  goes  back  more  than  50  years.  Since 
1929,  the  retirement  fund  assets  we  manage 
have  increased  to  over  10  billion  dollars. 
While  the  rest  of  the  pension  industry  has 
been  growing  at  13%  per  year, The  Travelers 
has  been  growing  at  20%  a  year  for  the  past 
10  years.  And  we  vc  done  that  by  providing 
individualized  service  to  a  growing  list  of 
corporate  clients  and  their  employees. 

Who  better,  today,  to  help  your 
employees  manage  the  $2,000  a  year  they'll 
be  able  to  defer  from  taxation? 

To  begin  with, The  Travelers  offers  a 
wide  range  of  investment  options,  including 
money  market,  common  stock,  and  public 
bond  funds.  And,  as  a  major  insurance  com- 
pany, we  can  offer  your  employees  the  option 
of  guaranteed  fixed  investment  funds. 

What's  more,  you'll  find  that  our  per- 


formance in  these  areas  ranks  The  Travelers 
among  the  top  investment  managers  in  the 
country. 

When  it  comes  to  maintaining  individ- 
ual account  balances  for  your  employecs,The 
Travelers  uses  the  latest  record  keeping  and 
reporting  systems  available.  These  systems 
enable  us  to  supplement  your  existing  retire- 
ment and  savings  programs— even  if  they  are 
managed  by  someone  else. 

In  short,  when  you  select  TheTravelers 
to  handle  your  new  employee  savings  pro- 
gram, you  turn  a  tax  benefit  into  an 
employee  benefit.  You  provide  your  employ- 
ees with  an  experienced  money  manager, 
complete  administrative  services  with  the 
convenience  of  payroll  deduction,  and  an 
important  supplement  to  their  retirement 
program. 

So  contact  Tom  Keating,  Vice  President, 
TheTravelers  Group  Pensions,  for  more 
information  about  how  we  can  help  you  help 
your  employees  benefit  from  the  new  tax 
law.  Or  call  your  independent  Travelers  agent 
or  broker.  Or  call  your  consultant. 


THE  TRAVELERS 


TheTravelers  Insurance  Company  and  its  Affiliated  Companies,  One  Tower  Square,  Hartford,  CT  06 1 1 5.  with  Kcgionaj  Pension  Offices  in  Boston,  Hartford,  New  York,  Philadelphia.  Atlanta,  Pittsburgh, 
Cleveland,  Detroit,  Chicago,  St.  Louis,  1  )allas,  Lon  Angeles,  and  San  Francisco. 


America  rolls  on  rails 


Crane  is  there. 
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Rail  market  forecast     Total  coal  demand  in  the 
U.S.  is  expected  to  jump  from  800  million  tons 
annually  to  more  than  one  billion  tons  in  next  several 
years.  □  Stepped-up  coal  traffic  will  create  an 
increased  need  for  new  and  higher  strength  rail. 
J  Western  coal  traffic  wili  more  than  double  to  625 


million  tons  in  1990.  □  For  the  rest  of  this  decade 
estimated  that  $4-5  billion  will  be  needed  to  replac 
track  and  install  new  lines  just  for  coal  transport. 
□  Dramatic  growth  in  railroad  shipments  of  grain, 
forest  products,  pulp  and  paper,  primary  metals  ar 
chemicals  is  also  forecasted  for  the  80's. 


Crane  Co.,  300  Park  Avenue,  New  York,  NY  10022 
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CF&l's  new  mill 

can  produce 
550,000  tons  of 
rail  every  year. 

&l  Steel  Corporation,  a  subsidiary 
rane  Co.,  is  the  only  rail  producer 
st  of  the  Mississippi.  To  meet  the 
wing  demand  for  rail  in  the  Rocky 
untain  area  and  from  Texas  to  the 
at  Lakes  and  the  Pacific,  CF&I 
invested  $85  million  in  advanced 
making  technology.  Its  modern- 
rail  mill  has  the  capacity  to  pro- 
e  550,000  tons  annually 
F&l  pioneered  the  production  of 
g  rail  —  up  to  82  feet—  in  the  United 
tes.  Because  it  has  improved 
ightness  and  requires  fewer 
Ids,  long  length  rail  helps  to  reduce 
:k  maintenance  costs  significantly. 
\nother  exclusive  from  CF&I  is 
MORAIL®  an  improved  high  per- 
ance  alloy  steel  rail  which  was 
eloped  to  better  resist  wear  under 
vier  axle  loadings  and  high  ca- 
ity  unit  trains.  As  with  all  CF&I 
ducts,  the  quality  of  the  steel  is 
efully  controlled  from  mine 
xjgh  mill. 

:or  more  information  on  a  com- 
iy  that's  growing  from  strength, 
e  for  our  annual  report. 

line— a  leader  in  steel,  fluid  and 
lution  control  equipment,  ce- 
nt, building  products,  aero- 
ice  and  aircraft  systems. 


Crane  Co.,  300  Park  Avenue 
New  York,  NY  10022 


U.S.  capital  may  be  tied  up,  but  new 
venture  dollars  are  lying  ready  to  hand 
abroad.  "The  entrepreneurs  are 
American,"  he  says,  "but  there  are  no 
opportunities  in  foreign  countries  and 
their  money  men  have  more  confi- 
dence in  the  U.S.  economy.  The  real 
titans  feel  best  in  the  U.S." 

Goodman  turns  crusader  when  he 
talks  about  SBICs  and  particularly  the 
current  Administration  efforts  to  cur- 
tail them.  Granted,  the  first  horren- 
dous 60%  reduction  in  funds  was  re- 
duced to  15%,  but  even  that  outrages 
him.  "It  is  a  sacrilege,"  he  says,  "for 
government  to  try  to  thwart,  choke  or 
diminish  the  SBIC."  The  foibles  and 
faults  of  the  Small  Business  Adminis- 
tration have  given  the  words  "small 
business"  a  bad  name,  but  it  is  outra- 
geous, he  insists,  that  SBICs  should  be 
"tarred  with  the  excesses,  corruption 
and  incompetence  of  a  completely  un- 
related agency."  The  SBIC,  he  says,  is 
the  last  best  hope  "for  the  small  busi- 
nessman and  the  tyro." 

An  Ideal  Christmas 

Did  Santa  Claus  lose  Ideal  Toy's  ad- 
dress? Forbes  wondered  earlier  this 
year  (Apr.  27,  1981).  The  New  York- 
based  company  had  sold  4.5  million  of 
its  Rubik's  Cubes  and  still  lost  more 
than  $15  million,  or  $4  a  share  on 
revenues  of  $141  million.  "If  Ideal's 
1981  line  isn't  a  success,"  Forbes 
commented,  "the  company's  future  is 
indeed  a  puzzle."  The  fiendish  multi- 
colored cube,  brainchild  of  a  Hungar- 
ian architecture  professor  who  de- 
signed it  to  help  students  visualize 
three-dimensional  problems,  was  the 
hottest  item  under  any  Christmas 
tree  and  had  generated  some  $3  mil- 
lion in  pretax  profits.  But  one  product, 
no  matter  how  hot,  could  not  make 
a  toymaker's  Christmas.  Ideal's 
"1980'/2  line,"  a  midyear  stratagem 
that  had  worked  before,  failed  in 
1980.  A  new  doll,  a  water-activated 
toy  car  and  an  "alligator  game"  were 
stonewalled  by  lack  of  budget  for  mid- 
year buyers  (the  products  were  intro- 
duced in  August)  and  only  increased 
losses. 

The  1981  calendar,  however,  has 
looked  like  one  holiday  after  another. 
The  cube  has  continued  to  baffle  and 
beguile  record  numbers  of  new  cus- 
tomers, and  last  year's  tactical  shifts 
into  tried-and-true,  lower-cost  items 
have  put  the  tinsel  back  on  Ideal's 
balance  sheet.  During  the  first  quarter 
of  the  current  fiscal  year  (which  began 
Jan.  30),  sales  jumped  to  $36  million, 


vs.  the  previous  year's  $22  million,  and 
net  went  from  $64,000  to  $905,000. 
The  second  quarter,  with  sales  of  $50 
million,  vs.  $25  million  a  year  earlier, 
produced  net  income  of  $1.3  million, 
compared  with  a  loss  of  $1.8  million 
in  1980.  For  the  39  weeks  of  the  cur- 
rent year,  says  Ideal's  President  Jo- 
seph Winkler,  his  company  rolled  up 
$5.7  million  in  earnings,  compared 
with  a  $10.5  million  loss  in  1980. 

The  reason  for  1981's  rosy  look, 
Winkler  says,  is  that  Ideal  is  enjoying 
the  benefits  of  sweeping  internal 
changes  it  made  in  1980.  "We  expand- 
ed our  merchandise  line  and  reorga- 
nized our  marketing  system,"  he 
points  out,  "and  we  made  major  in- 
ventory cuts,  which  reduced  borrow- 
ings in  a  high-interest  year."  Another 
help  has  been  the  chop  in  prices.  In 
1980  Winkler's  most  expensive  toy  at 
wholesale  ran  close  to  $40;  this  year  it 
was  $20.  With  consumers  eyeing 
price  tags,  this  is  paying  off. 

The  cube,  moreover,  continued  its 
astonishing  success.  Last  spring 
Winkler  told  Forbes  he  expected  Ru- 
bik's creation  would  "probably  repre- 
sent less  than  10%  of  our  volume."  It 
actually  accounted  for  30%,  and 
Winkler  says,  "I've  never  seen  any- 
thing like  it."  He  thinks  the  reason 
for  the  continued  runaway  attraction 
of  the  cube  could  be  that  "it's  not  just 
a  children's  toy  but  appeals  to  every- 
one from  5  to  75.  And  it's  nonseasonal 
besides."  Ideal  also  seems  to  be  mak- 
ing progress  in  its  battle  against  what 
Winkler  calls  the  "knockoffs"  or 
cheaper  imitations.  One  move  was  to 
cut  the  wholesale  price  of  its  original 
cube  from  the  $6  to  the  $4  range.  The 
company's  lawyers  have  also  won 
some  quiet  court  victories  against  im- 
porters and  manufacturers  of  the 
knockoffs,  which  can  only  help  to 
strengthen  its  hold  on  this  market. 
(Ideal  has  also  brought  out  its  own 
competition,  a  similar  but  less  brain- 
busting  item  called  the  Missing  Link.) 

With  the  cube's  success  and  the  re- 
sults of  its  less  spectacular  lines  of 
toys,  Winkler  says,  "We've  built  an 
image  out  there"  that  he  thinks  will 
give  Ideal  fresh  impetus  at  next  Febru- 
ary's Toy  Fair,  when  buyers  start  writ- 
ing orders  for  Christmas  1982.  The 
Ideal  president  hastens  to  point  out 
that  Ideal's  dolls,  games  and  other 
lines  generated  70%  of  its  sales,  but 
his  euphoria  centers  on  the  30%  pro- 
duced by  Rubik's  red-blue-green- 
white-yellow-and-orange  cube.  "S:>nta 
came  in  six  colors  this  year,"  he  says. 
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The  Personal 
Business  Gift. 

Your  business  friends 
will  treasure  Cross 
fine  writing  instruments  with 

your  corporate  emblem. 
Used  daily,  appreciated  for 
a  lifetime.  Write  on  your 
company  letterhead  for 
our  new  catalog. 

CROSS' 

SINCE  1846 


Higher  taxes  unjustified 

Sir:  In  order  to  "keep  the  deficit  from 
soaring,"  Forbes  called  for  ever  more 
taxes  (Fact  and  Comment,  Nov.  9)  to  be 
imposed  on  the  American  public  to 
support  wasteful  spending  by  our  fed- 
eral government. 

I  challenge  you  to  find  a  member  of 
Congress  who  will  attempt  to  justify 
to  the  average  worker-taxpayer  the 
present  level  of  taxation  on  the  basis 
of  services  delivered  to  the  worker 
who  now  has  to  labor  for  an  average  of 
five  months  each  year  [for  Washing- 
ton, D.C.]. 
— Vernon  R.  Fend 
Northbrook,  III 


Proud  fathers 

Sir:  Re  your  story  on  Steve  Bechtel 
(Dec.  7).  Many  years  ago  I  attended  a 
dinner  party  and  Stephen  Bechtel  Sr. 
was  one  of  the  guests.  He  very  proudly 
told  me  that  of  all  the  executives  he 
knew,  his  son  Steve  was  the  best. 

This  is  the  second  time  I  heard  a 
proud  father  speak  glowingly  of  his  son. 
I  once  was  a  guest  of  Henry  Kaiser  in 
Honolulu  and  he  commented  that  of  all 
the  executives  he  has  worked  with,  his 
son  Edgar  was  outstanding. 
— Walter  Annenberg 
Rancho  Mirage,  Calif. 


Helping  the  Soviets 

Sir:  The  late  Harry  Dexter  White's 
advocacy  of  a  gold  link  to  the  dollar 
("Soft  on  goW." Nov.  23)  is  not  really 
inconsistent  with  the  well-known 
charge  of  White's  being  an  agent  for 
the  Soviet  Union. 

That  country  emerged  from  World 
War  II  as  the  world's  largest  and  low- 
est-cost producer  of  gold  at  the  var- 
ious Gulags  of  Stalin's  infamous  Dal- 
stroi  project. 

With  the  U.S.  Treasury  guarantee- 
ing a  fixed  dollar  price  for  the  Krem- 
lin's gold  .  .  .  White  had  developed 
the  blueprint  for  financing  the  Soviet 
Union's  postwar  ambitions. 
— Adolphe  J.  Warner 
President, 

Global  Asset  Management  Associates,  Inc. 
New  York,  NY. 


Free  for  CEOs! 

Sir:  We  read  with  interest  the  letter 
from  John  S.  Reed.  (Readers  Say,  Nov.  9) 


about  cycling  holidays  in  France  and 
England.  The  real  home  of  the  humble 
bicycle  is  Scotland,  where  not  only 
the  bike  itself  but  also  the  pneumatic 
tyre  and  tarmacadam  road  were  in- 
vented. With  petrol  costs  continuing 
to  rise,  a  number  of  wheeler-dealer 
entrepreneurs  in  Scotland  have  devel- 
oped bicycle  touring  holidays. 

To  encourage  others  I  would  like  to 
offer  through  Forbes  magazine  to  the 
first  ten  presidents  or  chief  executive 
officers  who  are  subscribers  to  the 
magazine  and  who  take  a  holiday  in 
Scotland  in  1982  the  use  of  a  bicycle 
for  one  week  absolutely  free — and.  to 
each  of  these  bicycle  pedalers,  one 
free  bottle  of  Scotch  whisky. 
— Alan  Devereux 
Chairman, 

Scottish  Tourist  Board 
Edinburgh,  Scotland 


Non-cents? 

Sir:  Your  defense  of  the  penny  (Fact 
and  Comment,  Dec.  7)  is  cents-less. 
Instead  of  being  rounded  off  to  the 
nearest  penny,  most  items  (even  ci- 
gars and  candy  bars)  have  been  inflat- 
ed by  increments  of  nickels,  dimes 
and  dollars. 

The  penny  is  beneficial  only  to  the 
mining  industry;  it  is  an  outmoded 
burden  to  the  consumer  and  taxpayer. 
— Keith  Prentice 
Jamestown,  N.Dak. 


Heinz  did  better 

Sir:  In  the  Quaker  Oats  article  (Oct. 
26),  you  say:  "Quaker's  returns  on  eq- 
uity .  .  .  are  better  than  Campbell 
Soup  and  H.J.  Heinz  but  not  as  good  as 
General  Foods  and  General  Mills." 
The  latest  full  fiscal-year  figures  for 
return  on  equity  show  18.0%  for 
Heinz  and  16.8%  for  Quaker  Oats. 
— Thomas  H.  Mcintosh 
Director,  Corporate  Public  Relations, 
H.J.  Heinz  Co. 
Pittsburgh,  Penna. 


Budget  politics 

Sir:  In  surmising  that  the  "Economic 
Development  Administration,  it 
seems,  is  just  a  sucker  for  a  hard-luck 
story,"  the  Forbes  article  "The  Easy 
Mark"(7Vof.  23)  draws  upon  an  audit 
prepared  by  Alexander  Grant  &  Co., 
to  inform  the  reader  that  40%  of 
EDA's  loans  are  in  trouble. 
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This  is  an  actual  case  history,  although  the  pseudonym  Herb  Sawyer  has  been  used  to  protect  client  confidentiality 


When  Cobalt  prices  shot 
through  the  roof,  magnet 
maker  Herb  Sawyer  bought 
the  cobalt  he  needed 

with  the  cobalt  he  had. 

Cobalt  goes  into  the  making  of  industrial  magnets. 
And  you  need  a  steady  supply  of  it. 
Unfortunately,  political  unrest  in  the  country 
where  cobalt  is  mined,  and  a  suspiciously 
political  flooding  of  the  cobalt  mines  there, 
conspired  to  temporarily  shut  down  the  world's 
cobalt  supply. 
Herb  Sawyer  watched  as  cobalt  prices  were  bid  up.  $5  a 
pound.  $10  a  pound.  $15  a  pound.  Up  went  cobalt 
$25  a  pound,  and  even  highc 

Suddenly  cobalt  was 
a  prized  commodity. 
And  as  Herb  Sawyer 
discovered,  if  he  waited 
to  accumulate  enough 
cash  for  a  cobalt 
purchase,  he  couldn't 
catch  up  with  new  price 
increases. 

He  needed  an  influx 
of  funds. 

It  was  at  this  point 
that  BarclaysAmerican/Business  Credit  found  an  asset 

resource  he  didn't  know  he  had.  We  recognized  that 
the  value  of  Herb  Sawyer's  cobalt  inventory  rose  as 
the  day  to  day  market  price  rose. 

So  up  went  his  borrowing  power.  We  were  able  to 
establish  an  escalating  inventory  line  of  credit  for 
him.  Along  with  a  package  of  accounts  receivable 
and  equipment  financing,  we  made  it  possible  for 
him  to  make  the  purchases  he  needed,  in  spite  of 
cobalt's  dramatic  price  changes. 

For  flexible,  creative  financing, 
look  to  Barclays  American/  Business  Credit. 

And  give  us  a  call. 


s 


Business  Credit 


BARCLAYS 
Bank 


An  affiliate  of 

"Service  is  the  difference  between  our  money  and  other  money. 


Offices  located  nationwide. 

Corporate  Headquarters:  111  Founders  Plaza,  East  Hartford,  CT  06108,  (203)  528-4831 
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Our  maximum 
commission  on 
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The  Grant  audit  is  not  looked  upon 
in  Congress  as  the  final  word  for  two 
reasons:  1 )  the  criteria  used  to  judge 
the  loans  were  not  explained  ade- 
quately and  2)  the  status  of  EDA  is 
tied  inextricably  to  budget  politics,  a 
fact  that  should  automatically  restrain 
judgment  about  the  agency. 
— William  F.  dinger  Jr.  (R—Penna.) 
House  of  RepresentaHi  vs 
Washington,  DC 


Discount  commissions 

As  an  independent  investor, 
you  appreciate  the  value  of 
making  your  trades  with 
minimum  commission  charges. 
You  want  to  be  charged  only  for 
the  services  you  need  You  can 
enjoy  discount  commission  rates 
at  Rose  &  Company 


Services  you  need 

As  an  independent  investor, 
you  want  fast,  accurate, 
objective  market  data  and  trans- 
actions. At  Rose  &  Company, 
you  benefit  by  talking  with 
salaried  Account  Representatives, 
trained  to  work  efficiently  and 
professionally. 


Compare  that  to  what  you  pay  now. 

JSose 
^Company 

INVESTMENT  BROKERS,  INC. 


BOARD  OF  TRADE  BUILDING  •  CHICAGO.  ILLINOIS  60604 
CHICAGO     •     LOS  ANGELES     •  PITTSBURGH 

Member  New  York  Stock  Exchange.  Inc  and  Other  Principal  Exchanges 


Please  send  your  free  discount  trading  brochure. 


Fl 


Name 


Address 


City 


State 


Zip 


Member  Securities  Investor  Protection  Corporation  (SIPC 
Securities  held  in  customer  accounts  are  protected 

up  to  $500,000 


Nationwide  toll  free 

(800)621-3700 

Illinois  toll  free 

(800)572-3188 

Chicago  area 

(312)987-9400 
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Drug  cover-up 

Sir:  You  argue  that  the  return  of  the 
draft  (Fact  ana"  Comment,  Noi\  23) 
would  alleviate  the  military's  drug 
problem. 

Most  drug  users  in  the  military  ac- 
quire the  deadly  habit  after  joining  the 
service.  The  pre-enlistment  urinalysis 
enables  the  military  to  identify  and 
reject  most  addicts. 

Presently,  the  top  brass  views  drug 
abuse  as  a  symptom  of  ineffective 
leadership.  No  company  commander 
wants  to  admit  to  being  a  poor  leader, 
Instead,  he  covers  up  the  problem  and 
hopes  it  will  just  go  away. 

It  doesn't  and  it  won't. 
— David  Jampolsky 
Lawrence,  Kans. 


Seismic  considerations 

Sir:  In  "Other  Comments"  (Nov.  9), 
the  Wall  Street  Journal  complains  that 
one  reason  it  takes  ten  years  or  more 
to  build  a  nuclear  plant  is  because 
each  plant  is  designed  differently.  It  is 
not  so  simple.  Each  power  plant  has  to 
comply  with  very  strict  seismic  con 
siderations,  which  are  very  much  dif 
ferent  from  site  to  site. 
— Bela  Vitez 
Derwood,  Md. 


Alaskan  Lib? 

Sir:  Your  review  of  Alaskan  develop- 
ment ("Thinking  of  the  morning 
after,  "jVor.  23 )  cited  the  views  of  like- 
ly gubernatorial  candidates,  but  over- 
looked Libertarian  Dick  Randolph,  i 
member  of  the  Alaskan  legislature. 

Mr.  Randolph  is  campaigning  tc 
transfer  state  lands  to  individual  Alas 
kans,  and  has  already  collectec 
enough  petitions  for  a  ballot  initiative 
on  this  important  subject. 
— Neil  Steyskal 
Washington,  D.  C. 
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If  Saint  Paul  Energy  Park 
is  just  another  industrial 
park,  then  the  if  Pyramids 
are  a  pile        of  rocks. 


o  some,  the  pyramids  might  only  be  a 
lie  of  rocks.  To  others,  they  are  an 
igineering  marvel.  An  achievement 
lsurpassed.  Their  placement  is  an 
;ample  of  a  great  site  selector's 
dgement. 

St.  Paul  Energy  Park  is  the  first  and 
lly  energy  efficient  industrial 
?velopment  in  North  America.  Designed 
maximize  energy  and  to  minimize 
ss,  this  218  acre  project  offers  a  20% 
lergy  savings  over  conventional 
svelopments.  A  savings  that  any 
paroah  wouldn't  mind  reporting  to  his 
■fcard  of  directors. 

:  The  unique  heat  pump  based  Energy 
/stem,  fired  by  electricity  purchased  at 
>me  of  the  lowest  rates  in  the  country, 
>ordinates  a  central  hot  and  cold  water 
dlpply  with  computerized  energy  man- 
;it  |ement.  All  buildings  are  designed  for 
efficiency  and  will  connect  to  an  energy 
;  3rage  bank.  The  energy  storage  bank 


lets  you  use  excess  heat  from  plant 
operations  to  offset  the  cost  of  heating, 
ventilating  and  air  conditioning. 

The  St.  Paul  Port  Authority  is  making 
this  development  financially  attractive.  As 
the  only  public  agency  in  America  with  a 
Standard  and  Poors  A"  rating,  they  are 
ready  to  work  with  you  on  a  package  that 
is  geared  to  your  needs.  In  1 980  the  Port 
Authority  approved  plant  investments  of 
over  $246  million  at  the  lowest  interest 
rates  available. 

Located  at  the  transportation  center  of 
the  upper  Midwest,  Energy  Park  is  fully 
serviced  and  has  complete  access  to 
truck,  rail  and  air  facilities. 

Energy  Park  lies  in  the  heart  of  the 
largest  labor  pool  in  Minnesota.  A  work 
force  that  is  not  only  skilled,  but  one  of 
the  nation's  most  productive.  A  complete 
recruitment  and  training  system  is 
available  to  Energy  Park  clients. 

St.  Paul  Energy  Park  is  ready  for 
your  plant,  office  or  expansion.  Call  or 
write  us  and  we  will  send  you  detailed 
information  on  the  site  of  your  next 
move.  We'll  show  you  how  to  stop 
energy  costs  from  throwing  rocks  at  your 

SAINT  PAUL 


business.  When  you're 
looking  for  an  industrial 
site,  look  beyond  the  obvious.  St.  Paul 
Energy  Park,  more  than  just  another 
industrial  park. 


.1 


ENERGY 
PARK 


PORT  AUTHORITY  OF  THE  CITY  OF  SAINT  PAUL 
25  West  Fourth  Street,  Suite  1305,  St.  Paul,  MM  55102,  612-224-5686 


itact:  Eugene  A.  Kraut,  C.I.D.  Assistant  Executive  Vice  President;  Donald  G.  Dunshee.  CI.D.  Director  Industnal  Development.  Bruce  A  Maus  Assistant  Director  Industrial  Development 


It  will  take  you  longer  to  read  this  headline 
than  it  took  us  to  put  out  this  fire. 


ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


ire  at  a  gasoline  station.  It 
ould  mean  the  loss  of  lives 
nd  property— disaster!  And 
ach  year,  as  the  number  of 


Wherever  there  is  danger  of 
fire,  our  detection  and  suppres- 
sion systems  are  ready  and 
able  to  react,  often  within  milli- 


df-serve  islands  increases,  so    seconds,  utilizing  the  most 
oes  the  danger  of  service  sta-   effective  agent  —  dry  chemical, 
on  fires.That's  why  Allegheny  foam,  liquid  or  gas.  Our  sys- 


lternational  has  developed  a 
Decial  automatic  fire  suppres- 
sion system  that  can 
detect  and 
extinguish 
a  fire  within 


terns  are  used  in  jet  engines 
and  cargo  holds  of  civilian  and 
military  aircraft,  in  NATO 
armored  vehicles,  in  pipeline 
pumping  stations,  offshore  oil 
rigs,  computer  centers,  printing 


seconds.  It's  one  of  the  ways  plants,  office  buildings,  manu- 


our  special  skills  in  safety 
and  protection  are  meeting 
special  needs. 

Our  automatic  fire 
suppression  system, 
designed  for  service 
station  pump  islands, 
reacts  in  seconds, 
using  a  harmless 
extinguishing  agent. 


facturing  plants,  restaurants 
and  ships'engine  rooms. 


Concorde,  the  world's  fastest, 
highest-flying  passenger  plane, 
uses  our  sophisticated  ultraviolet 
fire  detectors  for  its  engines. 

At  Allegheny  International, 
we  believe  that  matching  spe- 
cial skills  to  meet  special  needs 
is  the  means  for  our  future 
growth.  And  we're  meeting 


Remote  pumping  stations  on  the 
Alaska  Pipeline  are  protected  by  our 
fire  suppression  systems. 

special  needs  in  growth  mar- 
kets the  world  over  —  in  con- 
sumer products,  aerospace 
and  defense,  food  processing, 
transportation  and  healthcare. 

That's  what  makes  Allegheny 
International  so  special.  If  you'd 
like  to  know  more  about 
Allegheny  International,  write 
to  us  at  Box  456S,  Two  Oliver 
Plaza,  Pittsburgh,  PA  15230. 


Royal  Ambassador  Service  from  TWA. 


In  First  Class,  good  is 
not  good  enough. 

The  very  least  one 
should  expect  is 
excellence. 
That  said,  we  offer  you  a  First 
Class  service  which  we  believe 
not  only  meets  that  standard,  but 
sets  it.  Royal  Ambassador  Ser- 
vice, from  TWA. 

A  better  class  of  seat. 

Our  seats  are  more  comfortable 
than  ever.  (Not  surprising.  They 
were  redesigned  with  that  in 
mind.) 

In  our  747s,  our  Sleeper- 
Seats'Vecline  a  full  60  degrees. 
Which,  apart  from  being  extraor- 
dinarily comfortable,  makes 


Our  747  Sleeper-Seat 
reclines  a  full  60  degrees. 


falling  asleep  in  one  extraordi- 
narily easy. 

An  appeal 
to  one's  good  taste. 

The  food  will  come  as  a  rather 
pleasant  surprise. 

On  international  flights, 
there's  domestic  caviar.  Chateau- 
briand with  sauce  Perigueux. 
Lobster  Thermidor.  Vintage 
wines  from  California  and 
France.  Liqueurs,  cognacs,  cor- 
dials and  more. 

Nor  does  the  service  fall  short 
of  what's  served.  It's  personal, 
unharried,  and  like  our  silver, 
highly  polished. 

A  check-in  area  and  a  lounge 
to  call  your  own. 

In  most  airports,  there's  a  special 
Royal  Ambassador  desk  to  speed 
you  through  check-in  and  a 
special  lounge  for  you  to  relax  in 
prior  to  international  flights. 

So  call  your  travel  agent,  cor- 
porate travel  department  or 


TWA.  And  experience  for  your- 
self one  of  the  finer  things  in 
flight. 

Royal  Ambassador  Service, 
from  TWA. 

Royal  treatment. 
The  American  Express 1  Card. 

•  •  .    •  •      ■    ■  ■-■ 
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With  all  the  financial  and  travel 
security  it  offers,  the  American 
Express  Card  can  be  one  of  your 
most  valuable  traveling  compan- 
ions. It's  accepted  around  the 
world  for  almost  every  travel 
and  business  expense. 

To  apply  for  a  Card,  call 
800-528-8000  toll-free. 

The  American  Express  Card. 

Don't  leave  home 
without  it® 


You're  going  to  like  us 


Royal. Ambassador  Class  is  available  on  every  transatlantic  and  transcontinental 
route  we  fly.  as  well  as  selected  shorter  domestic  flights. 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


WHERE'S  THE  ECONOMY  GOING  TO  BE  AT  THIS  NEW  TEAR'S  END? 


I  wish  I  knew,  but  anyway,  here  are  some  thoughts: 
At  the  beginning,  the  only  thing  up  will  be  unemploy- 
ment, with  most  else  more  down  than  most  estimates. 

Two  of  those  downers,  though,  will  make  for  the  year 
end's  real  Up.  Interest  rates  won't  reach  single  digit,  but 
they'll  come  close.  The  inflation  rate  will  get  as  low 
(everything's  relative,  you  know)  as  7%.  If  housing  and  car 


prices  would  reflect  actual  selling  prices  instead  of  the 
asking  prices,  the  rate  would  be  there  now. 

Unlike  the  prevailing  forecasts  from  our  Wizards  of 
economic  Ooze,  I  foresee  a  big  V — an  unmitigated  slide, 
followed  by  a  seldom-faltering  climb. 

Unfortunately,  the  economy's  recovery  isn't  apt  to  be  in 
sufficient  bloom  to  help  on  Election  Day,  Nov.  2. 


MORE  OF  THOSE  COMPANIES  WITH  CASH  IN  THE  HAND 


or  an  appreciable,  steady  $green  flow  can  probably  find  no 
better  buy  than  their  own  common  stock  these  days. 

Even  before  The  Bath  saw  the  Dow  Jones  drop  200 
points  from  June  through  September,  the  only  uninflated 
thing  in  America  was  the  stock  of  companies  that  make 
the  goods  and  provide  the  services  that  constitute  the 
measurable  wealth,  the  very  sinew  of  the  U.S.A. 


The  returns  to  a  company  through  having  hunks  of  its 
own  stock  in  the  house  at  bargain  basement  prices  would, 
for  the  nonce,  seem  hard  to  beat. 

It  remains  to  be  seen  if  the  Reagan  corporate  tax  cuts 
will  begin  to  do — and  we  all  most  fervently  hope  they  do — 
their  intended  thing  and  thus  change  the  scenario.  In  the 
meantime,  though,  it's  the  chicken-and-the-egg  bit. 


PAYING  A  DIVIDEND  WHEN  YOU'RE  STRUGGLING 

to  stay  solvent  doesn't  make  much  sense.  In  the  third  year  for  its  finance  subsidiary  and,  it's  predicted,  parent 

quarter  GM  loses  $468  million  and  pays  out  its  regular  GM  will  need  another  $2  billion  to  meet  its  own  capital 

quarterly  dividend  of  $179  million.  And  a  few  days  later  spending  needs.  GM  isn't  the  only  corporation  being  so 

confirms  that  it  expects  to  borrow  about  $5.5  billion  this  foolish.  It's  just  the  biggest. 

IT'S  NO  LONGER  SHOOT  OUT  TIME  EVERY  NOON 

between  the  Feds  and  business.  The  very  idea  of  govern-  and  impact  of  rules  and  regulations  with  the  ruled  and 

ment  and  business  cooperating  in  the  interest  of  the  regulated.  .  .  . 

nation's  economy  is  causing  near  dementia  in  academia  Imagine,  estimating  cost  versus  benefits  of  arbitrary 

and  an  epidemic  of  apoplexy  among  Naderites.  mandates  with  those  to  be  arbitrarily  mandated.  .  .  . 

Imagine,  regulatory  agencies  discussing  the  feasibility  Imagine,  actually  hearing  the  views  of  those  who  know 
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something  about  the  subject  before  they  are  subjected  to 
sheaves  more  rules  and  regulations.  .  .  . 

Imagine,  the  Feds  behaving  as  if  those  involved  in  the 
building  or  flying  of  passenger  planes  could  possibly  have  a 
concern  with  safety  or  convenience  or  knowhow  on  a  par 
with  that  of  the  bureaucracy.  Ditto  utilities,  ditto  the 
mining  industry,  ditto  the  automakers,  ditto,  ditto,  ditto. 

Though  it's  been  years  since  many  in  the  bureaucracy 
realized  it,  the  government  has  a  stake  in  the  success  of 
the  free  enterprise  system  as  great  as  or  greater  than  those 


in  business.  That  the  two  are  adversaries,  that  they  have  U 
go  at  each  other  as  enemies  has  been  the  Writ  for  too  long 
Under  President  Reagan  that  costly,  absurd  premise  m 
longer  prevails. 

While  partnership  between  business  and  government  11 
the  Japanese  or  West  European  pattern  isn't  likely,  outrigh 
warfare  between  the  two  is  out.  As  our  economy  isgradualb 
restored  to  health  without  the  hypo  of  inflation,  the  value  o 
an  administration  that  encourages  competition  and  eco 
nomic  growth  will  become  increasingly  apparent. 


UNFORTUNATELY  NOT  ALL  ADS  ARE  IN  MAGAZINES 


Nor  are  all  of  them  on  TV.  It  just  seems  that  way. 

This  giant  Air  France  cutout  of  the  Concorde  is  a  stun- 
ner. As  countercards  go,  it  goes  all  the  way.  Alas,  the 
cardboard  version  may  last  longer  than  the  moneylosing 
Concorde  service  if  Mitterrand  has  his  way. 


Stuffing  bills  with  flyers  for  other  products  is  yet  anothe 
widely  used  way  to  move  merchandise.  The  amusingpart  c: 
this  American  Express  pitch  for  its  handsome  wee  calcula 
tor  is  that,  if  you  add  the  total  of  the  bill  shown,  the  actua 
sum  ain't  the  same  as  the  sum  shown  on  the  calculator. 


'WHY  CHILDREN  USE  BAD  LANGUAGE" 


At  the  behest  of  dynamite  Dina  Merrill,  who  volunteers  a 
lot  of  time  from  her  demanding  career  to  serve  as  board 
chairman  of  the  New  York  City  Mission  Society,  we  toured 
a  couple  of  its  impactful  centers. 

One  was  the  famed,  much  imitated  Mission  Society 
Cadet  Corps  in  the  South  Bronx,  which,  among  a  variety  of 
projects,  inspires  several  hundred  young  people  yearly  to 
the  fun  of  playing  a  musical  instrument  and  learning  the 
rewards  of  discipline — self  and  other. 

At  the  Harlem  Minisink  Town  House  Center,  one  activ- 

WHAT  ALL  OF  US 
FONDLY  THINK 

of  Paris,  France  and  Frenchmen  has  never 
been  more  succinctly  summarized  than 
in  this  camera-captured  moment  of  un- 
eyeball-to-eyeball  encounter.  In  Three 
Seconds  From  Eternity  (published  by  Lit- 
tle, Brown  &  Co.),  the  famed  photogra- 
pher Robert  Doisneau  captures  the  es- 
sence of  life  in  Paris  streets  rather  than 
the  familiar  old  architectural  esthetic. 


ity  is  the  publishing  of  a  first-rate,  volunteer-staffed  news 
paper,  Uptown.  Among  its  features  is  a  section  writte 
entirely  by  kids,  and  you'll  enjoy  this  observation  by  ver 
young  Tony  Gibbons  on  the  subject  "Why  Children  Us 
Bad  Language": 

"The  only  reason  why  parents  say  bad  words  is  becaus 
they  have  high  blood  pressure  and  every  time  somethin 
happens  it  drives  them  up  the  wall.  Children  use  bad  wore 
just  to  be  in  the  crowd.  Parents,  please  don't  use  ba 
language  because  your  children  will  turn  out  just  like  you. 
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PRESCIENT  STOCK  PREDICTOR  TISCH  SEES  A  SIGN 


When  Larry  Tisch  lunched  here  five  months  ago,  he  said 
that  he  didn't  see  anything  worth  seeking  at  the  prices 
prevailing  in  that  period's  takeover  mania.  At  that  time 
the  Dow  Jones  was  at  948  and  his  pessimism  about  the 
market  in  general  was  widely  unshared.  Subsequently  it 
dropped  to  824. 

The  other  evening,  at  a  small  corporate-type  dinner 
Morgan  Guaranty  CEO  Lew  Preston  gave  for  Dr.  John 
Brademas,  the  new  president  of  New  York  University,  I 


again  asked  Loews  Corp.'s  astute  creator  (he's  also  chair- 
man of  New  York  University's  Board  of  Trustees)  what  he 
saw  ahead.  Said  Mr.  Tisch: 

"Just  today  I  was  checking  when  the  1974  recession 
bottomed.  It  ended  when  orders  for  durable  goods  had 
dropped  sharply.  For  October  those  orders  went  down  a 
hefty  8%,  their  third  drop  in  three  months.  So  that  may  be 
a  sign  we've  hit  bottom.  But  I  remain  a  pessimist  on  the 
stock  market." 


THE  ONLY  THING  WRONG  WITH  THE  VIDEO  GAME  CRAZE 

which  has  led  to  the  near  demise  of  flashing,  buzzing,  ing  the  steel  ball  made  professional  ballet  dancers  look 
clanging  pinball  games,  is  the  total  loss  of  Tilt.  The    like  amateurs. 

beauty  of  the  body  English  involved  in  archly  maneuver-       With  video  games,  the  only  alternative  to  Tilt  is  Smash. 

THIS  REALLY  IS  AN  OPTIMIST 

Westminster  College,  the  scene  of  Churchill's  immortal  Alumnus  of  the  Missouri  School  of  Mines.  But  I  think  she 

Iron  Curtain  speech,  recently  received  this  report  from  its  overestimates  my  Vitality.  I  am  afraid  I  will  suffer  the  same 

oldest  alumnus  (class  of  '09),  Fred  Hauenstein,  aged  102:  fate  as  my  Wife.  She  lived  to  be  90,  but  her  later  years  were 

"My  daughter  also  wants  to  celebrate  my  80th  year  as  an  marred  by  falls.  So  lam  not  too  optimistic  about  the  future." 


THE  MEMORY  OF  HAPPY  MOMENTS 

is  often  even  happier. 


ACT  OF  FAITH 

To  view  the  end  as  a  beginning. 


REAGAN'S  YEAR  OF  TESTING 


By  M.S.  Forbes  Jr. 


This  will  be  the  decisive  year  for 
Reaganomics.  We'll  see  if  this  Ad- 
ministration gets  stuck  in  the 
Thatcher  briar  patch  of  growing 
deficits,  higher  taxes  and  a  declin- 
ing economy,  or  whether  it  will  re- 
form the  mess  in  monetary  policy 
and  thereby  set  the  stage  for  an  ex- 
plosion of  noninflationary  growth. 

The  ingredients  for  such  a  resur- 
gence are  almost  all  there. 

Contrary  to  critics,  including 
David  Stockman,  the  President  has 
made  enormous  progress  on  the 
budget,  achieving  cutbacks  that 
only  12  months  ago  political  ex- 
perts said  were  impossible.  Those 
who  belittle  these  cuts  should  talk 
to  state  and  local  government  offi- 
cials. Much  more  remains  to  be 
done,  especially  with  the  tens  of 
billions  of  dollars  involved  in  off- 
budget  loan  guarantees  and  bor- 
rowings. But  the  President  will  be 
unrealistic  if  he  expects  additional 
progress  on  this  front  in  the  face 
of  a  recession. 

For  all  its  drawbacks,  last  year's 
tax  bill  was  one  of  the  most  benefi- 
cial this  country  has  had.  There  are 


potent  incentives  to  save  more,  to 
earn  more. 

The  biggest  shortcoming  of  that 
bill  was  that  individual  tax  cuts 
don't  become  meaningful  for  most 
people  until  this  July.  If  those  reduc- 
tions had  been  put  in  place  a  year 
ago,  as  Reagan  had  originally  pro- 
posed, the  severity  of  this  recession 
would  have  been  considerably  less. 

On  the  regulatory  front,  there  is 
no  longer  the  debilitating  adversar- 
ial relationship  between  business 
and  government.  (See  p.  27.) 

The  one  area  the  President  hasn't 
properly  addressed  is  monetary  poli- 
cy, and  that  could  wreak  political 
and  economic  havoc  if  left  untended. 

The  Federal  Reserve  should  have 
one  goal,  one  principal  item  on  its 
agenda — maintaining  a  stable  value 
for  the  dollar.  Instead,  our  central 
bankers  in  the  past  have  gotten  side- 
tracked into  other  activities,  such  as 
maintaining  a  market  for  govern- 
ment securities,  or  attempting  the 
impossible  task  of  stabilizing,  "fine 
tuning,"  the  American  economy. 

The  Fed  has  justified  this  zigzag- 
ging on  the  need  to  maintain  "flexi- 
bility." In  practice,  this  means  the 
Fed  can  change — and  has  changed — 


its  goals  anytime  it  wants.  The  cen- 
tral bank  can  find  plausible  justifica- 
tion for  anything  it  decides  to  do, 
plausible  excuses  for  anything  that 
goes  wrong.  Flexibility  has  led  to 
nonaccountability. 

More  pertinent  now,  the  tools  the 
Fed  uses  to  fight  inflation  are  not 
only  inadequate,  they  are  harmful. 
The  various  measures  of  money 
supply  give  off  contradictory  sig- 
nals. The  relationship  between 
these  yardsticks  and  inflation  is 
tenuous,  to  put  it  gently.  Yet  our 
central  bank's  volume  of  transac- 
tions in  the  government  bond  mar- 
kets in  1980  came  to  $2  trillion. 

The  Fed  doesn't  know— cannot 
know — how  much  money  it  should 
put  into  or  take  out  of  the  economy 
through  its  open-market  operations. 

For  those  who  abhor  the  idea  of  a 
gold  standard,  there  are  still  several 
useful  things  to  be  done  with  the 
Fed,  such  as  getting  the  central  bank 
largely  out  of  the  government  bond 
market  on  a  day-to-day  basis  and 
forcing  it  to  make  more  construc- 
tive use  of  its  discount  window. 

The  success  of  the  Reagan  presi- 
dency hinges  on  reform  of  monetary 
policy. 


Other  Comments 

Often  i  omments  by  others  stimulate,  irritate, 

abuse  or  (imust'  this  editor  s  mind.  MSI 


You  Guys  Done  It 

it  any  (  ongressman  taunts  I  >avid 
Stockman  with  quotes  from  the  At 
lantu  ,  Ins  reply  ought  to  be:  None  ol 
that  ever  would  have  been  said  if  you 
bad  been  willing  to  eut  your  pet  boon- 
doggle in  your  committee  or  back  in 
your  home  disl  rict, 

Wall  Street  loiunal  editorial 


Now  Who  Do  We  Blame? 

We  [businessmen]  have  tilled  the 
pages  ol  volume  aftei  volume  of  vital 
speeches  with  our  penetrating  analy- 
ses and  criticisms  and  blow-by-blow 
descriptions  of  that  long  and  arduous 
battle  between  U.S.  business  and  the 

regulators  and  bureaucrats  and  tax  col- 
lectors  ot  the  U.S.  government.  But  a 
truce  has  now  been  called.  The  lust 
question  is:  What  on  earth  will  we  say 
to  each  other  on  occasions  like  this 
dinner?  Except  lor  the  Mediterranean 
Ituit  lly,  we  are  in  dangci  ol  having  no 
Scapegoat  to  blame  lor  our  troubles. 

—Roberto  Goizueta,  CEO 
Coca  Cola  Co.,  speaking  at 
L.A.  Times  Dinner 

Boffo  at  the  Box  Office 

If  we  are  lucky,  the  President  will 
become  .1  peace  addict.  Those  who 
watched  the  applause  sweep  over 
Ron.iKI  Reagan  alter  his  speech  on 
nucleai  arms  reduction  thought  they 
detected  a  new  glint  m  his  eve.  He 
had  received  .1  needed  tix    Peace  is 


fun.  Peace  is  box  office.  Peace  diverts 
critics.  Peace  is  good  lor  you.  Most 
Presidents  do  not  lully  understand  the 
exhilaration  in  waging  peace  until 
they  try  it.  Take  Richard  Nixon,  who 
found  that  playing  global  diplomat 
was  a  fine  way  for  a  politician  to  turn 
almost  magically  into  a  statesman.  He 
got  a  Vietnam  cease  lire,  made  friends 
with  mainland  China  and  signed  an 
arms  limitation  agreement  with  the 
Soviets,  all  in  a  year.  In  a  life  of  fight- 
ing one  damn  thing  after  another,  he 
never  had  such  a  good  time. 

— Hugh  Sidey,  Time 

Devastating  Dependence 

Today,  nearly  two-fifths  of  the  oil 
consumed  by  the  free  world's  econo- 
my is  vulnerable  to  terrorism,  acci- 
dent, wariare  and  extortion.  The 
sudden  loss  ol  Persian  Culf  oil  for  a 
year  could  stagger  the  world's  econo- 
my, disrupt  it,  devastate  it,  like  no 
event  since  the  Great  Depression  of 
the  1930s. 

Joseph  Nye,  linergy  and  Security 

Shareholders  &  Socialism 

In  France,  the  shrinking  equity  base 
is  reflected  in  a  small  number  of 
shareholders  There  are  no  more  than 
2.3  million  people  owning  shares  ei- 
ther directly  or  through  mutual  funds: 
I  out  of  23  Frenchmen.  This  com- 
pares with  29.8  million  shareholders 
in  the  U.S.  (1  out  of  7  Americans),  4.5 


"Do  quit  worrying  about  the  dollar,  dear.  The  dollar 
will  he  here  long  after  we're  dead  and  gone!" 


million  Germans  (1  out  of  12),  and  10 
million  Japanese  (I  out  of  12).  Among 
the  major  countries,  only  Britain  fares 
as  badly  as  France:  2.3  million  Britons 
own  shares  (1  out  of  24).  British  So- 
cialists are  also  proposing  a  huge  pro- 
gram of  nationalization.  That  is  prob- 
ably no  mere  coincidence. 

— Paul  Fabra, 
economic  columnist,  Le  Monde, 
in  the  Wall  Street  Journal 


There's  no  trick  to  being  a 
humorist  when  you  have  the 
whole  government  working 
for  you. 

—Will  Rogers 


Pavarotti  vs.  Sanity 

It  is  a  voice  that  can  fill  any  opera 
house  with  its  sound,  and  sell  out  the 
house,  Luciano  Pavarotti  singing  the 
role  of  Radames  in  the  opera 
Aida.  ...  In  the  classified  section  of 
the  paper  were  72  ads  for  tickets, 
ranging  up  to  $1,200.  Some  people 
camped  out  for  24  hours  to  get  a  few 
standing  room  tickets.  One  woman 
described  that  kind  of  devotion. 

WOMAN:  "Crazy,  but  I  tried  sanity 
and  found  it  excruciating." 
— from  |ohn  Chancellor's  NBC  News 


All  Clear? 

Doing  the  cube  depends  not  so 
much  on  math  as  on  logic.  You  need 
to  think  logically  and  see  what's  hap- 
pening— to  see  the  logic  of  the  rela- 
tionships between  the  various  pieces. 
Then  it  all  becomes  clear. 

— Patrick  Bossert,  13, 
author,  You  Can  Do  The  Cube, 
in  the  New  York  Times 

Better  to  Pay  Than  Ask 

I  don't  want  to  be  poor.  Is  there 
anything  worse  than  an  old  woman 
asking  for  money?  If  you  have  money, 
you  will  always  have  friends.  You  can 
buy  them.  There  is  nothing  wrong 
with  that.  Who  cares  who  pays?  And 
it  it  is  a  case  of  a  woman  paying  tor  a 
man,  that  makes  no  difference. 
— Moniquc  Van  Vooren,  quoted  in  W 

Merciful  Martini 

It  there  were  truly  a  just  and  merci- 
ful God,  then  a  dry  martini  would 
have  a  single  calorie  and  a  rye  crisp 
would  have  4,000. 

— Pat  Conroy,  The  Lords  of  Discipline 
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Merrill  Lynch  Commodity  Maxims-. 


YOU  CAN 
rELLALOTABOUT 
A  LEADER 
BY  WHO'S 
FOLLOWING 

Suppose  you  want  to  pick  a  commodity  futures 
broker.  It  makes  sense  for  you  to  pick  the  same  one  the 
professionals  pick. 

At  Merrill  Lynch  Commodities  Inc.,  we  have  far  more 
commercial  accounts  than  any  other  firm  in  the  business.  Far 
more  of  the  most  demanding  clients  than  any  other  firm. 

Like  an  automaker  who  comes  to  us  for  copper 
futures  and  platinum  futures— because  an  adverse  price 
move  of  a  couple  of  cents  can  cost  him  millions  of  dollars. 

Or  a  European  bank,  one  of  the  biggest  gold  traders 
in  the  world.  Despite  all  they  know  about  gold— which 
is  more  than  most  anyone  else— they  want  to  know  what 
Merrill  Lynch  has  to  say  as  well.  They  feel  they  have  to  know 
what  we  say. 

More  than  a  thousand  users  and  producers  of  com- 
modities—companies with  literally  billions  of  dollars  at  stake- 
rely  on  Merrill  Lynch  Commodities  Inc.  So  many,  in  fact,  that 
they've  made  us  the  world  leader  in  commodity  futures  trad- 
ing, with  $160  million  in  revenue  in  1980. 

To  give  them  the  service  they  need,  we  have  become 
a  unique  kind  of  commodity  company:  a  fully  independent 
subsidiary  of  Merrill  Lynch,  virtually  the  only  commodity  firm 
completely  managed  by  commodity  professionals  and  com- 
pletely dedicated  to  commodity  futures  trading. 

We're  active  on  the  board  of  directors  of  nearly 
every  major  U.S.  commodity  exchange.  We're  a  force  in  the 
market.  We're  the  kind  of  company  the  commodity  profes- 
sionals can't  afford  to  overlook.  And  neither  can  you, 
whether  you're  a  seasoned  speculator  or  a  new  investor 
about  to  try  commodities  for  the  first  time. 

WE  KNOW  COMMODITIES  COLD. 


Merrill  Lynch  Commodities  Inc. 

A  breed  apart 

ill  Lynch  Pierce  Fenner  &  Smith  Inc  Member,  SIPC 


idd.e  South 
Utilities  is  in  the 
right  place  at  the  right 
time.  The  Middle  South 
area — Arkansas, 
Louisiana,  Mississippi 
and  southeast  Missouri — 
is  recognized  for  its 
significant  economic 
potential. 

We're  prepared  for 
continued  growth;  in  fact, 
we've  helped  shape  it. 


The  area's  natural  and 
developed  resources, 
combined  with  our  ability 
to  produce  efficient  and 
reliable  electric  power, 
are  assets  which  make  the 
Middle  South  an  area 
whose  time  has  come. 

One  facility  that  is 
helping  us  achieve 
positive  results  is  the 
Middle  South  Utilities 
System  Operations 


Center  at  Pine  Bluff, 
Arkansas. 

It's  one  of  the  most 
modern  and  efficient 
computerized  power 
management  systems  in 
the  world,  controlling 
100  Middle  South  power 
generating  units  and  more 
than  60  interconnections 
with  neighboring  utilities. 
The  center  helps  us  save 
our  customers  about 


$20  million  annually 
by  providing  them 
with  the  lowest  cost 
power  available. 

With  such  resources, 
and  with  so  much  poten- 
tial still  to  be  developed 
in  our  service  area, 
Middle  South  Utilities 
and  its  nearly  200,000 
investor-owners  are 
looking  to  the  future  with 
great  anticipation. 


MIDDLE  SOUTH 


Frank  G.  Smith,  Jr.,  President  and  Chief  Executive  Officer,  Middle  South  Services,  Inc., 
at  the  Middle  South  Utilities  System  Operations  Center,  Pine  Bluff,  Arkansas. 

THE  AREA  WHOSE 
TIME  HAS  COME. 
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Arkansas  Power  &  Light  Company    Louisiana  Power  &  Light  Company  Mississippi  Power  &  Light  Company    New  Orleans  Public  Service  i 


What's  Ahead  for  Business 


Government's  loss 
is  business'  gain: 
what  Henry  Kaufman 
forgets 


Corporate  cash  flow 
is  getting  a  huge 
shot  in  the  arm 


Falling  interest  rates 
aren't  incompatible 
with  an  increase 
in  the  deficit 


A  SOBER  TEAR 

The  supply- siders  got  into  trouble  by  promising  too  much  too 
soon.  Their  critics  are  now  making  the  same  mistake,  but  in  the 
opposite  direction,  by  failing  to  factor  into  their  pessimism  the  benefi- 
cent effect  of  the  big  tax  cuts.  Critics  like  Henry  Kaufman  worry  that 
the  huge  deficits  will  lead  to  a  squeeze  on  corporate  liquidity  as 
government  crowds  out  business  borrowers.  But.  they  don't  consider 
the  shot  in  the  arm  that  corporate  cash  flow  will  get  from  lower 
income  taxes  and  from  greatly  liberalized  depreciation  allowances. 

Involved  js  a  transfusion  from  government  to  corporations  of  $15 
billion  or  more,  bringing  the  total  increase  in  depreciation  to  25%. 
AT&T  chief  Charles  L.  Brown  expects  AT&T's  capital  spending  will 
rise  by  about  5%  to  6%  from  last  year's  $18  billion,  and  its  borrowing 
needs  will  drop  slightly  from  1981's  $6.3  billion.  AT&T  will  spend 
more  and  raise  less  publicly;  lower  taxes  will  fill  the  gap. 

General  Motors  is  another  case  in  point.  Its  earnings  performance  is 
likely  to  be  dismal  but  not  so  its  cash  flow.  A  few  years  back  GM's 
depreciation  flow  was  $3  billion;  last  year  it  was  $4.7  billion.  For  this 
year  it  is  likely  to  swell  to  $5.8  billion.  This  will  go  a  long-way  toward 
paying  the  costs  of  GM's  breathtaking  capital  spending  program. 

What  about  the  weaker  companies  that  lack  tax  credits?  They  get  a 
shot  in  the  arm  from  selling  tax  credits  to  healthier  companies. 

All  this  has  big  implications.  The  aim  of  business  tax  cuts  was,  of 
course,  to  stimulate  capital  spending.  But  with  much  so  excess  capacity 
hanging  over  business  most  of  the  saving  will  likely  go  into  improving 
corporate  liquidity  rather  than  into  boosting  capital  budgets — at  first. 
Then,  in  1983,  you  will  begin  to  see  fatter  capital  budgets. 

Sure,  big  federal  deficits  will  strain  the  capital  markets;  but  lower  taxes 
will  reduce  corporate  demands  on  that  market. 

The  sluggishness  in  corporate  spending  will,  of  course,  inhibit  recovery 
from  the  current  recession.  But  consider  the  effects  of  that:  smaller 
demand  for  consumer  credit  and  for  corporate  credit.  With  business 
demand  for  credit  down,  short-term  interest  rates  will  drop  and  yield- 
seeking  investors  will  move  into  longer-term  securities,  giving  busi- 
ness a  chance  to  improve  its  balance  sheet. 

In  worrying  about  the  federal  deficit,  the  gloom-and-doomers  are 
considering  only  one  side  of  the  equation.  They  forget  that  Reaganom- 
ics  transfers  spending  from  government  to  private  hands:  The  more 
government  borrows,  the  less  the  private  sector  will  have  to. 

The  growing  federal  deficit  does  not  portend  higher  interest  rates 
and  inflation.  History  provides  some  comfort:  The  Eisenhower  deficit, 
an  unheard-of  $12.8  billion  in  fiscal  1959  (calendar  1958),  was  accom- 
panied by  a  decline  of  both.  The  CPI  fell  from  3%  in  1957  to  1.8%  in 
1958,  while  three-month  Treasury  bills  dropped  from  3.2%  to  1.8%. 
1982  will  not  be  a  boom  year  but  it  will  be  a  sober  year  and  a  turning 
point  in  the  long-term  fight  against  inflation. 
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The  Forbes  Index 
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The  Forbes  Index  Components 


Holiday  gloom  and  doom.  The 

Forbes  Index  is  off  another  2.8% — 
the  second  consecutive  decline. 
Manufacturers'  orders  dropped  a 
whopping  9.1%,  while  inventories 
rose  slightly,  up  0.8%.  Consumer 
borrowing  also  declined  by  8.4%, 
and  debt  repayments  fell  2.5%. 
Each  move — especially  the  drop  in 
orders — signals  tough  times  ahead. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  test  14  months'  data 
for  each  series  is  presented  at  right. 
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When  EDP  managers  looked 
for  a  way  to  protect  their  data  lin 
from  radio  interference... 
Siemens  found  it. 


mens,  developed  a  Radio  Fre- 
ncy  Interference  Filter  which, 
when  engineered  into  data  process- 
ing equipment,  protects  it  from  data 
damaging  interference. 

This  is  the  kind  of  response  to 
customer  needs  that  makes  Siemens 
an  exceptional  working  partner 
in  electronics,  and  in  such  fields  as 
medical  engineering,  power  engi- 
neering and  telecommunications. 
Siemens  technology  is  honed  to  a 
leading  edge  by  the  $5.1  million 
invested  in  R  &  D  each  working  day 
by  the  parent  company,  Siemens 
AG,  a  world  leader  in  electrical  and 
electronic  engineering. 

Siemens  has  over  11,000  U.S.  em- 
ployees in  15  manufacturing  plants, 
three  R&D  facilities,  and  sales  and 
service  offices  serving  all  50  states- 
plus  access  to  Siemens  offices  in 
120  countries. 

Learn  more  about  how  Siemens  can 
respond  constructively  to  your 
needs.  Contact: 

Siemens  Corporation,  Box  1000, 
186  Wood  Avenue  South, 
Iselin,  New  Jersey  08830. 


Siemens.  On  t! 


THE  NEW  BMW528e. 
seems  the  automotive  establish- 
has  caught  up  with  automotive 
siasts  in  their  affection  for  BMW's, 
lately,  affection  has  become  ardor 
witnessed  by  the  number  of  cars 
bling  BMW's,  comparing  them- 
's to  BMW's,  and  even  claiming  to 
m  "like"  BMW's. 
VI W  shares  this  vision  of  what  a 
louid  be  in  the  eighties,  with  one 
disclaimer:  cars  should  be  moti- 
by  foresight,  not  hindsight.  And  no 
'  example  exists  than  the  new, 
logically  advanced  BMW528e. 
E  1982  CAR  THAT  WON'T  BE 

IRRELEVANT  BY  1987. 
e  new  528e  is  a  luxury  perform- 
edan  that  escapes  further  cate- 
tion  largely  because  its  category 
t  exist  yet. 

s  the  sort  of  car  other  car  makers, 
e  of  them  who  value  perform- 
someday  have  to  attempt— one 
rns  minimum  energy  into  max- 
performance. 
jjfce  528e  accomplishes  this  through 
llpired  paradox  called  the"Eta"engine. 
■runs  slower  than  conventional 
ijider  engines,  stretching  fuel  in  the 
Ins.  Yet  at  the  same  time,  it  devel- 
!  gher  torque  (or  power)  at  those 
■  engine  speeds— speeds  at  which 


the  car  is  most  often  driven. 

The  result  is  the  sort  of  exhilarating 
engine  response  you  would  expect  if  fuel 
efficiency  were  no  obstacle;  because  in 
the  528e,  it  isn't. 

Deep  within  the  engine,  where  the 
important  fuel  efficiency  decisions  are 
made,  another  BMW  innovation  makes 
sure  those  decisions  are  always  made  in 
favor  of  maximum  performance. 

Digital  Motor  Electronics  is  an  elec- 
tronic system  that  constantly  monitors 
the  engine  and  assures  that  fuel  ignition 
occurs  at  the  optimum  moment.  It  also 
cuts  off  fuel  flow  to  cylinders  when 
they're  not  needed,  allowing  the  car  to 
run  on  its  own  momentum  during  decel- 
e  tion,  saving  fuel  for  acceleration. 

All  this  makes  for  a  car  that  per- 
forms extraordinarily  well  because  of  the 
fact  that  it's  extraordinarily  efficient,  not 
in  spite  of  it.  Which  helps  explain  its  mile- 
age figures,  unsurpassed  by  any  gaso- 
line-powered car  in  its  price  class:  EPA- 
estimated  [22]  mpg,  32  mpg  highway* 

ONE  OF  THE  WORLD'S  MOST 
OBEDIENT  AUTOMOBILES. 

The  eighties  are  already  being  touted 
as  the  era  of  the  personal  car,  a  time  when 
driver  regains  mastery  over  automobile. 

As  trailblazers  forge  ahead  in  this 
direction,  they'll  find  the  trail  has  been 
previously  blazed  by  the  528e. 


Its  suspension  is  a  refinement  of  a 
design  so  advanced,  Car  and  Driver 
termed  it  "the  single  most  significant 
breakthrough  in  front  suspension  design 
in  this  decade." 

The  resulting  agility  is  complemented 
by  its  steering,  highly  responsive  in  the 
manner  of  all  BMW's  (a  legacy  of  its  rac- 
ing forebears).  On  the  road,  itisoneofthe 
most  obedient  cars  in  the  world. 

Inside,  it  is  a  model  of  the  "new" 
science  of  ergonomics,  a  recent  discov- 
ery with  some  car  makers  and  a  tradi- 
tion at  BMW. 

The  interior  is  an  elegant  continuum 
of  driver  and  automobile  created  by  eas- 
ily accessible  controls,  contoured  seats 
and  many  other  functional  amenities. 

But  despite  all  this,  no  claim  is  made 
for  the  528e  as  the  Car  of  the  Future. 

It  is  not  a  car  designed  for  mass- 
market  accolades,  but  rather  for  a  finite 
number  of  serious  drivers— enthusiasts 
who've  watched  the  performance 
characteristics  of  cars  diminish  in  tan- 
dem with  the  world's  fuel  supply. 

For  those  people,  the  528e  may  well 
be  a  deliverance. 

You  may  judge  for  your- 
self at  your  BMW  dealer, 
wherethe528eawaitsyour 
test  drive. 

THE  ULTIMATE  DRIVING  MACHINE. 


r  comparison  purposes  only.  Actual  mileage  may  vary,  depending  on  speed,  weather  and  trip  length,  actual  highway  mileage  will  most  likely  be  lower 
demark  and  logo  are  registered  trademarks  of  Bayerische  Motoren  Werke,  A  G 
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Forbes 


By  Allan  Sloan 
with  Janet  Bamford 


There's  a  huge  shift  of  income  going  on  from 
borrowers  to  lenders.  We  know  who's  hurt.  But 
who  benefits?  Darned  if  we  know.  Darned  if 
anyone  knows. 


Who's 
helped? 

Who's 
hurt? 


Insane  housing  prices,  com- 
bined with  astronomical  interest 
rates  and  rising  heating  and  cool- 
ing bills,  are  taking  so  much  of  their 
income  that  many  people  no  longer 
have  enough  left  to  pay  for  other 
goods  and  services  to  which  they  have 
become  accustomed.  Nor  can  they 
borrow  more  to  buy;  they  are  already 
up  to  their  ears  in  debt. 

The  old  rule  of  thumb  that  your 
mortgage  payment — interest,  princi- 
pal, real  estate  taxes  and  insurance- 
shouldn't  exceed  25%  of  your  income- 
is  as  dead  as  the  8%,  30-year  fixed- 
rate  mortgage.  Also  extinct  is  the 
guideline  that  you  could  get  a  mort-| 
gage  of  2.5  times  your  annual  salary 
and  still  handle  the  payments. 

Consider  this.  At  15%  interest, 
loan  of  2.5  times  your  salary  would 
take  37.5%  of  your  pay  just  for  inter- 
est costs— let  alone  taxes,  principal 
repayment  or  insurance.  The  amount 
you  can  finance  while  staying  within 
the  25%  guideline  is  less  than  1.4 
times  your  salary.  For  people  making 
$15,000  to  $25,000  a  year,  that  puts 
cap  of  $25,000  to  $45,000  on  what 
they  can  pay  for  a  house.  And  how 
much  house  and  where  can  you  bu> 
today  at  those  prices? 

The  result  is  that  mortgage  lenders 
have  changed  the  rules.  Generally 
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speaking,  they  will  let  you  put  at  least 
a  third  of  your  salary  into  your  month- 
ly house  payment,  provided  you  are 
not  already  heavily  burdened  with 
other  installment  debts,  alimony  or 
child  support  payments.  Some  lenders 
will  let  you  go  to  almost  40%. 

It's  not  that  lenders  want  to  do  this; 
they  have  to,  if  they  are  to  make  any 
loans  at  all.  "Changing  the  limit  is  the 
only  way  people  can  still  qualify  for 
loans,"  says  Robert  Waldo,  president 
of  Verex,  the  nation's  second-largest 
mortgage  insurance  company.  About  a 
year  ago  Verex,  along  with  other  key 
players  in  the  mortgage  lending  busi- 
ness, moved  to  a  guideline  of  33%  to 
38%:  A  borrower  can  put  33%  of  his 
salary  into  his  mortgage  loan,  or  38% 
of  his  salary  into  all  installment  obliga- 
tions. That  was  up  from  28%  to  33% . 

A  mortgage  payment  of  35%  of 
your  gross  income  is  even  worse  than 
it  sounds.  Depending  on  your  with- 
held taxes,  it's  probably  over  40%  of 
your  take-home  pay,  even  after  allow- 
ing for  the  tax-deductible  nature  of 
most  of  your  mortgage  payment.  That 
doesn't  leave  much  money  for  you  to 
spend  on  anything  else. 

"We're  getting  close  to  the  maxi- 
mum," says  Thomas  Bomar,  presi- 
dent of  AmeriFirst  Federal,  a  $3.3  bil- 
lion Florida  savings  and  loan  associ- 
ation. Including  all  installment 
payments,  AmeriFirst  lets  mortgage 
borrowers  commit  38%  of  their  in- 


come to  servicing  debt.  How  can  a 
borrower  live  with  a  payment  like 
that?  "Not  very  well,"  Bomar  quips. 

The  problems  of  Bomar 's  borrowers 
typify  a  problem  for  the  U.S.  economy 
as  a  whole.  In  a  no-growth  or  slow- 
growth  economy,  the  sort  we  have 
had  the  past  few  years,  spending  more 
on  housing  operating  costs  means  less 
to  spend  on  other  worthwhile  things: 
new  cars,  for  instance. 

The  tables  with  this  story  show 
that  housing  operating  costs  are  tak- 
ing a  larger  piece  of  the  consumer 
spending  pie  than  ever  and  are  still 
heading  up.  But  those  numbers,  dis- 
mal as  they  are,  understate  the  case. 

That's  because  the  Commerce  De- 
partment's personal  consumption  ex- 
penditure statistics,  from  which  our 
tables  are  drawn,  measure  the  cost  of 
owning  a  home  by  estimating  what  it 
would  cost  to  rent  that  home.  If  home 
prices  and  mortgage  rates  have  risen 
raster  than  rents,  which  they  surely 
have,  the  Commerce  numbers  aren't 
high  enough. 

When  you  are  dealing  with  a  nation 
of  230  million  people,  many  of  whom 
are  blessedly  independent  and  innova- 
tive, it's  dangerous  to  project  trends. 
Ask  the  electric  companies,  who 
thought  we  would  double  our  kilo- 
watt-hour consumption  every  ten 
years  until  the  end  of  time.  Ask  the 
bandits  of  OPEC,  who  thought  our 
imports  of  their  extortionately  priced 


crude  would  increase  endlessly.  You 
can't  project  housing,  either.  Thus 
there's  a  good  chance  that  many 
Americans  will  cope  by  buying  less 
housing — making  do  with  less  space, 
with  more  row  housing  and  manufac- 
tured housing.  Doing  so  would  still 
leave  the  U.S.  the  best-housed  nation 
on  earth.  It  would  be  a  relatively  mi- 
nor sacrifice. 

Given  the  nature  of  our  economy, 
though,  it  seems  clear  that  housing, 
interest,  utilities — and,  probably,  sav- 
ings— will  get  a  bigger  piece  of  the  pie. 
In  a  growing  economy,  that  wouldn't 
matter  much — a  rising  tide  floats  all 
ships,  and  so  on.  But  in  our  current 
economy,  giving  one  segment  more 
means  giving  another  part  less. 

If  you  accept  the  premise  that  com- 
mitting more  of  our  income  to  fixed 
costs  such  as  housing  means  commit- 
ting less  to  other  things,  it's  clear 
where  the  ax  must  fall:  big-ticket,  dis- 
cretionary items. 

The  obvious  one  is  cars.  Transporta- 
tion's share  of  personal  consumption 
expenditures  isn't  down  much — GM 
projects  about  11.5%  for  1981,  about 
the  same  as  it's  been  for  the  past  ten 
years.  But  more  of  this  money  is  going 
to  fuel,  repairs  and  insurance,  and  less 
and  less  to  new  cars.  If  housing,  sav- 
ings, interest  expenses  and  utilities 
have  permanently  diverted  some  of 
the  new-car  share  of  personal  con- 
sumption money,  cars  aren't  in  a  con- 


Interest 

America  is  paying  the  interfst  tab 
run  up  during  the  great  borrowing 
binge  of  the  late  1970t.  Justjas  debt 
service  is  taking  an  e\er  laiger  part 
of  the  federal  budget,  it's  dfcing  the 
same  to  consumers'  budgets.  The 
piper  is  being  paid — witl  a  ven- 
geance. Welcome  to  debt  ^ty. 
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ventional,  albeit  severe,  cyclical  down- 
turn. They're  in  a  permanent  rut. 

Spending  patterns  the  past  few 
years  "represent  a  change  in  people's 
allocations  of  budgets,"  says  H.  Paul 
Root,  GM's  associate  chief,  econo- 
mist. Root  says  the  bromide  that  de- 
pressed auto  sales  today  set  the  stage 
for  a  surge  when  things  improve 
doesn't  hold.  "I  have  a  standing  rule," 
Root  says  with  grim  humor,  "that  if 
anyone  on  my  staff  uses  the  term 
'pent-up  demand'  in  a  report,  he'll  be 
fired."  Why:  That  term,  Root  says, 
leads  to  "sloppy  thinking." 

There  is  an  unanswered  question  in 
all  of  this:  Who  benefits — besides 
OPEC  and  the  oil  industry — from  this 
immense  transfer  of  wealth?  The 
bankers?  Not  really;  bankers  are  only 
middlemen.  The  real  gainers  are  those 
who  have  savings,  the  big  and  little 
capitalists  of  America.  People  who 
once  were  content  with  5%  interest 
on  their  savings  are  now  earning  15%. 
They  are  gaining,  and  so  are  older 
people  who  bought  houses  decades 
ago  for  $25,000  or  so  and  can  now  sell 
them  for  $100,000  and  up. 

The  hope,  of  course,  is  that  this 
transfer  of  wealth  from  spenders  to 
savers  will  enhance  capital  formation. 
And  that  fewer  and  smaller  new 
houses  will  result  in  bigger  plants  and 
more  machinery — more  job  creation. 
But  then,  nobody  knows. 


Certainly,  though,  the  great  Ameri- 
can game  of  borrowing  heavily  to  pur- 
chase inflation  hedges  has  come  to  an 
end.  Jay  Schmiedeskamp,  a  Gallup  Oi\ 
ganization  vice  president  who  special- 
izes in  studying  consumer  spending 
habits,  says  many  of  today's  changed 
spending  habits  are  the  result  of  the 
housing-as-a-store-of-value  mania  ol 
the  1970s.  People  knew  the  equity  hi 
their  homes  was  their  biggest  single 
investment.  Assuming  their  equity 
couldn't  decline,  they  borrowed  heav- 
ily against  it,  figuring  they  could  al- 
ways refinance  because  the  equit> 
would  always  be  increasing. 

Now,  of  course,  housing  values  ir 
some  areas  seem  to  be  declining — bui 
the  debts  the  homeowners  took  or 
are  still  there.  "We  had  huge  tax  in 
creases — Social  Security  and  brackei 
creep — every  year  from  1976  through 
1980,"  Schmiedeskamp  says.  "Peopk 
coped  with  that  by  borrowing,  ther 
by  saving  less.  An  awful  lot  of  people 
have  had  trouble  balancing  thei; 
checkbooks  the  past  few  years." 

Where  does  this  all  end?  We  don' 
know,  and  we're  not  sure  anyone  elst 
does.  One  thing,  though,  is  certain.  I' 
would  be  much  more  fruitful  for  ou: 
economic  gurus  to  try  to  divine  the 
great  currents  of  personal  consump 
tion  patterns  and  spend  less  time  ana 
lyzing  the  froth  of  the  weekly  mone] 
supply  waves.  ■ 


Shelter 


Buying,  owning  and  operating  homes 
is  t  iking  a  record  chunk  of  consumer 
income,  the  result  of  higher  home 
prices,  mortgage  :ates  and 
utility  bills.  Each  added  per- 
centage point  going  to  hous 
ing  means  $20  billion  of 
consumers'  money. 


19.4% 


New  cars 

New-car  sales  are  getting  less  of  the 
consumer's  dollar  than  used  to  be 
the  case.  Despite  sharply  higher  car 
prices,  car  sales  as  a  percentage  of 
consumer   spending   is  declining. 
With  other  essentials  claiming  a  big- 
ger piece,  less  is  left  for  cars.  The 
grim  days  for  Detroit  aren't  over. 

Personal  consumption                             Sales  as 
expenditures  (Sbillions)                   percent  of  PCE 

400 

7.0 

360     /  1 

6.8 

320 

I  6.6 

280 

6.4 

240 

6.2 

200 

6.0 

160 

5.8 

^aips  ac  iwrrpnl 

120 

of  PCE 

1  5.6 

80  y-- 

5.4 

40 

 1  1  1— 

_  i     I     i     i     i  i 

5.2 

71  73 

75       '77  79 

'81 

After  a  sharp  runup  in  the  early 
1970s,  food's  share  of  consumers' 
spending  has  pretty  much  leveled 
off.  The  amount  you  spend  on  food 
may  horrify  you,  but  average  expen- 
diture on  food  isn't  rising  any  faster 
than  disposable  income.  When  will 
restaurants  feel  the  pinch? 


Food 


Personal  consumption 
expenditures  ({billions) 


Sales  as 
percent  of  PCE 
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Denver  broker  Juan  Carlos  Schidlowski  is  riding 
high  and  reaching  for  the  big  brass  ring.  Some 
people  think  he  will  catch  it.  Others  are  just  as 
sure  he  will  fall  off  the  merry-go-round. 

Salesman 
of  the  year 


built  OTC  Net  into  the  largest  and 
fastest-growing  brokerage  house  in 
the  free-wheeling  Denver  over-the- 
counter  market. 

What  makes  the  Schidlowski  firm 
different  from  fly-by-night  penny- 
stock  peddlers?  "We  aren't  a  penny- 
stock  firm,"  he  claims.  "We're  a  ven- 


By  Richard  L.  Stern 
with  Laura  Saunders 


Denver  broker  fuan  Carlos  Schid- 
lowski straps  himself  into  the  rear  seat 
of  his  year-old  twin-engined  corporate 
jet.  He  puts  a  favorite  tape  cartridge, 
Dvora'k'siVeM'  World  Symphony ,  into  the 
stereo  and  orders  his  pilots 
to  take  off.  The  $2.3  mil- 
lion Cessna,  named  Pure 
Magic  after  the  phenom- 
enal growth  of  OTC  Net, 
Schidlowski's  hot  Denver- 
based  brokerage  firm, 
zooms  up  and  away  over 
the  Mile  High  City. 

Like  the  great  performer 
he  is,  Schidlowski  is  set- 
i  ting  the  stage — this  time 
i  for  a  Forbes  interview. 
,The  sky  is  streaked  with 
I  orange  and  yellow  as  the 
sun  sinks  slowly  behind 
:the  Rockies.  Speaking  in  a 
imidwestern  accent  that  of- 
fers no  trace  of  his  Chilean 
■upbringing,  Schidlowski 
[.proclaims  himself  the  per- 
sonification of  the  Ameri- 
can dream. 

|i  In  fact,  the  American 
(dream  is  his  stock-in- 
'trade.  Over  a  period  of 
j|four  working  days,  the  37- 
year-old  Schidlowski, 
ilwhose  friends  call  him 
|Carlos,  will  twice  cross 
jthe  continent  to  New 
[York  and  squeeze  in  side 
[trips  to  Long  Island,  Lara- 
mie and  Santa  Fe.  What 
pe  is  doing  is  selling,  pure 
{and  simple. 

I  Starting  with  $40,000 
BVz  years  ago,  Schidlowski  and  two 
banners — one  a  veteran  broker,  the 
hther  a  former  gym  teacher — have 


Schidloivski  in  his  Denver  office 
"We  are  not  a  penny-stockfirm. 


ture-stock  firm." 

It's  a  distinction  that  may  or  may 
not  be  real. 

Since  he  opened  for  business,  Schid- 
lowski has  raised  some  $50  million 
for  a  stable  of  21  companies  that  are 
decidedly  wild  and  wooly.  There  is 
Spectrum  Communications  Corp.,  for 
example,  a  Boulder-based  outfit  that 
plans  to  buy  radio  stations  and  pro- 
gram them  with  an  "I  Love  You"  for- 
mat, even  though  the  lawyers  point 
out  that  such  a  trademark  may  not  be 
legally  defensible.  OTC  Net  sold  $1.5 
million  worth  of  stock  in  Spectrum 
last  spring. 

There  are  also  Elan  Air  Corp.,  a 
Boston-based  airline  without  a  plane, 
and  McCoy  Industries,  which  has  big 
plans  for  mass-marketing  sawhorses 
and  picnic  tables.  Prefer  an  energy 
play?  Last  April  Schidlowski  gave  his 
customers  a  46%  stake  in  Balboa  Ex- 
ploration Co.,  for  $2  million.  Accord- 
ing to  the  prospectus,  it  has  neither  an 
operating  history  nor  any  oil  and  gas 
properties. 

Not  surprisingly,  shares  in  some 
OTC  Net  companies,  like  Spectrum 
and  Elan,  have  taken  spec- 
tacular tumbles.  Beyond 
that,  the  listed  value  of 
any  thinly  traded  stock 
valued  below  $1  per 
share — as  are  13  of  OTC 
Net's  21  companies — may 
collapse  the  moment  a 
few  sell  orders  appear. 
What  is  surprising  is  that 
the  current  value  of  all 
Schidlowski's  initial  offer- 
ings, based  on  recent 
NASDAQ  closing  bids,  is 
150%  above  offering 
prices.  Remarkable  in- 
deed, just  months  after 
the  well-publicized  col- 
lapse of  several  small  bro- 
kerage firms  and  the  sub- 
sequent shriveling  of  the 
new-issues  market. 

The  gambling  fever,  in 
fact,  seems  to  be  dying  as 
a  generation  of  neophyte 
investors  has  learned  a 
lesson  their  fathers  and 
grandfathers  knew  only 
too  well.  Call  it  "the  great- 
er-fool theory."  When  you 
are  dealing  with  stocks  in 
companies  of  little  sub- 
stance, the  first  in  some- 
times win,  but  the  last  out 
always  lose. 

So  how  does  OTC  Net 
keep  bubbling  along; 
What  separates  it  from  the  rest  of  the 
energy-oriented  Denver  crowd  is 
Schidlowski's  yen  for  high-tech  com- 


panies — stocks  that  offer  both  sales- 
men and  customers  an  opportunity  to 
use  their  imaginations.  Advanced 
Monitoring  Systems,  for  example,  is 
his  star.  It  went  public  in  May  1980  at 
50  cents  a  share  and  now  trades  for 
around  $11.  The  Broomfield,  Colo.- 
based  company  claims  to  have  a  com- 
puterized technology  that  detects 
flaws  in  pipelines.  Though  it  lost 
$700,000  last  year,  AMS  expects  to 
land  more  contracts  in  1982,  and  oth- 
er firms,  including  Shearson/Amex 
and  Dean  Witter  Reynolds,  now  make 
a  market  in  its  shares.  Eugene  Ed- 
wards, a  board  member,  says  he  let 
OTC  Net  take  AMS  public  because 
"no  other  broker  would  let  us  keep 
65%  of  the  stock." 

OTC  Net  is  not  just  generous  with 
the  companies  it  underwrites;  it  is 
generous  with  itself  and  its  salesmen  as 
well.  The  firm  keeps  warrants  to  buy 
new  stock  equivalent  to  10%  of  the 
shares  it  has  underwritten.  In  the  case 
of  AMS,  these  warrants  could  be  worth 
over  $3  million.  As  a  regular  underwrit- 
ing commission,  meanwhile,  OTC 
takes  10%  of  all  cash  it  raises,  plus 
about  3%  more  for  expenses.  Estab- 
lished Wall  Street  investment  bankers 
say  those  fees  are  high.  There  are  still 
more  revenues  from  trading  in  the 
af termarket — and  these  can  add  up  fast 
since  several  OTC  Net  companies, 
among  them  ¥onar(see  Forbes,  Dec.  21, 
1981)  and  Piezo  Electric  Products,  have 
hit  the  NASDAQ  most-active  list. 

Schidlowski  claims  revenues  will 
top  $50  million  this  year — and  as  a 
result  he  is  in  the  midst  of  some  fast- 
paced  expansion.  Already,  OTC  Net 
has  outgrown  its  new  three-story 
headquarters.  Schidlowski  employs 
over  300  brokers  in  24  offices  from 
New  York  to  Los  Angeles  with  out- 
posts in  towns  like  Santa  Fe,  Willis- 
ton,  N.D.  and  Monroe,  La.  There's 
even  a  separate  OTC  Net  in  Geneva 
to  serve  foreign  clients. 

Common  sense  says  that  Schid- 
lowski 's  customers  must  be  paying  for 
all  this — and  they  are.  Schidlowski  and 
his  partners  flaunt  their  prosperity. 
There  is,  for  example,  the  pool  with  a 
bubble-top  dome  at  the  home  of  Schid- 
lowski's  partner  foe  Pignatiello,  the 
former  gym  teacher,  along  with  a 
Rolls-Royce  and  a  Mercedes  in  his 
driveway.  As  for  Schidlowski,  there's 
the  million-dollar  marble-floored  ado- 
be ranchero  he's  built  in  New  Mexico, 
complete  with  tennis  court,  pool  and 
outdoor  ovens  for  his  staff  to  cook 
tortillas.  For  recreation,  he  rides  to  the 
hounds  in  full-dress  regalia,  chasing 
coyotes  instead  of  foxes. 

Not  bad  for  a  South  American  im- 
migrant, as  Schidlov. 


scribe  himself.  "Nobody  knows  where 
he's  from,  nobody  knows  where  he 
got  his  money,  nobody  really  knows 
what  he's  doing,"  says  a  broker  at  an 
old-line  Denver  firm.  Actually,  Schid- 
lowski was  hardly  bom  poverty- 
stricken.  He  says  that  his  father  was  a 
Kennecott  engineer  based  near  San- 
tiago and  his  mother  a  dentist  with  an 
itinerant  practice  in  southern  Chile. 
After  getting  a  B.B.A.  and  an  M.B.A. 
at  the  University  of  Wisconsin,  Schid- 
lowski claims  he  convinced  immigra- 


lowski  is  quick  to  point  out  a  majo; 
reason  Muir  went  under:  Its  tradinj 
desk  had  bought  back  millions  of  dol 
lars'  worth  of  stock  in  companies  un 
derwritten  by  the  firm  in  a  futile  ati 
tempt  to  stem  the  tide  of  falling 
prices.  The  declining  value  of  that  in 
ventory  eventually  eroded  Muir's  cap 
ital  base. 

OTC  Net  is  different,  says  Schid 
lowski.  He  says  his  firm  owns  as  little 
as  $150,000  worth  of  shares  in  compa 
nies  it  has  brought  public.  Schidlow 


Schidlowski  ( right )  on  OTC  Set's  trading  floor 
Spending  big  on  modern  back-office  facilities. 


tion  officials  to  let  him  stay  in  the 
U.S.  because  he  had  a  special  talent: 
"My  mouth,"  he  explains,  alluding  to 
his  knack  for  salesmanship. 

Despite  his  background,  Schid- 
lowski works  hard  at  cultivating  the 
poor-boy-turned-millionaire  myth.  It 
makes  customers  think:  If  the  guy  can 
do  it  for  himself,  he  can  do  it  for  me,  too. 

After  college,  Schidlowski  worked 
in  marketing  at  Chesebrough-Pond's, 
where  he  says  he  learned  one  of  life's 
great  lessons.  Chesebrough,  he  ex- 
plains, transformed  a  poorly  selling 
beauty  lotion  into  Vaseline  Intensive 
Care,  a  product  designed  to  appeal  to 
today's  health-conscious  consumers. 
If  skin  cream,  why  not  stocks?  The 
image,  clearly,  counts  for  more  than 
the  reality. 

Despite  his  aggressive  style,  Schid- 
lowski has  generated  very  little  scan- 
dal. OTC  Net's  only  brush  with  the 
SEC  involved  Synthetic  Fuels,  Inc.,  a 
company  the  agency  wouldn't  allow 
to  go  public.  Still,  the  firm  is  a  regular 
subject  of  allegations  and  gossip. 
"There  are  even  rumors  we're  backed 
by  the  Mafia,"  laughs  Schidlowski. 

Most  criticism  of  OTC  Net  in- 
volves unflattering  comparisons  with 
now-defunct  John  Muir  &  Co.,  a  New 
York  brokerage  house  headed  by  Ray 
Dirks,  another  controversial  new-is- 
sues salesman.  That's  why  Schid- 


ski's  genius,  in  fact,  seems  to  be  ax 
ability  to  persuade  his  buyers  to  hole 
his  inventory  for  him.  With  a  claimec 
base  of  10,000  active  accounts,  OTC 
Net  can  "warehouse"  shares  with  it 
own  customers — as  long  as  they  re 
main  disciples.  The  trick  here  is  no! 
only  to  sell  the  stocks  but  to  keej 
them  sold.  OTC  Net  customers  mus 
be  on  both  sides  of  every  transaction 

To  this  end  Schidlowski  choose 
many  of  his  salesmen  from  outsidi 
the  regular  brokerage  fraternity.  H» 
first  encountered  the  manager  of  hi 
Santa  Fe  office,  for  example,  when  hi 
showed  up  with  a  "secret  formula"  tt 
refinish  the  tile  floors  at  Schidlow 
ski's  ranch.  The  manager  of  his  Albu 
querque  office  ran  a  shoe  store,  ane 
OTC  Net's  man  in  Laramie  is  an  ac 
counting  instructor  whose  custome 
list  includes  some  of  his  students 
"Our  job  is  to  bring  capitalism  to  thf 
little  guy,"  says  one  eager  OTC  Ne 
man — raising  the  suspicion  that  sorm 
of  the  firm's  customers  are  as  naive  a 
its  salesmen. 

The  magnetic  Schidlowski  person 
ality  holds  this  rag-tag  marketin; 
team  together,  and  OTC  Net's  em 
ployees  revere  their  leader  just  ai 
much  as  some  of  Muir's  staff  worj 
shiped  Dirks.  Schidlowski  motivate 
the  salespeople  through  a  regular  conj 
ference  call  that  has  overtones  of  i 
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pep  rally.  "Everybody  gets  on  the 
phone,"  says  one  captivated  broker, 
"and  Carlos  says  'Hey  guys,  here  are 
the  facts.  There  are  lots  of  rumors  out 
there  that  my  partners  and  I  are  sell- 
ing the  stock  and  getting  all  our  cli- 
ents out  before  you  can.  That's  an  out- 
and-out  lie.  Here's  what's  really  hap- 
pening.' Then  he  gets  very  factual, 
extremely  motivational — and  about 
two- thirds  profane." 

Whatever  the  language,  it  works — 
and  a  good  measure  of  Schidlowski's 
success  is  adapting  the  old-time  Wall 
Street  hard  sell  to  today's  technology. 
"The  key  changes  in  the  industry,"  he 
says,  "are  the  NASD  automatic  quota- 
tion system  and  toll-free  800  lines. 
NASDAQ  meant  no  more  regional 
stocks;  it  gave  markets  a  nationwide 
respectability."  Toll-free  telephoning, 
meanwhile,  eliminated  the  concept  of 
local  offices.  "Our  guy  in  Santa  Fe  has 
customers  everywhere,"  Schidlowski 
explains. 

Another  OTC  technique  smacks  of 
the  fast-food  game.  Instead  of  paying 
up  front  to  open  all  of  his  branches,  as 
established  brokerage  houses  do, 
Schidlowski  has  figured  out  a  way  to 
expand  on  the  cheap.  Newcomers 
willing  to  absorb  their  own  startup 
costs — typically  about  $30,000 — set 
up  OTC  Net  offices  something  like 
McDonald's  franchisees  build  restau- 
rants. In  return  for  self-financing, 
there's  a  better  break  on  commis- 
sions: 70%  of  the  ticket,  vs.  OTC 
Net's  normal  50%.  Merrill  Lynch 
brokers  get  30%  to  40%  splits. 

To  earn  their  high  fees,  Schidlow- 
ski's brokers  are  regularly  under  pres- 
sure, they  admit,  not  to  allow  a  cus- 
tomer to  sell  unless  they  can  find  a 
buyer.  "We  do  what's  called  cross- 
ing," says  David  Foreman  of  Laramie, 
pointing  out  that  it  is  illegal  to  refuse 
a  sale.  This,  in  effect,  means  finding 
one  customer  to  buy  what  another 
wants  to  sell,  rather  than  simply 
dumping  the  stock  on  the  market.  It's 
a  technique  that  requires  psychology. 

!  "If  I  have  10,000  shares  of  something 
to  sell,"  he  explains,  "and  somebody 
wants  to  buy  100,  the  way  we  play  the 
game  is  I  don't  use  all  my  buyers  first 
thing."  Instead,  Foreman  tells  some 
potential  buyers  he  can't  get  stock  for 
them  right  away,  making  them  the 

|i  more  eager  to  buy. 

What  happens  if  salesmen  can't 
cross  sales?  Carlos,  it  seems,  can  get 

|  angry.  "He  says,  'Goddamn  it,  if  you 

I  do  any  more  of  this  crazy  selling  and 

!  don't  cross,  you  are  going  to  lose  your 

I  balls,'  "  says  Foreman. 

It's  clearly  a  risky  game,  requiring  a 
great  deal  of  juggling — and  Schid- 

l  lowski  hints  that  he  would  like  to 


turn  his  sales  machine  and  customer 
base  into  a  more  conventional  oper- 
ation. He  is  in  the  process  of  selling 
20%  of  OTC  Net  to  a  group  of  Arabs 
for  $16  million.  That,  he  claims,  will 
increase  the  firm's  capital  to  over  $20 
million.  (An  SEC  filing  for  Sept.  30 
pegs  the  current  figure  at  $1.6  mil- 
lion.) Schidlowski  wants  to  use  some 
of  the  new  money  for  advertising  and 
to  buy  seats  on  the  major  exchanges. 

Schidlowski's  goal  is  to  buy  one  or 
two  New  York  member  firms.  "We 


intend  to  become  the  largest  discount 
brokerage  firm  in  the  country,"  he 
explains.  That  way,  he  adds,  OTC 
Net's  name  and  penny-stock  image 
will  disappear  in  exchange  for  an  old- 
line  substitute  that  he  will  pick  up 
with  a  forthcoming  acquisition. 

In  his  Cessna,  Schidlowski  pops  an- 
other cassette  in  the  stereo.  One  of 
the  partners'  favorites,  he  allows.  The 
cabin  explodes  with  the  sound  of  the 
Eagles,  a  West  Coast  rock  group.  The 
song:  "Take  It  to  the  Limit."  ■ 


So  you  thought  the  FASB's  rules  on  foreign 
currency  translation  had  changed,  and  it  was  once 
again  safe  to  do  business  overseas.  Look  again. 


The  monster  lives 


By  Richard  Greene 


W'  HEN  THE  FASB  ANNOUNCED 
in  early  December  that  it 
was  doing  away  with  its 
much  hated  rules  for  foreign  currency 
translation  (FASB  8),  corporate  Amer- 
ica heaved  a  sigh  of  relief.  Foreign 
currency  gains  or  losses,  the  newspa- 
pers reported,  would  now  go  directly 
to  a  company's  equity  account,  with- 
out passing  through  the  income  state- 
ment. This  change  would  halt  the  vio- 
lent earnings  swings  that  have  been 
caused  by  current  foreign  currency 
translation  rules. 

But  when  corporations  wake  up  to 
the  true  nature  of  the  change,  some  of 
those  sighs  will  change  to  gasps. 

The  fact  is,  a  significant  number  of 
companies  will  be  forced  to  continue 
using  the  old  rule,  which  brings  gains 
or  losses  directly  into  income.  The 
matter  hinges  on  "functional  curren- 
cy"— that  is,  the  currency  the  over- 
seas subsidiary  is  primarily  operating 
in.  If  it  is  dollars,  the  FASB  mandates 
that  rules  virtually  identical  to  the  old 
FASB  8  be  used.  If  not,  the  company 
can  use  the  new  FASB  52. 

Say  a  French  subsidiary  of  a  U.S. 
firm  buys  all  its  materials  in  France, 
sells  all  its  products  in  France  and 


does  all  its  borrowing  in  France.  It 
could  use  the  new  rules.  But  if  the 
company  does  only  some  borrowing 
in  France  and  a  lot  in  America,  and 
brings  over  much  of  its  raw  materials 
from  the  U.S.,  it  would  likely  have  to 
use  rules  like  the  old  ones. 

The  functional  currency  is  deter- 
mined by  such  factors  as  where  the 
subsidiary's  financing  is,  how  respon- 
sive its  prices  are  to  exchange  rates  and 
how  closely  tied  it  is  to  the  parent. 

The  FASB  has  left  it  up  to  each 
company  to  decide  its  functional  cur- 
rency. "Management  judgment  is  .  .  . 
paramount  in  this  determination," 
wrote  the  board,  "provided  only  that 
it  is  not  contradicted  by  the  facts."  A 
typical  accounting  caveat. 

While  these  new  rules  will  be  get- 
ting a  lot  of  companies  off  the  hook, 
the  use  of  both  rules  simultaneously 
will  be  confusing.  "There  is  no  man- 
datory disclosure  of  which  rule  you're 
using,"  says  Norman  Strauss,  a  part- 
ner with  Ernst  &  Whinney,  "because 
in  theory  it's  not  a  discretionary  deci- 
sion." The  key  words  are  "in  theory." 
In  practice,  there  will  clearly  be  a 
great  deal  of  discretion.  "We  expect 
this  will  be  a  period  of  confusion," 
says  Strauss. 

Now  there's  an  understatement.  ■ 


The  Knoxville  world's  fair,  scheduled  to  start  in 
May,  is  the  stuff  of  which  flops  are  made.  But  the 
city  fathers  may  still  come  out  ahead. 


Meet  me  where? 


By  Carol  E.  Curtis 


In  the  movie  The  Producers,  two 
New  York  con  men  sell  a  50% 
share  of  their  new  play  to  every 
rich  widow  in  the  city.  So  the  widows 
won't  have  to  be  repaid,  the  sharpies 
produce  Springtime  for  Hit- 
ler— a  play  intended  to 
send  audiences  screaming 
from  the  theater. 

Critics  think  that  the 
soon-to-open  Knoxville 
world's  fair,  with  energy  as 
its  theme,  may  have  about 
the  same  effect  on  eastern 
Tennessee  that  Springtime 
for  Hitler  was  supposed 
to  have  on  Broadway. 
Strangely,  however,  the 
fair's  producers,  Chairman 
J.F.  (Jake)  Butcher  and 
President  S.H.  (Bo)  Rob- 
erts, are  aware  of  the  possi- 
bility and  don't  seem  con- 
cerned at  all. 

Consider  the  circum- 
stances. Butcher,  a  local 
banker  and  twice-defeat- 
ed Democratic  candidate 
for  governor,  has  been 
working  with  Roberts,  a 
former  vice  president  of 
the  University  of  Tennes- 
see, for  the  past  seven 
years  to  convince  Doubt- 
ing Thomases  that  the 
event,  scheduled  to  begin 
in  May,  is  the  right  fair  in 
the  right  place  at  the 
right  time.  So  far,  some 
$100  million  has  been 
spent  on  facilities,  much 
of  it  borrowed  from  local 
banks.  Even  if  the  re- 
views are  murder,  the 
show     will     have  six 


months  to  run  at  an  estimated  cost  of 
over  $125,000  per  day.  "World's  fair 
to  make  Knoxville  entertainment 
capital  of  the  world!"  boasts  one 
press  release. 

Knoxville,  population  183,000, 
ranks  75th  in  size  among  U.S.  cities. 


Butcher  and 
Producing 


Roberts  in  front  of  KnoxvttWs  Sunsphere 
Springtime  for  Hitler  in  Tennessee? 


Until  1981  it  had  only  one  first-class 
hotel,  a  Hyatt  Regency.  Though  it  i; 
30  miles  from  the  entrance  to  Great 
Smoky  Mountains  National  Park,  lit 
tie  of  the  natural  beauty  has  rubbec 
off  .  Knoxville  looks  like  what  it  is:  ar 
undistinguished  industrial  town  ii 
the  heart  of  Tennessee  coal  country. 

The  energy  theme?  It  comes,  fail 
promoters  say,  because  Knoxville  i; 
the  headquarters  of  the  Tennessee 
Valley  Authority,  the  world's  largest 
utility.  The  town  is  also  near  Oat 
Ridge  National  Laboratory,  and  al 
that  Appalachian  coal. 

Despite  energy's  dubious  relevance 
the  fair's  quasi-technical  exhibits  an 
hardly  the  stuff  of  which  popular  sue 
cesses  are  made.  Wayne  Lemmon,  £ 
senior  associate  with  Economics  Re 
search  Associates,  a  group  that  spe 
cializes  in  studying  world's  fairs,  says 
the  food,  entertainment  and  amuse- 
ments will  all  be  bigger  attractions 
That  may  mean  trouble  too:  Ever 
Butcher  and  Roberts  must  realize  that 
all  the  quick-frozen  crepes  and  oom- 
pah  bands  in  the  world  won't  give 
Knoxville  much  continental  charm. 

Knoxville's  exhibition 
is  designated  a  Class  E 
fair,  meaning  that  pavil 
ions  are  not  put  up  by  in- 
dividual exhibitors.  In- 
stead, the  fair  corporation 
will  erect  the  buildings, 
with  such  exhibitors  as 
Saudi  Arabia,  Sun  Co.  anc 
the  People's  Republic  ol 
China  paying  up  tc 
$600,000  to  rent  them 
Still,  the  record  of  recent 
Class  II  fairs  in  the  U.S.  is 
not  encouraging.  In  1968, 
San  Antonio,  then  a  city 
of  641,000,  drew  6.3  mil- 
lion people  to  its  Hemis- 
fair  and  lost  $7.5  million 
in  the  process.  "Word  got 
out  quickly  that  the  ex- 
hibit content  was  poor," 
says  Lemmon.  "That  is 
death  to  a  world's  fair." 

Another  Class  II  fair 
was  held  in  1974  in  Spo- 
kane, a  city  considerably 
smaller  than  Knoxville. 
Losses  came  to  just 
$500,000,  with  total  at- 
tendance of  5.7  million.  In 
1962  Seattle,  a  city  of 
556,000,  fared  somewhat 
better  and  drew  9.6  mil- 
lion people  to  its  fair.  It 
made  a  small  profit. 

Those  unimpressive 
numbers  are  why  city  faj 
thers  these  days  are  in- 
creasingly    hesitant  tc 


44 


FORBES  IANIIARY4 


Report  from  Number  One  Wall  Street 


Taking  the  anxiety  out  of 
foreign  exchange  transactions. 

Irving  Trust  can  help  you  manage  foreign  exchange  better. 

Perhaps  not  with  absolute  serenity,  but  certainly  with  more  peace  of  mind. 

Because  of  our  active  presence  in  major  worldwide  money  centers,  we  can 
respond  quickly  to  fast-changing  markets.  Every  day  from  New  York,  for 
example,  Tom  Barman,  Customer  Service  Manager,  delivers  the  expertise 
of  seasoned  traders  and  advisors. 

Together,  these  professionals  can  give  you  the  immediate  attention  needed 
to  deal  with  volatile  markets.  And  you  can  be  sure  of  superior  trade  execu- 
tions and  market  analyses. 

At  our  trading  desks  you'll  get  prompt  pricing  for  all  major  currencies  in 
spot,  forward,  swap,  and  odd-date  markets.  With  $  1  billion  traded  daily, 
you  know  we're  fierce  competitors  in  pricing. 

Our  tactical  experts  can  help  you  uncover  hedging  opportunities;  brief 
you  on  "leads  and  lags";  advise  you  on  rate  structures;  furnish  the  data 
you  need  for  sound  decisions. 


omas  C.  Barman,  VP,  and 
ne  Parker  Mills,  VP,  keep 
i  abreast  of  what's  happen- 
-and  likely  to  happen— in 
eign  exchange. 


Additional  information  is  provided  by  Anne  Parker  Mills,  international 
economist.  She  keeps  close  track  of  the  factors  that  affect  world  currencies: 
economic,  financial,  and  political. 

To  put  Irving  Trust  to  work  for  you,  call  our  Foreign  Exchange  Department 
at  212/487-3180.  Or  telex  our  branches  in  London  851888851,  Frankfurt 
841416804,  Milan  8433352 12,  Tokyo  78 1287 17,  Taipei  785217 10  or  Singa- 
pore 786232 13.  Irving  Trust  Company,  One  Wall  Street,  New  York,  NY  10015. 


Tiber  FDIC 


Irving  Trust 

Unique.  Worldwide. 


sponsor  fairs.  Philadelphia,  for  exam- 
ple, sought  a  world's  fair  as  part  of  the 
1976  bicentennial  celebration,  but  the 
city  government  balked  and  the  plan 
was  withdrawn.  Last  year  a  plan  also 
surfaced  briefly  in  Los  Angeles,  but 
financing  proved  difficult  and  the  idea 
was  scrapped. 

What  makes  Butcher  and  Roberts 
think  they  can  buck  the  odds?  The 
key  to  whether  Knoxville's  fair  will 
succeed  is  likely  to  be  its  ability  to 
draw  repeat  attendance  by  locals.  Of 
the  1 1  million  "turnstile  clicks"  pro- 
jected in  a  study  done  by  Lemmon's 
research  group,  fully  one-half  came 
from  repeat  visitors.  Whether  people 
want  to  come  back  more  than  once, 
Lemmon  feels,  will  depend  on  rides, 
games  and  well-known  entertainers. 
"I  am  still  waiting,"  he  says,  "to  see 
evidence  of  a  strong  entertainment 
program  and  amusement  area." 

Butcher  and  Roberts,  however,  are 
confidence  personified.  They  have 
confronted  the  possibility  of  failure, 
and  they  say  that  they  are  not  con- 
cerned. "There  is  a  lot  more  to  suc- 
cess than  whether  the  banks  get  re- 
paid," proclaims  Roberts.  Chimes  in 
Butcher:  "Even  if  the  banks  don't  get 
their  money,  the  residual  is  going  to 
be  very  beneficial." 

Indeed.  The  site  of  the  fair  is  a  72- 
acre  downtown  tract  formerly  occu- 
pied by  an  old  train  yard  and  an  indus- 
trial slum.  The  area  is  now  being 
transformed  into  a  glittering,  futuris- 
tic minicity,  and  the  city  of  Knoxville 
is  picking  up  very  little  of  the  tab. 
Some  $12.5  million  is  coming  from 
the  federal  government,  banks  are 
lending  $30  million  and  bondholders 
have  put  up  another  $11.7  million. 
The  federal  government  also  anted  up 
some  $200  million  for  fair-related 
highway  improvements  to  unsnarl 
Knoxville's  infamous  Malfunction 
(unction. 

Should  the  audience  leave  after  the 
fair's  first  act,  the  set  won't  roll  up 
and  disappear.  Most  exhibit  buildings, 
from  the  soaring  $5  million  "Sun- 
sphere"  to  the  $21  million  steel  and 
glass  U.S.  pavilion,  have  been  de- 
signed as  permanent  structures.  There 
is  also  a  6.5-acre  park  with  a  three- 
acre  lake,  an  amphitheater  paid  for  by 
the  state,  a  convention  hall  and  a  new 
shopping  center  and  restaurant  in  the 
renovated  train  station. 

Under  the  guise  of  a  world's  fair, 
then,  Knoxville  has  completed  an  am- 
bitious urban  renewal  program,  fi- 
nanced mostly  by  outsiders.  At  a  time 
when  Ronald  Reagan  is  preaching  aus- 
terity for  the  cities,  that  just  might  be 
the  shrewdest  development  effort 
around.  ■ 


The  wonderful  thing  about  a  $109  billion  deficit 
forecast  is  that  folks  may  be  grateful  if  the  red 
ink  adds  up  to  only  $80  billion.  

"David  Stockman 
wouldn't  do  that" 


By  Jerry  Flint 


T|  he  $43  billion  deficit  figure 
was  fanciful,  and  now  they've 
gone  to  the  other  extreme,"  says 
Leonard  Santow,  senior  vice  presi- 
dent of  the  British-owned  Schroder 
Bank  in  New  York. 

Santow,  a  well-respected  budget 
watcher  who  isn't  on  the  government 
payroll,  is  talking  about  that  red  ink 
estimate  of  $109  billion  for  fiscal  1982 
leaked  by  the  Administration. 

He  didn't  believe  last  spring's  $43 
billion  guess,  and  he  doesn't  believe 
this  winter's  $109  billion.  "There 
are  probably  half  a  dozen  of  us  [out- 
side of  government]  who  do  these 
numbers,"  he  says.  Back  in  the 
spring  when  David  Stockman,  who 
heads  the  Office  of  Management  & 
Budget,  had  conjured  up  his  $43  bil- 
lion deficit  guess,  Santow  and  other 
private  analysts  were  calculating  a 
$65  billion  to  $70  billion  deficit  for 
this  fiscal  year. 

By  fall  the  Administration  had 
come  around  to  a  $60  billion  deficit. 
Reagan  then  proposed  $16  billion 
more  in  spending  cuts  and  small  tax 
increases,  but  Congress  wouldn't  ac- 
cept them.  Suddenly,  Stockman's 
OMB  had  new  forecasts:  a  $109  bil- 
lion deficit  this  year  soaring  to  $162 
billion  in  red  ink  in  1984,  instead  of 
the  President's  promised  balanced 
budget  that  year. 

Sure,  says  Santow,  the  economy  has 
deteriorated,  but  not  all  the  way  to  a 
$109  billion  deficit  this  year.  How  big, 
then?  "A  typical  estimate  runs  from 
$80  billion  to  $85  billion." 

What  is  the  Administration  trying 
to  prove?  Normally  there's  a  good  po- 
litical reason  for  conjuring  up  deficit 
projections.  Two  years  ago  when  Jim- 
my Carter  was  running  for  reelection, 
his  economists  figured  the  1981  bud- 


get would  be  balanced.  Alas,  it  came 
in  at  almost  a  $60  billion  deficit.  Ther 
last  spring  President  Reagan  wantec 
to  prove  that  his  supply-side  tax  cuts 
would  lower  that  deficit.  Stockmar 
and  his  economists  massaged  the  fig 
ure  down  to  $43  billion  for  1982.  The) 
have  pushed  the  projected  deficit  uj 
largely  by  reducing  estimates  of  ta> 
collections  this  fiscal  year  by  $41  bil- 
lion from  their  fall  guess. 

What's  going  on  here?  Simply  tha) 
in  Washington  everything  gets  politi- 
cized— even  statistics. 

Stockman,  for  example,  has  failed 
so  far  to  make  the  case  to  the  Presi- 
dent for  tax  increases.  The  bigger  the 
projected  deficit,  the  easier  the  case 
for  tax  increases  or  new  taxes — as  on 
natural  gas,  were  it  decontrolled.  Oi 
for  delaying  tax  cuts. 

The  higher  the  deficit  estimate, 
moreover,  the  easier  it  will  be  to  keep 
Congress  in  line  on  spending.  Before 
the  $109  billion  deficit  figure  ap- 
peared, for  example,  the  Democratic- 
controlled  House  refused  to  go  along 
with  the  President's  compromise  ol 
$4  billion  in  new  spending  cuts.  Aftei 
that  estimate  surfaced,  the  House 
gave  in  to  these  spending  cuts  with- 
out a  whimper.  Those  same  scary 
numbers  likely  will  help  the  Presideni 
with  his  1983  budget  proposals  soon 
to  be  presented  to  Congress. 

When  you  are  working  with  politi 
cal.  numbers,  of  course,  you  cannot 
admit  that  they  are  political  numbers 
Wasn't  there  a  bit  of  guile  in  the  new 
higher  deficit  figures?  Forbes  askec 
Jerry  Jordan,  a  member  of  the  White 
House  Council  of  Economic  Advisersi 
Jordan  was  indignant:  "David  Stock 
man  wouldn't  do  that,"  Jordan  huffed 
But  apparently  Stockman  has — again 

So,  the  good  news  is  that  the  fisca 
1982  federal  deficit  may  be  only  S8( 
billion.  Only.  ■ 
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Export  to  more  ports 

with  ACL, 
First  on  the  North  Atlantic 


CL  sails  directly  to 
major  European 
orts.  More  than  any 
ther  North  Atlantic 
ne. 

Direct  service  to 
ight  ports  eliminates 
ne  of  your  biggest 
'orries:  transhipping. 
Ihy  ship  anywhere 
ut  straight  to  the 
ort  nearest  your 
onsignee. 

You  don't  lose  pre- 
ious  days  waiting  for 
anshipping  via  two  or 
iree  different  vessels, 
our  cargo  doesn't 
ndure  frequent  han- 
ling.  Your  consignee 
)wers  inland  transport 
osts  with  a  closer  port. 

The  fact  is,  ACL  can 
ave  time  and  money 
t  every  step  of  your 
xport  (or  import) 
peration. 


Number  1  in  total 
service. 

We're  first  on  the 
North  Atlantic  in  com- 
plete, intermodal, 
door-to-door  service. 
First  with  ten  ships 
and  three  departures 
every  week— compared 
to  just  once  a  week  for 
nearly  everyone  else. 
And  first  in  documen- 
tation, with  systems 
like  our  exclusive 
Datafreight  Receipt 
that  clears  your  cargo 
before  the  ship  even 
docks. 

Rely  on  the  Leader. 

We  re  Number  One, 
so  we  should  be  your 
first  choice  for  Euro- 
pean exports  or  im- 
ports. Or  your  first 
resource  if  you're 
planning  to  start  a 
European  program. 

Contact  your  foreign 


freight  forwarder,  your 
ACL  representative,  or 
call  (212)  908-2244. 
You  can  also  write: 
Atlantic  Container  Line, 
80  Pine  Street, 
NewYork,  N  Y  10005. 

Gdthenburg 

mm 


mm 


Greenock 
Liverpool  • 


Bremerhaven 
Rotterdam 


Southampton  Antwerp 
Le  Havre* 


EXECUTIVE  SUITE. 

Introducing  the  1982  Lincoln  Town  Car. 
It  offers  all  the  pleasures  and  comfort 
you  expect  in  such  an  automobile. 
The  traditional  Lincoln  ride. 
Very  thoughtful  conveniences. 
And  one  of  the  highest  levels  of  luxury 
available.  The  1982  Lincoln  Town  Car. 

Why  settle  in  less? 

1982  LINCOLN 


LINCOLN-MERCURY  DIVISION 


STAR-KIST  HASN'T  PAID  A 
HEIGHT  BILL  IN  OVER  A  YEAR. 

Or  worried  about  one. 

Because  Bank  of  Boston's  Freight  Payment  Plan  pays 
their  bills  for  them. 

We  think  that  freight  rates  are  high  enough.  You 
shouldn't  have  to  deal  with  the  high  cost  of  paying  them. 

That's  why  we  screen  Star-Kist' s  invoices  for  errors, 
:atching  one-third  more  errors  than  their  previous 
>ayment  system. 

And  when  we  pay  their  bills,  we  let  Star-Kist  use  their 
>25  million  worth  or  freight  payment  money  until  the 
Loment  the  carrier  receives  credit. 

In  addition  to  improving  the  company's  cash  flow,  our 
freight  payment  service  is  helping  Star-Kist  improve  their 
flow  or  goods  by  rail,  truck  and  piggyback. 

In-depth  management  information  reports  have  been 
invaluable  to  the  improvement  of  Star-Kist' s  nationwide 
distribution  system.  Resulting  in  a  substantial  decrease  in 
working  inventory  levels,  and  hefty  reductions  in  necessary 
working  capital. 

In  California,  Bank  of  Boston  pays  Star-Kist's  freight 
payment  bills  for  less  than  they  can  cfo  it  in-house. 

Thar/ s  what  we've  done  for  them.  Now,  what  can  we 
do  for  you  ? 

To  find  out  more  about  our  (fOQsh 
Freight  Payment  Plan,  call  Rebecca       r  e  ^~^1D_ 

_        O  J  ^  1  ^  .  THE  FIRST  NATIONAL  BANK  OF  BOSTON 

Romanow,  (617)  929-6463.  BANK  OF  BOSTON 


WE'VE  DONE  IT.  WE  CAN  DO  IT  FOR  YOU. 


The 
Forbes 
Yardsticks 
1981 


ow  to  use  them 


he  Forbes  34th  Annual  Report  on  American  Industry 
leasures  management  performance  of  1 ,023  bigpublic  compa- 
res, most  with  latest  fiscal  year  sales  of  at  least  $400  million. 
The  Forbes  Yardsticks  size  up  these  companies  in  several 
ays.  We  measure  their  profitability  in  terms  of  return  on 
:ockholders'  equity  and  on  total  capital.  We  measure  their 
rowth  in  both  earnings  per  share  and  sales.  For  current  trends 
e  track  these  figures  for  the  latest  1 2  months,  while  for  a  longer 
iew  we  look  at  them  over  the  past  five  years.  We  also  measure 
leir  debt-to-equity  ratios,  net  profit  mar- 
ns  and  stock  market  performance. 
Using  all  these  measures,  we  compare 
ich  of  the  1,023  companies  against 
)mpetitors  in  its  own  industry  and 
gainst  all  1,022  other  companies.  Final- 
',  we  compare  median  numbers  for  the 
tajor  industry  groups  against  each  other.  There  are  46  major 
idustry  groups  this  year.  Of  these,  22  are  further  divided  into 
?  subgroups  to  give  a  clearer  picture  of  how  each  company 
acks  up  against  its  real  competitors. 

To  locate  a  company,  refer  to  the  table  that  begins  on  the 
;xt  page:  "Where  to  find  the  company."  It  lists  the  1,023 
)mpanies  alphabetically  and  gives  the  page  where  the  story 
lated  to  its  industry  begins  and  the  appropriate  Yardsticks 
bles  appear.  You  will  also  find  in  the  alphabetical  listing 
dw  that  company  ranks  in  terms  of  profitability,  growth  and 
ock  market  performance. 


Where  to  find  the  Yardsticks 


Industry  median  rankings,  page  244 
Profitability  rankings,  page  247 

Growth  rankings,  page  256 
Stock  market  rankings,  page  265 


subsidiaries  and  accumulated  deferred  taxes  and  investment 
tax  credits.  The  profit  figure  used  in  this  computation  is  the 
sum  of  net  income,  minority  interest  in  net  income  and 
estimated  aftertax  interest  paid  on  long-term  debt — in  other 
words,  income  before  charges  (which  means,  primarily,  inter- 
est payments  on  long-term  debt)  relating  to  the  nonequity 
portion  of  the  capital. 

The  return  on  total  capital  is  a  "basic"  measure  of  an 
enterprise's  profitability.  For  companies  that  derive  all  of 
their  capital  from  common  equity,  the  two  profitability  mea- 
sures will  be  identical.  But  a  company  that  employs  debt 
wisely  can  thereby  boost  its  return  on 
stockholders'  equity  well  above  the  re- 
turn on  total  capital.  The  time  periods 
employed  for  this  calculation  are  the 
same  as  those  for  return  on  stockholders' 


ow  they  are  calculated 


eturn  on  stockholders'  equity  Companies  obtain  their 
ipital  from  two  sources:  stockholders  and  creditors.  Return 
i  stockholders'  equity  is  the  percentage  return  on  the  stock- 
riders' portion  of  the  capital.  We  express  earnings  per  com- 
ion  share  (primary  basis)  as  a  percentage  of  the  stockholders' 
juity  per  share,  assuming  conversion  of  all  convertible  pre- 
rred,  at  the  start  of  the  year.  The  five-year  return  in  our 
ardsticks  tables  is  the  average  of  the  returns  calculated  for 
le  four  years  1977  through  1980  and  the  12-month  period 
iding  with  the  most  recent  quarterly  report.  (For  companies 
hose  fiscal  years  end  in  January,  February  or  March,  the 
:ars  1978-81  are  used  in  place  of  1977-80.) 
eturn  on  total  capital  This  figure  is  the  percentage  return 
l  a  combination  of  stockholders'  equity  (both  common  and 
eferred)  plus  capital  from  long-term  debt  including  current 
laturities,  minority  stockholders'  equity  in  consolidated 


equity. 

Debt-to-equity  ratio  This  ratio  tells  us 
to  what  extent  management  is  using  borrowed  funds  (lever- 
age) in  an  attempt  to  increase  profits.  It  is  calculated  as  of  the 
end  of  the  last  reported  fiscal  year  by  dividing  long-term  debt 
(including  current  maturities)  by  the  sum  of  stockholders' 
equity,  minority  stockholders'  interest  and  accumulated  de- 
ferred taxes  and  investment  tax  credits.  A  high  debt-to-equity 
ratio  makes  earnings  more  volatile  and  is  usually  considered 
prudent  only  in  relatively  stable  industries. 
Net  profit  margin  This  measure  gives  a  view  of  profits 
different  from  either  the  return  on  stockholders'  equity  or  the 
return  on  total  capital.  Calculated  by  dividing  net  profits  for 
the  latest  12  months  by  net  sales,  it  reveals  what  percentage 
of  each  dollar  of  revenue  is  available  for  payment  of  dividends 
and  reinvestment  in  the  business. 

Earnings  per  share  growth  To  present  a  clear  picture  and 
even  out  short-run  distortions  caused  by  very  poor  or  very 
good  years,  we  reach  back  over  ten  years  to  measure  five-year 
earnings-per-share  growth.  Using  primary  earnings  per  share, 
we  take  the  average  for  the  most  recent  five  years  (1977 
through  the  latest  12  months)  and  compute  the  percentage 
change  from  the  average  for  the  preceding  five  years  (1972 
through  1976).  We  then  express  that  change  in  terms  of  a  five- 
year  compound  annual  rate  of  growth,  since  the  midpoints  of 
the  two  periods  are  five  years  apart. 

Sales  growth  As  with  earnings  growth,  we  go  back  ten  years 
to  calculate  the  five-year  rate  of  sales  growth.  We  compare 
average  sales  for  the  company's  most  recent  five  years  against 
the  average  for  the  preceding  five  years,  and  express  the 
change  in  terms  of  a  five-year  compound  annual  growth  rate. 


Where  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 

Company                           Profitability   Growth   market  page 

Indus! 

Stock  survey 
Company                              Profitability     Growth  market  page 

Abbott  Laboratories                      162         179         169  212 
ACF  Industries                          714         707         591  LSI 
Acme-Cleveland                        635         233         257  154 
Aetna  Life  &  Casualty                  208         143         256  78 
HFAhmanson                            782         623         675  83 

Anheuser-Busch  Cos                   361            337        278  210 
Anixter  Brothers                         296            165          13  154 
ARA  Services                             734            742        955  228 
Areata                                     641            114        203  238 
Archer  Daniels  Midland               412            232        370  205 

Air  Prods  &  Chems                      287         234         594  110 
Akzona                                      955         927         910  110 
Albertson's                               121         185         178  223 
Alcan  Aluminium                        215           48         267  128 
Alco  Standard                             242         277         186  242 

Arden  Group                              914              **         141  223 
Arizona  Public  Service                 632            801         676  104 
Arkla                                        282            553         168  99 
Armco                                    673            597        542  120 
Armstrong  Rubber                      945            883        292  188 

Alexander  &  Alexander                  12         157         372  88 
Alexander  &  Baldwin                   627         733         330  193 
Alexander's                               979         955         447  226 
Alleghany                                515         326          76  88 
Allegheny  Int  l                            739         679         479  242 

Armstrong  World  Inds                 847            782        943  183 
Arvin  Industries                        533           466        733  188 
ASARCO                                   828            725        364  128 
Ashland  Oil                               60            199        373  90 
Associated  Dry  Goods                  892            855        851  226 

Allegheny  Power                         775         863         863  104 
Allen  Group                               656         438         394  188 
Allied  Corp                                714         716         584  90,110 
Allied  Maintenance                      592         774         229  154 
Allied  Products                           977         956         525  242 

Athlone  Industries                      307            548        232  120 
Atlanta  Gas  Light                        761            672        704  99 
Atlantic  Richfield                       225            146        377  90 
Auto  Data  Processing                   182            194        244  148 
Avco                                         229              42        429  88,242 

Allied  Stores                               689         586         592  226 
Allied  Supermarkets                  1015         992         973  223 
Allied  Van  Lines                          836         674         190  193 
Allis-Chalmers                            851         299         952  240 
Alcoa                                        407         138         794  128 

Avery  International                     595            442        561  1S4 
Avnet                                       265            425         107  140 
Avon  Products                             42            574        915  218,228 
Avondale  Mills                           942            906        905  216 
Baker  International                     106             93         95  151 

AM  International                        996         963         989  148 
AMAX                                      626         619         620  128 
Amdahl                                     198         949         407  144 
Amerace                                  737         829         721  154 
Amer.ida  Hess                             234         300         295  90 

Baldwin-United                          83            188         65  88 
Ball  Corp                                   508            417        274  220 
Bally  Manufacturing                     90              88          79  231 
Baltimore  Gas  &  Elec                 770           812        710  104 
BanCal  Tri-State                         769            163        275  74 

American  Airlines                       963           20         679  197 
American  Bakeries                     943         414         706  2()7 
American  Brands                         227         314         306  219,240 
Amer  Broadcasting                       163         152         486  236 
American  Can                             813         535         741  220 

BancOhio                                  878            808        753  ?4 
Bangor  Punta                              255               **         160  242 
Bank  of  New  York                       719            768        534  74 
BankAmerica                             391            424        826  74 
Bankers  Trust  N  Y                      542            475        264  74 

American  Cyanamid                    704         794         699  110,218 
American  Elec  Power                   811         900         901  104 
A  merican  Express                        220         254         581  78,88 
American  Family                         203         481         908  78 
American  General                       298         173         196  78 

Barnes  Group                             357            285        411  188 
Barnett  Banks  Fla                        566            458         148  74 
Bausch&Lomb                          217            180          94  212 
Baxter  Travenol  Labs                   382            196        327  212 
Beatrice  Foods                            408            564        919  207 

American  Greetings                     556         516         262  231 
Amer  Hoist  &  Derrick                 709         787         775  151 
American  Home  Products               32         489         599  203,214 
Amer  Hospital  Supply                  511         371         531  212,222 
American  Intl  Group                    136         145         142  78 

Beckman  Instruments                 476            158        230  140 
Becton,  Dickinson                       551             501        440  212 
Belco  Petroleum                          134            144          92  90 
Bell  &  Howell                            960            929        695  148 
Bemis                                       784            598        665  220 

Amer  Maize-Products                   859         835         590  207 
Amer  Medical  Intl                       376         126           30  212 
American  Motors                        999         963         882  190 
American  Natl  Ins                       658         240         524  78 
Amer  Natl  Resources                   624         813         758  99 

Bendix                                      229            209        506      188,  240 
Beneficial  Corp                           882            914        817  88,228 
Bergen  Brunswig                         624              14          20  222 
Berkshire  Hathaway                    725              54          34  78,242 
Best  Products                             73             33        587  228 

American  Petrofina                      449         720         303  90 
American  Standard                      104           90         252    183,  242 
American  Stores                          259         189         552    223,  228 
American  Tel  &  Tel                     670         640         686    140,  234 
AmeriTrust                                798         695         727  74 

Bethlehem  Steel                          968            950        957  120 
Big  Three  Industries                    272            152        276  154 
Big  V  Supermarkets                     113              76          44          .  223 
Bird  &  Son                                 949            951         981  183 
Black  &  Decker                          453            421         867  203 

Ametek                                     200         443         239  154 
AMF                                         787         891         543  231,242 
Amfac                                       705         760         343  242 
AMP                                           77         172         277  140 
Ampco-Pittsburgh                       564         355         412  151 

Blount                                      256            343          91  185 
Blue  Bell                                   204            276        761  216 
Boeing                                        80              24         172  195 
Boise  Cascade                            693              65        659  136,183 
Borden                                      702            580        812  207 

Amstar                                      738         846         621  207 
Amsted  Industries                       236         235         496  151 
Anchor  Hocking                          722         660         800  220 
Anderson,  Clayton                       751         462         605  205 

Borg- Warner                               620            392        326      188,  240 
Borman's                                   984            963        940  223 
Boston  Edison                            798            804        750  104 
Branifflntl                               1011            963        992  197 

Profitability:  5-year  return  on  equity.    Growth:  5-year  compounded  annual  earnings-per-share  growth. 
Stock  market:  5-year  price  change.    "Not  ranked. 
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here  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 
mpany                            Profitability   Growth   market  page 

Industry 
Stock  survey 
Company                            Profitability     Growth  market  page 

ggs&Stratton                         177         621          899  154 
stol-Myers                             169         435         356  214 
ickway  Glass                         880         853         925  220 
lOKiyn  union  v»as                     30/          oji         jjZ  yy 
>wn-Forman  Dist                      285         187           48  210 

Clark  Equipment                       646           721        917  151,190 
Cleveland  Elec  Ilium                  710           850        888  104 
Clorox                                      320            683        717  203 
Cluett,  Peabody                          864            215        417  216 
CNA  Financial                          173             *•        296  78 

)wn  Group                              474         365         240  216,228 
•wning-Ferris  Inds                   418         317          81  154 
ino's                                      **           38           *•  223 

inSWICK                                                o4Z             oal             3VO     Zol,  Z4Z 

cyrus-Erie                             447         440         931  151 

Coastal  Corp                            550           823          **  90 
Coca-Cola                                142           525        763  210 
Colgate-Palmolive                       586            779        951      203,  218 
Collins  &  Aikman                       808            762        807  216 
Colonial  Penn  Group                  257           644        909  78 

rlingtonlnds                          903         842         837  216 
rlington  Northern                    902         253         176  200 
rroughs                                   861          805         983  144 
siness  /Tien  s  /\ssur                   jV4           zd         zoo  /o 
tier  Manufacturing                  484         658         552  183 

Colt  Industries                           354            527        334  120 
Columbia  Gas  System                 646           746        624  99 
Columbia  Pictures                        8             **          32  231 
Combined  InternatI                     176            459        337  78 
CKOMBUSTION  Engnrng            263            231         188  154 

bot                                      151          37          69    110,  128 
esars  World                             95           **           10  231 
l-Maine  Foods                          994         963         966  222 
neron  iron  wonts                     zuj          ziu            3o  idi 
mpbellSoup                           522         636         861  207 

Commercial  Metals                    679           830        166  128 
Commonwealth  Edison               844           885        890  104 
Commonwealth  Energy               643           717        684  104 
Commonwealth  Oil  Ktg                997             992         998  90 
Computer  Sciences                      31             27        268      148,  195 

mpbellTaggart                        337         439         324  207 
nnon  Mills                              889         448         285  216 
pital  Cities  Commun               160         151         138   236, 238 
)itai  rioiaing                           ojz         344         0"o  /o 
rnation                                 399         531         861  207 

ConAgra                                  126             29         57  205 
Cone  Mills                                 428            226        541  216 
Connecticut  General                  416           360        420  78 
Consolidated  bdison                   766           606        367  104 
Consolidated  Foods                     469            512        550  207 

rolina  Pwr  &  Lt                        731         828         770  104 
rpenter  Technology                 273         214         157  120 
rson  Pirie  Scott                       637         422         526  226 
rter  Hawley  Hale                      /55         all         829  lib 
stle&  Cooke                          862         858         830  207 

Consol  Freightways                    115            167        390  193 
Consol  Natural  Gas                    628           537        471  99 
Consolidated  Papers                   190            168        291  136 
Consol  Petroleum                         4           895          **  90 
Consumers  Power                       758            777        819  104 

terpillar  Tractor                       240         469         730  151,190 
I  Industries                           229         521         383  154 

S                                           205         544         755  236 

CO                                                      oOO            oZU            010             1  oo 

lanese                                    666         526         535  110 

Continental  Airlines                   988           963        696  197 
Continental  Corp                       559           288        685  78 
Continental  Group                     611            391        680  220 

/'    »  „  1   ill"  ,  /  /                          ~-  ,111                  in|                             -j  a 

Continental  Illinois                     466            509        493  /4 
Continental  Tel                          575            737        618  234 

ntex                                       152         113         237  185 
rural  &  South  West                  551         741         743  104 
ntral  Illinois  Lt                       830         873         795  104 

\tr  .1    Til   D,,k  Gwrn                                                               ^                       QCC                      QCA                        1  f\A 

ntral  ill  rUD  avc                       /o4         Hob         oso  1U4 
ntl  Louisiana  Engy                     **           21           **  99 

Control  Data                              868            217         118  88,144 
Cook  United                             962             **        558  226 
Cooper  Industries                       119            147        155  154 

A  J„  l„  U  i                                                                   oic                       U  AC                II  ~>  U  Tin 

AdOlpn  COOrs                                   845               845          938  210 
Copper  we  Id                                544            774        284  120 

ntral  Soya                               853         864         805  205 
ntral  Steel  &  Wire                   479         396         131  120 
ntral  Tel  &  Utils                     363         626         433  234 
rtain-teed                                904         870         963  loo 
ssna  Aircraft                          380         463         450  195 

Corning  Glass  Works                   533            429        850  140,240 
CPC  International                       287            457        424  207 
Crane                                     489           730        460      120,  240 
Crocker  National                          477             407         564  /4 
Cross  &  Trecker                           88              45           **  154 

S  Continental                        887         878         489  222 
ampion  Intl                           605         747         876    136,  183 
ampion  Spark  Plug                  710         881         946  188 
arter                                    11          4v         no  yu 
ase  Manhattan                       706         629         263  74 

Crown  Central  Petroleum            212            148        378  90 
Crown  Cork  &  Seal                     497            414        538  220 
Crown  Zellerbach                       813            834        920  136 
C  rum  6v  rorster                            127             101         208  la 

CSX                                          883            673  200 

emical  New  York                     641         590         508  74 
esebrough-Pond's                    194         427         388  218 
ic  &  North  Western                    37         124             5  200 
ic  Pneumatic  Tool                    918         912         927  154 
romalloy  American                 424         665         539  242 

Culbro                                      566            728        760  219 
Cullum  Companies                     209              80          55  223 
Cummins  Engine                       611            338        884  188 
Curtice-bums                              322             476         191  20/ 
Cyclops                                     807            348        313  120 

rysler                                 1009         963         996  190 
ubb                                       297         174         484  78 
icinnati  «.»  &.  t                          696          796          ool  1U4 
icinnati  Milacron                    201           32          49  154 
deK                                    131         203         147  223 

Dan  River                                  871             137        357  216 
Dana                                      388           512        747  188 
Dart  61  Krart                               481            511  20/ 
Data  General                              185              98        559  144 
Dayco                                       700            761         670  242 

icorp                                     576         668         822  74 
ies  Service                              609         470         152  90 
izens  &  Sthrn  Ga                     887         852         575  74 
y  Investing                           447         220         300  242 

Dayton  Power  &  Light                820           889        864  104 
Dayton-Hudson                          138            135        439  226 
Dean  Foods                               150             99        134  207 
Dean  Witter  Reynolds                  458            567          59  71 

Inability:  5-year  return  on  equity.    Growth:  5-year  compounded  annual  earnings-per-share  growth, 
ck  market:  5-year  price  change.    "Not  ranked. 

ennuce   1  a  mi  r  a  n  v  a  inoi 


Where  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 

Company                             Profitability    Growth    market  page 

Indus 

Stock  surve 

Company                              Profitability     Growth  market  page 

Deere                                        519         683         578  190 
DEKALB  AgResearch                     505          576          836  105 
Delinarva  Power  &  Lt                   803         861          740  104 
Delta  Air  Lines                           451         472         491  197 
Deluxe  Check  Printers                   68         284          162  238 

Farm  House  Foods  249  319  28  222 
Farmers  Group  232  237  422  78 
Federal  Co  676  778  359  207 
Federal  Express  13  11  11  197 
Federal-Mogul                            287            202         33  J  188 

DennisonMfg                             441         464         279  154 
Denny's                                     252         266         601  228 
DeSoto                                      695         307         688  183 
Detroit  Edison                            843         840         813  104 
DETROITBANK                         684         641         644  74 

Fedl  Natl  Mortgage  912  932  956  88 
Federal  Paper  Board  720  831  446  136 
Federated  Dept  Stores  541  618  885  226 
Ferro  563  698  483  110 
Fidelcor                                     952            947        672  74 

Dexter                                       284         250         402  110 
Diamond  IntI                              838         879         663  220 
Diamond  Shamrock                     347         757         814  90,110 
Dibrell  Brothers                          696         585         331  222 
Di  Giorgio                                  845         208         494    207,  222 

Fieldcrest  Mills  527  260  487  216 
Figgie  International  599  430  353  242 
Firestone  980  962  965  188 
First  Bank  System  514  554  774  74 
First  Boston                               778            870        332  71 

Digital  Equipment                       343           62         321  144 
Dillard  Dept  Stores                      840         764         403  226 
Dillingham                                   **           95            **  240 
Dillon  Companies                        128         297         379  223 
Walt  Disney                               717         389         568  231 

First  Charter  Finl  865  780  844  83 
First  Chicago  876  860  752  74 
First  City  Bancorp  375  346  238  74 
First  Executive  20  10  1  78 
First  IntI  Bshs                             317            374        298  74 

Donaldson,  Lufkin                       906           64          103  71 
R  R  Donnelley  &  Sons                  511         418         323  238 
Dorchester  Gas                             51           84           87  90 
Dorsey                                    727         310         413  220 
Dover                                         79         170         105  183 

First  Interstate  439  291  233  74 
First  Natl  Boston  681  555  392  74 
First  Natl  Supermkts  585  745  937  223 
First  Pennsylvania  998  963  995  74 
First  Union  Bancorp                    643            598        537  74 

Dow  Chemical                            279         660         950  110 
Dow  Jones                                   35         328         121  238 
Dravo                                        774         749         588  185 
Dresser  Industries                        279         292         371  LSI 
Duke  Power                               655         654         649  104 

First  Wisconsin  771  518  476  74 
Fischbach  559  700  564  185 
Fisher  Foods  944  948  669  223 
Fleetwood  Enterprises  793  790  903  231 
Fleming  Companies                     359            550        366  222 

Dun  &  Bradstreet                          65         366         202  238 
ElduPont                                 428         474         791  110 
Duquesne  Light                           872         920         897  104 
Dynalectron                                 854          520          197  185 
E-Systems                                  318         319         179  195 

Flickinger  518  456  352  222 
Florida  Power  672  740  667  104 
Florida  Power  &  Lt  706  708  583  104 
Flowers  Industries  262  336  163  207 
Fluor                                         123            127        175  185 

Eagle-Picher  Inds                         548         681         866  154 
Easco                                        608         820         631  188 
Eastern  Air  Lines                         963            **         834  197 
Eastern  Gas  &  Fuel                      829         882         790  90 
Eastman  Kodak                           241         598         840  231 

FMC  639  538  593  240 
Food  Town  Stores  27  51  51  223 
Foodarama  Supermkts  946  **  918  223 
Ford  Motor  947  937  982  190 
Foremost-McKesson                    373            563         164  222 

Eaton                                        530         654         651  188 
Echlin  Manufacturing                  480         662         773  188 
Jack  Eckerd                                292         305         520  228 
Economics  Laboratory                  382         443         889  203 
Edison  Bros  Stores                       139         238         464  228 

Fort  Howard  Paper  112  227  254  136 
LB  Foster  2  *•  151 
Foster  Wheeler  120  111  115  154 
Foxboro  592  295  342  154 
Frederick  &  Herrud                     662            798        519  205 

EG&G                                         76         120           43  140 
El  Paso                                      934         954         335  99 
Electronic  Data  Syst                     137         577         135  148 
Emerson  Electric                         183         379         480  157 
Emery  Air  Freight                          25         487         896  197 

Freeport  McMoran  141  256  90  110 
Frontier  Airlines  122  181  68  197 
Fruehauf  645  610  873  190 
Fuqua  Industries  **  110  242 
GAF                                        1004            963        674  240 

Emhart                                      408         476         618  154 
Empire                                      462         273           88  90 
Engelhard                                   260         250           *•  128 
ENSERCH                                  355         614         270  99 
Entex                                          64         105         315  99 

Gannett  188  283  400  238 
Gas  Service  840  810  871  99 
Gates  Learjet  258  611  26  195 
GATX  801  814  720  151 
GEICO                                         7              **          93  78 

Envirotech                                1000         963         971  154 
Equifax                                      271         772         828  238 
Equitable  of  Iowa                         816         560         589  78 
Esmark                                      193         335         258    205,  240 
Ethyl                                         423         654         615  110 

Gelco  71  47  216  154 
General  Cinema  212  270  122  210,231 
General  Dynamics  551  432  184  195 
General  Electric  221  480  664  157,203, 
General  Foods                            384            510        628  207 

Evans  Products                            404           36         361  183 
Ex-Cell-O                                   564         342         511  154 
Exxon                                        270         514         557  90 
Fairchild  Industrie  s                        59           15  195 

General  Host  983  963  368  205 
General  Instrument  304  44  23  140 
General  Mills  302  362  642  207 
General  Motors                          749            887        970  190 

Profitability:  5-year  return  on  equity.    Growth:  5-year  compounded  annual  earnings-per-share  growth. 
Stock  market:  5-year  price  change.    "Not  ranked. 
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HARRIS 
HAS  A  SOLUTION  FOR 
YOUR  COMPANY'S  BIGGEST  PROBLEM: 

SOLUTIONS  FOR  YOUR  COMPANY'S 
SMALLER  PROBLEMS. 


Harris  super- 
minicomputers offer  soft- 
ire  applicationsjn  computer-aided  design, 
nutation  and  some  300  other  areas. 

ill  appreciate  our  line  of  communications-oriented  computer  termi 
als  (remote  batch  and  interactive).  If  s  the  broadest  in  the  industry. 

Your  MIS  executives  will  value  our  distributed  data  processing 
^sterns  for  their  speed,  power  and  unique  capabilities.  Like  multi- 
ost  support  and  word  processing  options. 

Your  communications  managers  will  recognize  the  difference  in 
ottom-line  telephone  costs  our  PBX's  can  make. 

We  also  provide  intelligent  telephones,  a  unique  private  tandem 
etworking  capability  and  business  satellite  earth  stations  that 
an  further  reduce  your  telecommunications  costs.  And  that  will 
urely  make  your  accounting  department  happy. 

The  fact  is, 
Harris  manu- 


Most  big  companies  are  made  up  of  a  lot  of 
smaller  companies.  They're  called  departments. 
And  each  has  its  own  way  of  doing  business. 

It's  the  business  of  management  to  make  sure 
that  the  efforts  of  each  department  work  in  con- 
cert with  the  rest  And  that's  a  job  Harris  can 
make  a  whole  lot  easier. 

We  offer  super-minicomputers  for  your  R&D 
and  technical  people  that  are  unmatched  in 
power,  performance  and  reliability. 
The  people  who  run  your  company's  data  center 


(hir  data  terminals  can  grow  into  sophisticated 
distributed  data  processing  systems. 


factures 
products  that 

can  improve  the  productivity  of  people  in  every 
one  of  your  departments.  Whaf  s  more,  be- 
cause they're  designed  for  future  expansion 
and  compatibility,  they  can  maximize  corporate 
productivity,  too. 
And  that's  the  biggest  contribution  we  can  make. 


For  a  copy  of  the  Harris  Integrated  Information  Processing  Systems  brochure,  send  your  business  card  or  write  on  your  company's 
ierhead  to  Jack  C.  Davis,  Group  Vice  President,  Department  6,  Information  Systems,  Harris  Corporatkm,  1025  West  Nasa  Boulevard, 

Melbourne,  FL  32919.  Or  phone  305-727-9100. 


Where  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 

Company                             Profitability    Growth    market  page 

Industr 
Stock  survey 
Company                              Profitability     Growth  market  page 

General  Public  Utils                     932         933         984  104 
General  Re                                 152         116         297  78 
General  Refractories                     992         963         913  154 
General  Signal                            434         255         463  154 
General  Tel  &  Elec                      570         696         630    140,  234 

Holiday  Inns                              669            466         185  131 
Holly  Corp                                 166            169        173  90 
Honeywell                                 517            244        358      140,  144 
Hoover                                      869            818        806  203 
Hoover  Universal                          92            434        505  188 

Genl  Tire  &  Rubber                     824         784         606  188,240 
Genesco                                 1002         992         397  216,228 
Genuine  Parts                             197         359         466  188 
GEO  International                         17           57  151 
Georgia-Pacific                            473         632         961    136,  183 

George  A  Hormel                        494            303        481  205 
Hospital  Corp  of  Am                    290            149          37  212 
Host  International                       340            298        289  228 
Household  Intl                           687            773        818       88,  226,  24 
Houston  Industries                     590           691        707  104 

Geosource                                  103           91           71  151 
Gerber  Products                          466         552         522  207 
Getty  Oil                                   331          178         495  90 
Giant  Food                                 525         503         404  223 
Gibraltar  Financial                       931          921         777  83 

Houston  Natural  Gas                    86            159        527  99 
Howell                                       34            279        816  90 
Hughes  Tool                              225            119         111  151 
Humana                                      85              34            6  212 
E  F  Hutton  Group                         75            115          24  71 

Gifford-Hill                                492         367         248  183 
Gillette                                     418         794         556  218 
Gino's                                       898         925         340  228 
Girard                                       596         445         461  74 
Godfrey                                     615         583         406  223 

Hyster                                       244            140        497      151,  190 
IC  Industries                              834            562        434      200,  242 
Ideal  Basic  Inds                          431            497        737  183 
Idle  Wild  Foods                           249            292         104  205 
Illinois  Power                             699            840        852  104 

Goldblatt  Brothers                      1012         963         978  226 
Golden  West  Finl                         215         356         389  83 
BF  Goodrich                              909         630         870  188 
Goodyear                                   875         792         848  188 
Gordon  Jewelry                           438         265         243  228 

Illinois  Tool  Works                     329            398        636  154 
Imperial  Corp  of  Am                    718            559        580  83 
INA                                          238            130        380  78 
Inco                                          935            942        974  128 
Indianapolis  Pwr  &  Lt                  581            769        712  104 

Gould                                        617         739         762  140 
WR  Grace                                 499         677         408  110,242 
WW  Grainger                             227         258         498  157 
Graniteville                              927         928         898  216 
Great  Atl  &  Pac  Tea                     995         992         988  223 

Industrial  National                      487            484        322  74 
Ingersoll-Rand                            529            717        878  154 
Inland  Steel                              901            898        969  120 
Insilco                                      418            529        387  203 
Intel                                           81              86        336  140 

Gt  Northern  Nekoosa                   543         514         628  136 
Gt  Western  Financial                   756         572         677  83 
Greyhound                                 611         713         609    193,  205 
Grumman                                  824           77         443  195 
Gulf  &  Western  Inds                    417         551         586  242 

Interco                                      544            652        614  216 
Interlake                                   899            901         702  120 
IBM                                          155            499        875  144 
Intl  Flavors  &  Frag                      159            407        722  21* 
Intl  Harvester                             961            941         994  190 

Gulf  Oil                                     636         634         548  90 
Gulf  Resources  &  Chem               987         963         694  128 
Gulf  States  Utils                          722         825         783  104 
Gulf  United                                461         473         293  78 
Halliburton                                145         183         348  185 

Intl  Minerals  &  Chem                 355            662        569  110 
Intl  Multifoods                           587            614        579  207 
International  Paper                      572            659        944  136 
Intl  Tel  &  Tel                             811            797        765  242 
InterNorth                                 320            461         536  99 

Hammermill  Paper                      766         638         616  136 
Handy  &  Harman                        178         334           40  128 
Hanna  Mining                            780         758         921  128 
Hannaford  Bros                           378         517         301  223 
Hanover  Insurance                       171          107         123  78 

Interpace                                   742            572        768  183 
Interpublic  Group                       164            275        288  238 
Interstate  Bakeries                      965            963        347  207 
Irving  Bank                                569            447        255  74 
IU  International                           62            134           •*  242 

Harcourt  Brace  Jovan                   574         689         701  238 
Hamischfeger                             900         915         886  151 
Harris  Bankcorp                          880         868         874  74 
Harris  Corp                                196           60         125  140,154 
Harsco                                      402         500         396  154 

fames  River  Corp  Va                     61              58          97  136 
Jefferson-Pilot                            620            521        793  78 
Jewel  Companies                       632            581        432  223 
Jim  Walter                                 703            809        967  183 
Johnson  &  Johnson                     273            399        454  212 

Hart  Schaffner  &  Marx                 858         594         314  216 
Hartfield-Zodys                           673            **         286  226 
Harvey  Hubbell                           391         543         304  157 
Hawaiian  Electric                        826         759         626  104 
Heck's                                       313         257         260  226 

Johnson  Controls                        308             161         280  157,188 
Jonathan  Logan                           993            963        858  216 
Earle  M  Jorgensen                       331            404         153  120 
Joy  Manufacturing                      500            427        577  151 
Kmart                                    457           507        975  226 

G  Heileman  Brewing                     39           68           33  210 
H  I  Heinz                                   410         247         350  207 
Walter  E  Heller  Intl                      630         710         718  88 
Hercules                                    679         705         853  110 
Hershey  Foods                            323         420         318  207 

Kaiser  Alum  &  Chem                  368            139        803  128 
Kaiser  Steel                                747            677        442  120 
Kane-Miller                               958            939        529  207 
Kaneb  Services                            143            437        329  185 
Kansas  City  Pwr  &  Lt                  852            871         791             104  | 

Heublein                                    500         711         811  210 
Hewlett-Packard                         269         162         273    140,  144 
Hilton  Hotels                              107           73           89  231 
Edward  Hines  Lumber                  949         923         708  183 

Kansas  Power  &  Light                  675            783        691  104 
Kaufman  &  Broad                       798              39        576  185 
Kay                                           133              17          70  205 
KDT  Industries                           650            816        980  226 

Profitability:  5-year  return  on  equity.  Growth:  5-year  compounded  annual  earnings-per-share  growth. 
Stock  market:  5-year  pnci  change.    "Not  ranked. 
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We  can  show  your  company  how  to  get 
an  effective  tax  rate  of  2.4%-4.5°/o 


WHAT  TAX  RATE  WOULD  YOUR  COMPANY  GET? 
COMPARE  YOUR  OWN  PROJECTION  WITH  THIS 
TYPICAL  HYPOTHETICAL  EXAMPLE  SHOWING 
AN  EFFECTIVE  TAX  RATE  OF  2.5% 

Sales  $5,000,000 

Profit  before  tax  500,000 
Production  worker  payroll 
5%  Payroll  deduction 

Adjusted  Taxable  Income 


$500,000 
(25,000) 


-25,000 


$475,000 


ANNUAL  INCOME  TAX  CALCULATION  BY  PERIOD 


Years 

1-5 

6-10 

11-15 

16-20 

%  Tax  Exempt 

90% 

75% 

65% 

55% 

%  Taxable  Income 

10% 

25% 

35% 

45% 

Taxable  Income 

$47,500 

118,750 

166,250 

213,750 

Calculated  Tax 

$12,475 

36,438 

56,075 

76,163 

Effective  Tax  Rate 

2.50% 

7.29% 

11.22% 

15.23% 

*Tax  exemption  duration  depends  upon  :one  in  which  firm  is  located  The  U  S 
Internal  Revenue  Code  Section  936  lets  you  bring  current  profits  home  without 
US.  taxes  However,  a  Puerto  Rican  tollgate  tax  of  between  5%  and  10%,  depending 
on  the  conditions  under  which  funds  are  repatriated,  will  be  levied. 

©  1981  Puerto  Rico  Economic  Development  Administration 


But  here's  the  real  bottom  line. 


Over  2600  mainland  American  companies  have  set  up  shop 
i  Puerto  Rico.  Most  came  for  the  very  low  effective  tax  rates,  the 
est  under  the  American  flag.  In  1980  they  netted  a  total  of  $3.2 
illion  in  profits. 

If  that  isn't  the  bottom  line,  what  is? 
•    In  Puerto  Rico,  it's  people  —our  greatest  natural  resource. 

Manufacturers  quickly  learn  that  Puerto  Rico's  work  force  is 
itelligent,  skilled,  loyal  and  productive.  Our  workers  have 
nmense  pride  in  their  accomplishments.  They  are  quick 
arners.  Fast  business  start-ups  are  the  rule,  not  the  exception. 


As  D.V.  d'Arbeloff,  Chairman-CEO,  Millipore  Corp.  puts  it: 
"Puerto  Rico  has  been  an  extremely  happy  situation  for  Millipore. 
The  tax  break  is  great.  But  the  key  to  it  all  is  that  loyal,  intelligent, 
responsive  work  force." 

Puerto  Rico  is  the  ideal  second  home  for  American 


business.  Because  we  get  things  done. 

Puerto  Rico, U.S.  A.. 

The  ideal  second  home  for  American  business. 


We  get  things  done* 

1  For  more  information  write  us  on  your  company  letterhead  Puerto  Rico  Industrial  Development,  Dept  FM-22,1290  Avenue  of  the  Americas,  New  York.  NY  10104  Or  call  us  toll-free  (8001  22  3-0699 

Ask  for  Carlos  Marque;.  Deputy  Administrator  In  New  York  State,  call  (212)  245-1200 


Where  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 

Company                             Profitability    Growth    market  page 

Indus 

Stock  surve 

Company                              Profitability     Growth  market  page 

Kellogg                                        73         454         776  207 
Kellwood                                   890         864         933  216 
Kelly  Services                             52         112          41  148 
Kemper                                      149         102         204  78 
Kentucky  Utilities                       908         919         879  104 

Masco  132  252  418  183 
Masonite  546  538  427  183 
Massey-Ferguson  1010  963  999  190 
Mattel  661  •«  365  231 
May  Dept  Stores                         611             589        843  226 

Kerr  Glass  Mfg                            848         617         839  220 
Kerr-McGee                                607         644         598  90 
Keystone  Consolidated                982         960         766  120 
Keystone  Foods                          116         191          78  205 
Kidde                                        507         412         344  242 

Maytag  96  724  824  203 
MCA  312  393  507  231 
McCormick  527  527  633  207 
McDermott  789  892  398  185 
McDonald's                                129            175        521  228 

Kimberly-Clark                           295         300         435    136,  218 
King  Kullen  Grocery                     904         623         317  223 
Knight-Ridder  News                     395         285         311  238 
Knudsen                                    589         339         360  207 
Koppers                                     685         752         916  240 

McDonnell  Douglas  690  667  452  195 
McGraw-Edison  658  575  647  157 
McGraw-Hill  192  222  110  238 
McLean  Trucking  911  934  991  193 
McLouth  Steel                           1003            963        990  120 

Kroger                                       503         235         223  223 
Laclede  Gas                                665         682         683  99 
Lane  Bryant                              756         747         491  228 
LearSiegler                                98          94         228  188,242 
Leaseway  Transportation               154         409         457  193 

Mead  276  300  611  136 
Mellon  National  750  605  469  74 
Melville  69  197  423  216,228 
Memorex  877  **  948  144 
Mercantile  Bancorp                     539            675        737  74 

Levi  Strauss                                 40           79         226  216 
Levitz  Furniture                          568         216         451  228 
Libbey-Owens-Ford                      857         893         895  188 
Liberty  Natl  Ins  Hid                     685         608         632  78 
Eli  Lilly                                      183         549         604  214 

Mercantile  Stores  536  546  530  226 
Mercantile  Texas  237  269  139  74 
Merck  114  501  551  214 
Meredith  385  69  101  238 
Merrill  Lynch                             459            503        444  71 

Lincoln  National                         671         414         554  78 
Liquid  Air                                  591         723         953  110 
Litton  Industries                         440             5           56  242 
Lockheed                                   249         693           64  195 
Loews                                     118          85         159  78,219 

Metromedia  28  55  29  236 
Fred  Meyer  425  350  130  223 
MGM  Grand  Hotels  146  206  231 
Michigan  National  474  541  567  74 
Middle  South  Utils                      724            831         801  104 

Lone  Star  Industries                     537          i84         533           1 8  ? 
Long  Island  Lighting                    646         836         787  104 
Longs  Drug  Stores                        210         400         756  228 
Longview  Fibre                            744         875         414  136 
Louisiana  Land                             92         587         700  90 

Midland-Ross  488  374  510  154 
Milton  Bradley  333  222  415  231 
Minnesota  Gas  493  690  754  99 
Minn  Mining  &  Mfg  170  406  744  240 
Mission  Insurance                        30              31          52  78 

Louisiana-Pacific                         526         601         597    136,  183 
Louisville  Gas  &  Elec                   805         862         891  104 
M  Lowenstein                             971         744         225  216 
Lowe's  Companies                       444         694         945  222 
LTV                                            »*            **           **    120,  242 

Missouri  Pacific  116  316  219  200 
Mitchell  Energy  &  Dev  15  53  61  90 
Mobil  300  325  362  90 
Modern  Merchandising  603  697  894  228 
Mohasco                                    967            936        883  203 

Lubrizol                                      86         363         512  110 
Lucky  Stores                               124         524         681  223 
Lukens  Steel                               917         869         657  120 
M/A-Com                                  276         132            8  140 
Macmillan                                 976         957         319  238 

Monfort  of  Colorado  985  963  517  205 
Monsanto  823  880  860  110 
Montana  Power  801  867  682  104 
Moore  Corp  301  588  779  148 
Moore  McCormack  Res                489            423        459  193 

RHMacy                                  366         200         183  226 
Magic  Chef                                727         243         640  203 
Mallinckrodt                              324         349         438  110,212 
Malone  &  Hyde                           344         491         654  222 
Manhattan  Industries                   928         190         247  216 

|P  Morgan  522  584  635  74 
Morrison-Knudsen  432  198  80  185 
Morse  Shoe  386  176  346  228 
Morton-Norwich  485  207  316  110 
Motorola                                   436            361         574  140 

Manufacturers  Hanover                571         631         731  74 
Manufacturers  National                784         762         784  74 
Manville                                    838         701         968  183 
MAPCO                                     102         432         892  90 
Marathon  Oil                              303         378         128  90 

Munford  974  958  515  223 
G  C  Murphy  938  911  853  226 
Murphy  Oil  246  245  53  90 
Nabisco  Brands  364  491  **  207 
Nalco  Chemical                            90            353        354  110 

Marine  Midland  Banks                 915         838         171  74 
Marion                                        45           41         488  90 
Marriott                                     369         149         154  231 
Marsh  &  McLennan  Cos                 41         332         509  88 
Marsh  Supermarkets                    365         263         215  223 

Nash  Finch  495  668  608  222 
Nashua  391  268  659  148 
National  Can  687  637  345  220 
National  City  561  686  855  ?4 
Natl  Convenience  Strs                  89            109          18  223 

Marshall  Field                             916         903         922  226 
Martin  Marietta                          324         247         231    195,  240 
Marvland  Cup                                          306         235  220 
Maryland  National                       651         647         563  74 

National  Distillers  731  731  692  210,240 
National  Fuel  Gas  792  764  613  99 
National  Gypsum  617  383  562  183 
Natl  Medical  Entrprs                   285            107            9  212 

Profitability:  5-year  return  on  equity    Growth:  5-year  compounded  annual  earmngs-per-share  growth. 
Stock  market:  5-year  price  change.    "Not  ranked. 
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The  three 
most  important 

letters  in 
typing. 


Call  IliM  Direct  800-631-5582  Ext.  1<>.  I"  New  Jersey  800-352-4960  Ext.  10.  In  Hawaii/Alaska  800-526-2484  Ext.  10. 


Where  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 

Company                             Profitability    Growth    market  page 

Industi 
Stock  survey 
Company                              Profitability     Growth  market  page 

Natl  Semiconductor                     248         220         612  140 
National  Svc  Inds                        278         425         281  242 
National-Standard                        894         854         771  120 
National  Steel                             926         897         954  120 
National  Tea                              713            "         242  223 

Parker  Drilling                             78              89          72  185 
Parker-Hannifin                          341            459        474  154 
Parker  Pen                                 109            133         165  148 
Parsons                                       50            118          35  185 
Pay  Less  Drug  NW                      235            272         181  228 

Nationwide                                837         482         140  78 
Natomas                                    100         141          108     90,  193 
NBD  Bancorp                             726         643         703  74 
NCNB                                       561         506         477  74 
NCR                                         293           52         609  144 

Pay'n  Save                                 444            493        759  228 
Peabodylntl                                               963  154 
Peavey                                      714            786        437  205 
Penn  Central                              691              92         112  242 
Penn-Dixie  Inds                         1008            963        986  183 

New  England  Electric                   646         717         566  104 
N  Y  State  Elec  &  Gas                   731         801         826  104 
New  York  Times                         446         464         220  238 
Newmont  Mining                        556         704         308  128 
Niagara  Frontier  Services               174         318         436  223 

Penn  Traffic                               554            557        789  223 
PennCorp  Financial                     855            289        211  78 
IC  Penney                                 754            728        958  226 
Penn  Power  &  Light                    729            837        809  104 
Pennwalt                                   682            601         788  110 

Niagara  Mohawk  Power                778         831         725  104 
N1COR                                      459         638         625  99 
AC  Nielsen                                238         358         227  238 
NIKE                                            1             6            •*  216 
NL  Industries                              426         478           67  240 

Pennzoil                                    67           310        195  90 
Peoples  Drug  Stores                     477            131         246  228 
Peoples  Energy                            548            713        645  99 
PepsiCo                                     165            329        445  210 
Perini                                        883            641          82  185 

NLT                                          794         644         650  78 
Nordstrom                                  313         242         205  228 
Norfolk  &  Western  Ry                  622         304         320  200 
Norris  Industries                         406         601         301  183 
North  American  Coal                   616         601         516  90 

Perkin-Elmer                              328            193         194  140 
Petrie  Stores                               70            344        887  228 
Petrolane                                   111            225         132  90 
Pettibone                                   923            908        745  151 
Pfizer                                      404            622        337  214 

North  Amer  Philips                    531         479         656  140 
Northeast  Utilities                       866         905         739  104 
No  Indiana  Pub  Svc                     874         918         939     99,  104 
No  States  Power                          676         789         732  104 
Northern  Trust                            808         751         735  74 

Phelps  Dodge                             929            917        798  128 
Phibro                                        21             100           **  222 
Phila  Electric                            848            872        820  104 
Philadelphia  Natl                        760            756        726  74 
Philip  Morris                            135            211        304  219 

Northrop                                    148         121          197  195 
Northwest  Airlines                      925         846         655  197 
Northwest  Bancorp                      502         496         749  74 
Northwest  Energy                        349         452         200  99 
Northwest  Industries                   186         239         109  242 

Phillips  Petroleum                       166            184        547  90 
Phillips-Van  Heusen                   941            635        339  216 
Piedmont  Aviation                      100            212          16  197 
Pillsbury                                    396            369        734  207 
Pioneer                                       33             128         117  99 

Northwestern  Steel                     730         848         799  120 
Norton                                      396         332         214  154 
Norton  Simon                             605         666         746  207 
Nucor                                       36          71          27  120 
NVF                                          573         620         180    120,  128 

Pioneer  Hi-Bred  Intl                     108            222        205  205 
Pitney  Bowes                             233              70        386  148 
Pittsburgh  National                     577            579        462  74 
Pittston                                     897            940        872       90,  228 
Playboy  Enterprises                    895            722        573  238 

Occidental  Petroleum                    48         273         659  90 
Ogden                                     379         493         282  242 
Ohio  Casualty                              84         136         271  78 
Ohio  Edison                               848         910         930  104 
Oklahoma  Gas  &  Elec                  817         896         868  104 

Pneumo                                    495             117         192  195,223 
Polaroid                                     886            670        960  231 
HK  Porter                                 772            322        718  154 
Portland  Genl  Elec                      896            926        912  104 
Potlatch                                    603            650        766  136 

Old  Republic  Intl                          99           96         261  78 
Olin                                          893         354         603  240 
Olympia  Brewing                        930         827         993  210 
Oneok                                       207         367         512  99 
Outboard  Marine                         921         922         924  231 

Potomac  Elec  Power                    772            793        607  104 
PPG  Industries                           580            564        637  183,240 
Procter  &  Gamble                      267           498        797  203,218 
Provident  Life  &  Acc                   399            387        375  78 
Public  Service  Colo                    859           907        833  104 

Owens-Corning  Fbrgls                  456         382         900  183 
Owens-Illinois                            776         606         668  220 
Pabst  Brewing                             959         943         962  210 
PACCAR                                   144         182         382  190 
Pac  Gamble  Robinson                  797         839         714  222 

Public  Service  Indiana                  581             753        904  104 
Pub  Svc  Elec  &  Gas                     791            801         764  104 
Pueblo  International                    806               "        470  223 
Purex  Industries                          538            706        523  203 
Purolator                                   465            780         158      148,  188 

Pacific  Gas  &  Elec                       781         842         673  104 
Pacific  Lighting                           623         558         421  99 
Pacific  Pwr  &  Lt                          742         844         832  104 
Pacific  Resources                       432         446          99  90 
Paine  Webber                             870         703         161  71 

Quaker  Oats                               387            324        465  207 
Quaker  State  Oil                        640           849        837  90 
Questor                                     978            953         503  188 
Rainier  Bancorp                          533            402        425  74 
Ralston  Purina                            451            571         907  207 

Palm  Beach                                               59         100  216 
Pan  Am  World  Airways                                •*         935  197 
Panhandle  Eastern                                  440         416  99 
Pantry  Pride                              1013         963         942  223 

Ramadalnns                              957            931         472  231 
Rath  Packing                            1014            992        987  205 
Raychem                                 367             82        129  157 
Raymond  Intl                             466            395        641  185 

Profitability:  5-year  return  on  equity.    Growth:  5-year  compounded  annual  earnings-per- share  growth. 
Stock  market:  5-year  price  change.    "Not  ranked. 
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The  Swiss  Bank  Corporation  Keys. 
They  have  opened  financial  doors  throughout  the  world 

since  1872. 


SWISS  BANK  CORPORATION 


Main  Office  U.S.A.:  New  York.  Branch  Offices:  Chicago  and  San  Francisco.  Agency:  Atlanta. 
Representative  Offices:  Los  Angeles  and  Houston. 


1 1 


and  will  still  be  mining  here  well  into  the  next  century. 

Deep  in  this  copper  mine  is  the  ke> 
to  harnessing  the  sun's  energy 

more  ef f  icientl] 


You  can  probably  guess  what  these  are  just  by  their 
ape:  solar  absorber  plates.  When  the  suns  rays  strike 
3ir  surfaces,  they  heat  circulating  fluids  that  will,  in 
"n.  heat  your  household  water  or  your  home. 

Simple?  Not  entirely.  Under  extreme  conditions,  tem- 
ratures  within  a  collector  can  soar  to  400°F  during  the 
y.  then  drop  to  freezing  at  night.  It  takes  a  tough  plate 
withstand  this  kind  of  stress.  And  using  all  copper,  our 
lar  Enterprises  unit  builds  solar  absorber  plates  that 
?et  the  test. 


No  other  practical  material  can  match  copper's  heat 
conductivity.  That's  one  reason  our  U.S.  mining  operations 
produce  on  average  about  600  million  pounds  of  it  each 
year-about  20%  of  all  U.S.  production.  And  our  U.S. 
manufacturing  divisions  transform  about  a  billion  pounds 
of  copper  into  everything  from  copper  rod  to  condenser 
tube,  from  magnet  wire  to  mobile  antennas. 

If  you  depend  on  copper,  you  can  depend  on  us. 

Phelps  Dodge.  300  Park  Avenue,  -  - 

New  York.  New  Yor  k  j 0022  phClOS 

dadgB 


The  copper  people  from  Phelps  Dodge. 


AVIS  BELIEVES 

TRYING  HARDER 
IS  STILLTHE  BEST  WAY 
TO  DO  BUSINESS. 


Trying  harder.  To  Avis  that  means  giving  you  the  service  you 
expect  and  deserve. 

The  Avis  maintenance  system  is  a  good  example.  Every  car  receives 
9  safety,  7  comfort  and  6  cleanliness  checks  before  you  drive  it  away.  The 
proof  is  on  every  mirror:  the  Avis  maintenance  checklist,  signed  by  the 
service  agent  who  personally  inspected  your  Avis  car. 

It's  that  kind  of  attention  to  detail  by  nearly  2,000  Avis  employees 
that  keeps  the  Avis  car  better  maintained  than  the  average  family  car. 


Avis  features  6M  cars  like  the 
Pontiac  Bonneville. 


AVIS 


For  reservations  and  full  details,  call  Avis  toll  free  at  800- jjI-1212.  Or  see  your  travel  consultant. 
Maintenance  procedures  may  vary  at  certain  locations. 


"  1981  Avis  Rent  A  Car  System,  Inc.,  V  i- 


here  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 
mpany                            Profitability   Growth   market  page 

Industry 
Stock  survey 
Company                              Profitability     Growth  market  page 

^-theon                                    124          142         133  140,195,242 
A                                          554         680         902  88,236,240 
iding&  Bates                           293         313           47  185 
;ves  Brothers                           489         280         187  216 
chhold  Chemicals                    919         916         934  110 

Seatrain  Lines                          1006              *•       1000  193 
Seaway  Food  Town                      401            341         209  223 
Security  Pacific                           430            271        299  74 
SEDCO                                     472            503          86  185 
Service  Merchandise                      72              83        381  228 

iance  Group                             6           **          46  78 
>ublic  Airlines                        972         959         545  197 
jublic  Finl  Svcs                        244         264         113  78 
mblic  New  York                     178         294          63  74 
mblic  of  Texas                       381         364         236  74 

Servicemaster  Inds                       23            106         66  212 
Shaklee                                       18              74        500  212 
Shell  Oil                                    334            312        210  90 
Sheller-Globe                            913            938        849  188 
Sherwin-Williams                       948            930        653  183 

mblic  Steel                             920         799         815  120 
earch-Cottrell                         832         228         880  154 
ortslntl                                 16            8          38  231 
a-oDS                                   189          177         449  228 
rere  Copper                           708           •*         374  128 

Shopwell                                   953               **        250  223 
Sigmor                                      157            267          60  90 
Signal  Companies                        469            205         116  190,242 
Signode                                     546            613        748  154 
Singer                                     924              **        821  203,242 

rlon                                       214         326         929  218 
[nord                                     524         626         757  154 
Reynolds  Inds                        222         581         409  219 
/nolds  Metals                         668         258         932  128 
hardson-Vicks                         **         376           **  214 

Skyline                                      821            894        847  231 
AO  Smith                                885            195        796  188 
Smith  International                     180            164         177  151 
SmithKline                                19             87         85  214 
Snap-On  Tools                            105            217        571  188 

gel  Textile                              631          567         638  216 
eAid                                    181         155         151  228 
2                                            63           16         217  193 
id  way  Express                        168         405         846  193 
>ertshaw  Controls                   856         701         780  157 

Sonoco  Products                          350            315         189  220 
So  Carolina  E  &  G                        748            826        802  104 
Southeast  Banking                     656            611        307  74 
Southern  Calif  Edison                  751            788        468  104 
Sputhern  Company                      819            877        831  104 

[Robertson                           427         321         156  183 
[Robins                                 662         816         736  214 
:hester  Gas  &  Elec                    808         799         785  104 
:kwelllntl                              421         487         269  195,242 
im&Haas                            700         431         485  110 

So  Natural  Resources                   305            410        224  99 
So  New  England  Tel                     721            670        555  234 
Southern  Pacific                          922            683        671  200 
Southern  Railway                        583            386        385  200 
Southern  Union                          254            541         540  99 

lr  Industries                            336            **         271  195 
lins                                       191         449         426  240 
>erCorp                                 795"         380         528  203 
e's  Stores                             746         213         440  226 
^al  Crown  Cos                        736         899         716  210 

Southland                                  435            339        489  223 
Southwest  Forest  Inds                  734            370        287  136,183 
Southwestern  Pub  Svc                  324            692        778  104 
Sperry                                       602            521         869  144,240 
Springs  Mills                              933            675        265  216 

Idick                                     521           35         127  223 
n  Homes                              398         633         687  185 
ler  System                              161           43          150  193 
:co                                      339         160         518  78 
:way  Stores                           651         805         949  223 

Square  D                                     92            390        689  157 
Squibb                                       599            766        643  214 
AEStaleyMfg                            454            596        430  205 
Stanadyne                                377           564        294  1^4 
Std  Comml  Tobacco                     140            155          73  222 

a                                           666         727         368  228 
aul  Companies                       261         245         405  78 
tegis  Paper                              710         771         804  136 
ibo's  Restaurants                  1007         963         997  228 
Diego  Gas  &  Elec                    803         859         715  104 

Standard  Oil  Calif                        264            308        222  90 
Standard  Oil  Indiana                    266            357        310  90 
Standard  Oil  Ohio                         14              23         193  90 
Stanley  Works                            471            401         363  203 
Stauffer  Chemical                        350            534        808  110 

ta  Fe  Industries                      777         413         340  200 
taFelntl                                218         154           62  185 
annah  Foods                          660         711         201  205 
in                                         10            4         648  148 
on  Industries                         956         884         639  220 

Sterling  Drug                              462            738        478  214 
J  P  Stevens                                 951             909        742  216 
Stewart-Warner                          682            731        697  154 
Stokely- Van  Camp                      907            791        349  207 
Stone  Container                        449           616        282  220 

ering-Plough                           175         561         947  214 
Schlitz  Brewing                       986         963         928  210 
lumberger                                22           46         124  140 
VI                                          783         347         600  242 
3A  Industries                           52           18           19  216,226 

Stop  &  Shop                               740            734        410  223 
Storage  Technology                       49              40           4  144 
Strawbridge  &  Clothier                818            592        456  226 
Subaru  of  America                          3               9            3  190 
Suburban  Propane  Gas                 442            507        399  90 

t  Lad  Foods                             975         963         823  222 
tt&Fetzer                             298         623         570  242 
tt  Paper                                 788         592         782  136,203 
vill                                       481           97         825  183,203 
board  Allied  Milling                503         192         102  205 

Sun  Chemical                           130             28        146  110 
Sun  Company                             357            470        325  90 
Sunbeam                                   698            653        585  203 
Sundstrand                               171            170        167      154,  195 
Super  Food  Services                     629            595        751  222 

first                                       462         436         448  74 
gram                                     597         296         170  210 
•  Searle                                  664         904          145  214 
rs  Roebuck                             833         807         964  88,226 

Super  Valu  Stores                          57            123         106  222 
Superior  Oil                                 26              72          84  90 
Supermarkets  General                  224             104         143  223 
Swift  Independent                         **               "           **  205 

Stability:  5-year  return  on  equity.    Growth:  5-year  compounded  annual  earnings-per-share  growth 
ck  market:  5-year  price  change.    **Not  ranked. 

Where  to  find  the  company 


Rank 

Rank 

Industry 
Stock  survey 

Company                             Profitability    Growth    market  page 

Indu 

Stock  survi 

Company                              Profitability     Growth  market  page 

Sybron                                       813         819         712  242 
Sysco                                        345         281           31  222 
Talley  Industries                         989         963         977  203 
Tandy                                           9           30           17    228,  231 
TECO  Energy                              513         657         652  104 

Universal  Foods  411  519  634  207 
Universal  Leaf  338  323  376  222 
Upjohn  187  330  453  214 
USF&G  110  103  482  78 
USLLFE                                     437            556        467  78 

Tecumseh  Products                     309         483         504  154 
Tektronix                                   247         125         384  140 
Telecom                                  973         952         959  193 
Teledyne                                     24           26           45    140,  242 
Tenneco                                    414         686         786       90,  99,  242 

Utah  Power  &  Light  790  855  769  104 
Valero  Energy  389  **  *•  99 
Valley  National  342  261  290  74 
Varian  Associates  936  735  218  140 
VF                                            290            455        259  216 

Tesoro  Petroleum                        329         913         595  90 
Texaco                                      486         664         544  90 
Texas  Commerce  Bshs                 268         282         174  74 
Texas  Eastern                             315         452         502  99 
Texas  Gas  Transmn                     370         493         419  99 

Va  Electric  &  Power  863  887  781  104 
Vornado  991  963  211  226 
Vulcan  Materials  156  277  241  240 
Wachovia  592  569  473  74 
Wal-Mart  Stores                           44              56          36  226 

Texas  Instruments                       335         384         865  140 
Texas  Oil  &  Gas                           38           63           21  90 
Texas  Utilities                            598         736         659  104 
Textron                                     654         776         723  242 
Thiokol                                     362         371           98    110,  195 

Waldbaum  578  388  251  223 
Walgreen  371  217  126  228 
Wang  Laboratories  47  22  2  144 
Warnaco  508  3  83  216 
Warner  Communications               58              66          15  231 

Thriftimart                                 583             2           42  223 
Thrifty  Corp                               609         468         455  228 
Tiger  International                       740         713         646  151,197 
Timelnc                                    443         351         221  238 
Times  Mirror                              195         229         211  238 

Warner-Lambert  753  889  923  214 
Washington  Gas  Light  879  785  401  99 
Washington  National  694  538  395  78 
Washington  Post  97  122  137  238 
Waste  Management                     147              78          12  154 

Timken                                     578         578         546  154 
Todd  Shipyards                             46            **           14  195 
Toledo  Edison                             786         902         914  104 
Toro                                         873         864         623  203 
Tosco                                           5           19           50  90 

Del  E  Webb  835  536  810  185,231 
Weis  Markets  211  308  207  223 
Wells  Fargo  510  393  582  74 
West  Point-Pepperell  764  546  666  216 
Western  Air  Lines                      938            946        935  197 

Toys  "R"  Us                                65           81           39  228 
Trane                                      651         377         549  183 
Trans  World                               910             1         428  197 
Transamerica                              327         166         328     88,  242 
Transco  Companies                     315         345         199  99 

Western  Co  No  Amer  43  61  7  151 
Western  Union  954  874  351  234 
Westinghouse  Electric  520  249  458  157,240 
Westmoreland  Coal  981  961  976  90 
Westvaco                                   515            484        572  136 

Transway  Intl                             413         647         678  193 
Travelers                                   403         201         475  78 
Trinity  Industries                          54         129         120  154 
TRW                                         201         397         393  242 
Turner  Construction                    281         569         144  185 

Wetterau  539  750  845  222 
Weyerhaeuser  506  726  941  136,  183 
Wheelabrator-Frye  372  229  312  154 
Wheeling-Pitts  Steel  966  935  355  120 
Whirlpool                                  305            486        772  203 

Tyler                                         157         331         309  154 
Tyson  Foods                               483         490           54  205 
US  Air                                     82          12         182  197 
UAL                                         891         380         877  197 
UGI                                          691         590         431  99 

White  Consolidated  422  688  658  203,  242 
Whittaker  243  13  25  242 
Wickes  Companies  830  351  835  228 
WICOR  761  755  729  99 
Willamette  Inds                          414            628        728  136,183 

UMC  Industries                          745         822         857  154 
Union  Camp                               353         533         893  136 
Union  Carbide                            617         742         842  110,240 
Union  Electric                            759         824         859  104 
Union  Oil  California                    310         449         149  90 

Williams  Companies  822  886  622  110 
Wilson  Foods  1001  992  **  205 
Winn-Dixie  Stores  219  529  711  223 
Wisconsin  Elec  Power  766  766  724  104 
Wisconsin  Pwr  &  Lt                    678            754        693  104 

Union  Pacific                              599         261         234     90,  200 
Uniroyal                                    990         963         841  188 
United  Brands                             970            7         690  207 
United  Energy  Resources                55           50         114  99 
United  Merch  &  Mfrs                 1005         963         985  216 

Wisconsin  Public  Svc  637  699  705  104 
Witco  Chemical  374  449  501  1 10 
FWWoolworth  763  649  906  226 
Worthington  Inds  29  75  75  120 
WmWrigleyJr                            455            708        709  207 

U  S  Bancorp                               350         373         391  74 
United  States  Gypsum                  390         204         499  183 
US  Home                                  198           67         245  185 
U  S  Industries                             969         945         602  242 
United  States  Shoe                       283         290         253  216 

Wyman-Gordon  223  241  96  195 
Xerox  318  532  911  148 
Yellow  Freight  System  497  814  979  193 
Zale  556  419  512  228 
Zapata                                      827            770          22  242 

United  States  Steel                       937         924         926  120 
United  Technologies                    345         410         627  195,242 
United  Telecom                          310         609         560  234 
Univar                                       348         402         119  222 

Zayre  796  28?  74  226 
Zenith  Radio  940  944  972  203 
Zurn  Industries                          360            186        249  154 

Profitability:  5-year  return  on  equity.    Growth:  5-year  compounded  annual  earnings-per-share  growth. 
Stock  market:  5-year  price  change.    "Not  ranked. 

66 


FORBES  1ANUARY  4  198] 


■  Kings.  1  mi),  "tar".  0.2  mg. -nicotine 
av.  per  cigarette  by  FTC  method. 


I  1981  haw  r  c 


The  pleasure  is  back. 

BARCLAY 


BARCLAY  BARCLAY 


Warning:  The  Surgeon  General  Has  Determined 
That  Cigarette  Smoking  Is  Dangerous  to  Your  Health. 


99%  tar  free. 


I  MG  TAR 


Telemarketing: 

how  to 
thrive  in  the  new 
economic  climate. 

mm  Telemarketing  is  the  dramatic  new  way  to  meet  and  beat 
the  soaring  cost  of  doing  business  today.  It  combines  the  two-way,  personal 
contact  capabilities  of  the  Bell  network  with  basic  marketing  principles. 

You  decide  your  marketing  objective.  It  can  be  simple 
or  complex,  ranging  from  order  taking  to  full  account  management.  Bell 
will  then  show  you  how  to  create  a  Telemarketing  facility,  staffed  full  time 
by  your  specially  trained  people,  operating  under  pre-set  procedures, 


supported  by  stimulation  programs,  and  backed  in  some  cases  by 
data  systems. 

This  facility  will  let  you  conduct  conventional  marketing 
activities  in  innovative  ways. 

Your  Telemarketing  center  can  be  tailored  to  handle  full-scale 
promotions,  with  people  taking  orders  from  prospects  who  respond  to 
the  800  number  in  your  catalog  or  your  advertising. 

Or  we'll  show  you  how  it  can  provide  better  customer  service. 

How  it  can  support  your  sales  force  in  the  field  and  reduce 
wasted  in-person  visits.  And  how  to  increase  sales  and  reduce  the  cost 
of  handling  accounts. 

Operating  through  the  Bell  network,  the  world's  largest  and 
most  advanced  information  management  system?  your  facility  can  yield 
amazing  benefits— from  improved  cash  flow  and  fast  feedback  on 
promotions  to  lowered  costs,  greater  revenue  and  increased  productivity. 

We  can  discuss  programs  and  network  services  (such  as 
800  Service,  Outward  WATS,  and  Remote  Call  Forwarding)  and  help  you 
select  what  is  best  suited  to  your  needs. 

♦  All  you  have  to  do  is  call  now  1  QAA  QQ1  OIOI 
1-80OS21-2121,  toll  free.  In  Missouri,  call  \~  0\J\J  ~  O  A\~  A\ A\ 
1^800^892^2121. 

Put  our  knowledge  to  work  for  your  business.  «    i  Bell  System. 

The  knowledge  business 


Put  A&A's  environmental 
risk  planning  to  the  acid  test. 


Alexander  &  Alexander's  special 
National  Environmental  Action  Team  can 
help  safeguard  your  company's  assets. 
We  view  financial  risk  through  your  eyes. 
Look  beyond  the  treatment,  transportation 
and  storing  of  hazardous  wastes  to  the  en- 
tire spectrum  of  pollution  liabilities — from 
generation  to  disposal. 

With  A&A,  you'll  have  access  to 
expert  environmental  scientists  who  do 
detailed  on-site  risk  assessments.  And  we'll 
integrate  insurance  coverage  with  an 
ongoing  pollution  loss  control  program. 
That's  important.  Especially  now,  when 
businesses  must  comply  with  new,  more 
stringent  EPA  regulations  and  protect  them- 
selves against  environmental  liabilities, 
particularly  those  resulting  from  gradual 
and  non-sudden  pollution. 

Only  by  working  from  the  client's 
point  of  view  can  we  be  sure  a  company  gets 
the  most  comprehensive,  cost-efficient  pro- 
grams possible. 

Full  pollution 
liability  coverage 

This  insider's  vantage  point  enables  us 
to  be  in  the  vanguard,  formulating  contracts 
that  go  beyond  hazardous  waste  coverage 
to  full  pollution  liability  protection. 

Because  we  anticipated  such  cover- 
age would  burgeon  in  importance,  our  88 
U.S.  offices  have  environmental  insurance 
coordinators  with  ready  access  to  our 
corporate  expertise.  We  maintain  strong 
contacts  in  Washington  to  stay  up-to-the- 
minute  in  this  rapidly  evolving  field.  And 
help  insurers  develop  pollution  coverages  to 
assure  you  of  adequate  capacity  and  com- 
petitive terms. 

We  are  ready  to  look  at  any  business 
—medium  or  large— in  any  industry  and 
help  create  a  total  compliance  program. 

We  think  a  big  reason  A&A  has 
become  one  of  the  largest  and  most  trusted 
insurance  brokers  worldwide  is  that  we 
work  the  same  way  with  every  client. 
From  the  client's  point  of  view.  And  in  our 
business,  that's  the  acid  test. 


Alexander 
^Alexander 

From  the  client's  point  of  view. 


Experts  from  Advanced  Environmental  Technology  Corp  of  Morris  Plains,  New  Jersey, 
cleaning  up  improperly  handled  hazardous  wastes. 


The  jury  is  still  out  on  the  wisdom  of  conglom- 
erating  Wall  Street  brokerage  houses.  But  the 
rush  to  buy  up  a  number  of  them  has  created  a 
lot  of  happy  millionaires. 


Brokerage 


By  Richard  Stern 


F|  orget  stocks.  A  pox  on  bonds. 
The  hottest  buys  on  Wall  Street 
these  days  are  Wall  Street's  own. 
Sears,  Roebuck  pays  $575  million 
for  Dean  Witter  Reynolds.  Prudential 
shells  out  $384  million  for  The  Bache 
Group.  American  Express  pays  $950 
million  in  stock,  or  about  3  times  book 
value,  for  Shearson  Loeb  Rhoades. 
BankAmerica  Corp.  forks  over  $53 
million  for  Charles  Schwab  Corp.,  the 
largest  discount  broker  of  stock  and 
bond  transactions.  Phibro  buys  Salo- 
mon Brothers,  big  and  prestigious. 
Bechtel  Corp.  acquires  about  60%  of 
Dillon,  Read,  small  and  prestigious. 

Altogether,  at  least  $2.2  billion  has 
changed  hands  so  far  since  the  great 
buy-up-the-brokers  stampede  went 
into  full  swing  in  1981.  What's  it  all 
about?  Is  the  rush  to  put  together  fi- 
nancial supermarkets  just  another 
mega-fad; 
The  fact  is,  some  of  those  who 


think  Wall  Street  is  paved  with  gold 
may  find  they  have  acquired  more 
trouble  and  less  earnings  than  they 
bargained  for. 

For  one  thing,  says  A.  Michael  Up- 
per of  Lipper  Analytical  Distributors, 
which  follows  the  publicly  traded  bro- 
kerage houses,  a  lot  of  these  buyouts 
may  have  come  at  a  cyclical  earnings 
peak.  Besides,  how  do  you  put  a  value 
on  a  brokerage  firm?  Paying  2  or  3 
times  book  value  for  a  service  com- 
pany, which  is  only  worth  something 
if  its  personnel  stay  on,  may  be  more 
than  a  little  dangerous,  says  another 
industry  analyst,  Perrin  H.  Long  Jr. 
Merrill  Lynch  learned  that  the  hard 
way  a  couple  of  years  back  when  it 
acquired  White  Weld,  whose  sales 
force  deserted  in  droves. 

Similarly,  The  Bache  Group,  which 
has  never  been  among  the  leaders  in 
institutional  trading,  back  in  1977  ac- 
quired Shields  Model  Roland  Holding 
Corp.,  which  was  known  for  its  exper- 
tise in  trading  for  the  big  banks,  insur- 


ance companies  and  mutual  funds. 
The  Shields  traders,  too,  found  the 
Bache  atmosphere  wrong  for  them 
and  left — along  with  Bache's  hopes  to 
become  big  with  the  institutions. 

There's  a  lesson  here  for  the 
Searses  and  Prudentials  of  the  world. 
Sahford  Weill,  chairman  of  Shearson/ 
American  Express,  is  very  much 
aware  of  it.  There's  a  special  "entre- 
preneurial spirit"  in  the  brokerage 
business,  Weill  says;  it  may  take 
some  doing  by  giant  conglomerates, 
which  are  run  by  committee,  to  ad- 
just to  Wall  Street's  ways. 

And  Wall  Street's  salaries.  In  some 
of  the  newly  acquired  firms,  big  sales 
producers  can  earn  more  than  the 
chairman  of  the  board.  In  fact,  in  no 
industry  outside  of  sports  and  enter- 
tainment can  so  many  earn  so  much  so 
fast.  Last  year,  for  instance,  a  score  of 
salesmen,  investment  bankers  and 
traders  drew  over  $1  million  in  com- 
pensation, while  Roger  Birk,  chairman 
of  the  largest  brokerage  firm  in  the 
country,  earned  only  $674,000  in  1 980. 
Can  executive  egos  in  big  corporations 
deal  with  some  of  the  help's  making 
more  than  they  do? 


rokerage 
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But  while  the  jury  may 
be  out  on  who  wins  and 
who  loses  among  the  gi- 
ants moving  into  the 
brokerage  game,  there 
are  some  big  winners  already — those 
happy  sellers.  The  partners  at  Salo- 
mon Brothers,  for  example,  got  not 
only  all  their  capital  in  cash  but  also 
an  equal  amount  of  Phibro  Corp.'s 
convertible  debentures.  The  figures 
haven't  been  released,  but  industry  es- 
timates are  that  Salomon  Brothers 
Chairman  John  Gutfreund  now  is 
worth  something  like  $25  million  in 
cash  and  securities  from  the  Phibro 
deal.  And  many  of  the  firm's  61  other 
general  partners  walked  away  with 
profits  of  $5  million  each. 

Over  at  Shearson,  Weill  is  no  piker 
either.  He  started  21  years  ago  with  a 
$30,000  investment  in  a  little  firm 
called  Carter,  Berlind,  Potoma  & 
Weill,  Inc.  A  lot  of  acquisitions  and 
mergers  later,  he  owns  American  Ex- 
press stock  worth  $27  million,  which 
pays  about  $1.3  million  in  dividends  a 
year.  Then  there's  Arthur  Levitt  Jr.,  a 
former  Shearson  partner.  Levitt,  who 
had  enough  faith  in  Weill  not  to  sell 
his  Shearson  stock  when  he  became 
chairman  of  the  American  Stock  Ex- 
change in  1977,  now  owns  about  $14 
million  worth  of  American  Express 
stock  paying  $657,000  a  year. 

In  fact,  many  Wall  Street  veterans 
can  hardly  believe  all  this  is  happen- 
ing. After  all,  back  in  the  1970s  a  lot  of 
them  feared  they  wouldn't  be  able  to 
raise  the  capital  to  keep  their  firms 


John  Whitehead  of  Goldman,  Sachs 
Do  banks  have  the  right  stuff? 

going.  As  recently  as  1974,  earnings  of 
the  publicly  traded  brokerage  houses 
averaged  only  0.4%  on  revenues.  Now 
this  jackpot. 

To  people  like  Dwight  Faulkner,  it's 
a  happy  ending.  Faulkner  once  feared 
that  his  small  but  highly  regarded  in- 
stitutional research  firm,  Faulkner, 
Dawkins  &  Sullivan,  could  not  find 
the  capital  to  keep  up.  Back  in  1977, 
with  his  earnings  clobbered  by  the 
end  of  fixed  commissions,  Faulkner 
decided  to  sell  out  to  a  larger  firm  for 
stock  then  worth  about  $1.8  million. 
The  acquiring  firm  happened  to  be — 
you  guessed  it — Shearson.  A  happy 


Sandy  Weill  of  Shearson/Amex 

That  special  entrepreneurial  spirit 

Faulkner,  now  a  vice  chairman  o 
Shearson/Amex,  is  currently  word 
about  $24  million  in  American  Ex 
press  stock. 

With  financial  security  for  life,  wil 
these  new  millionaires  feel  like  work 
ing  when  the  skiing  is  good  at  Bat 
Gstaad  and  the  trout  are  rising  in  thi 
high  Rockies? 

Partners  and  shareholders  aren't  thi 
only  ones  who  have  made  out  big.  S< 
did  the  dealmakers.  The  42-year-ol< 
independent  investment  banker  an< 
arbitrageur  Salim  (Sandy)  Lewis  mad' 
$3.5  million  for  putting  the  Shearson 
American  Express  deal  together.  Firs 


"I  thought  I  was  fired" 


If  Sears,  Roebuck  and  Prudential  are  looking  for 
ways  to  make  their  brokerage  acquisitions  work, 
they  might  do  well  to  look  up  35-year-old  Peter  Co- 
hen, vice  chairman  of  Shearson/American  Express. 
Don't  be  put  off  by  his  youth. 
Cohen  probably  has  had  more  ex- 
perience putting  successful  bro- 
kerage house  mergers  together 
than  just  about  anyone  else  on 
Wall  Street,  with  the  possible  ex- 
ception of  his  boss,  Shearson/ 
Amex  Chairman  Sanford  Weill. 

Weill,  of  course,  in  the  space  of 
seven  years,  buik  the  second-larg- 
est brokerage  firm  on  Wall  Street 
by  successfully  acquiring  a  lot  of 
ailing  firms  such  as  Shearson 
Hammill  and  Loeb  Rhoades. 
While  Weill  wheeled  and  dealed, 
Cohen  watched  operations.  Not 
an  easy  job.  Remember  that 
Shearson  a  year  ago  swallowed 
giant  Loeb  Rhoades  with  nary  a 


Shearson/Amex'  Peter  Cohen 
The  nuts-and-bolts  man. 


burp  while  Paine  Webber  almost  was  put  out  of  busi- 
ness by  a  back  office  crisis  after  it  acquired  Blyth 
Eastman  Dillon. 
Cohen's  star  began  to  rise  in  1973  when  Weill  was 
named  the  new  CEO  of  Hayden 
Stone.  He  took  Cohen,  then  27, 
to  lunch  and  told  him  candidly:  "I 
don't  know  how  to  run  a  big  bro- 
kerage firm.  I  want  you  and  me  to 
learn  together."  Cohen  almost 
fell  off  his  chair.  Having  worked 
for  another  executive  who  lost 
out  when  Weill  became  Hayden's 
CEO,  Cohen  recalls,  "I  thought  I 
was  going  to  be  fired."  Instead, 
that  lunch  marked  the  beginning 
of  a  swift  rise  at  Hayden  and  later 
at  Shearson  (when  Hayden  ac- 
quired Shearson  Hammill  in 
1974)  that  has  taken  Cohen  to 
the  number  two  spot  at  Shearson/ 
Amex  and  the  board  of  American 
Express. — R.S. 


Boston,  the  Pru-Bache  matchmaker, 
got  $3.9  million,  while  Goldman, 
Sachs  made  $2  million  for  performing 
the  Dean  Witter-Sears  nuptials. 

There's  little  doubt  that  more  big 
paydays  lie  ahead.  E.F.  Hutton,  sec- 
ond-largest U.S.  brokerage  house,  re- 
mains independent — but  TransAmer- 
ica  Corp.,  the  big  San  Francisco-based 
conglomerate,  is  nibbling;  it  has  about 
a  3%  interest  in  Hutton.  So  far,  Hut- 
ton  President  George  Ball  declares  the 
firm  will  not  be  acquired — and  broker- 
age firms  are  not  likely  to  be  dragged 
to  the  altar  against  their  will  since  the 
management  and  sales  force  can  sim- 
ply walk  out.  But  who  knows  what 
inducements  may  be  dangled  in  front 
of  Ball  and  his  salesmen? 

If  Hutton  remains  independent,  it 
will  have  to  face  continuing  inroads 
into  businesses  that  once  were  exclu- 
sively Wall  Street's.  For  years  the 
brokers  have  been  successfully  fight- 
ing off  the  efforts  of  commercial 
banks  to  get  Congress  to  let  them  into 
investment  banking.  The  odds  are 
that  during  this  year  or  next  Congress 
will  give  the  banks  at  least  a  beach- 
head by  letting  them  underwrite  rev- 
enue bonds.  In  fact,  Ball  says  he  sees 
the  day  when  Hutton  might  consider 
buying  a  bank  in  self-defense — to 
serve  the  loan  needs  of  its  stock  and 
bond  customers.  Merrill  Lynch,  of 
course,  has  been  profitably  browsing 
on  the  fringes  of  the  banking  business 
with  its  $38  billion  in  money  market 
funds.  There's  also  the  Merrill  Cash 
Management  Account,  complete  with 
Visa  card,  which  allows  customers  to 
save  and  also  to  borrow  through 
checks.  In  short,  banking  in  every- 
thing but  the  name. 

So  what  happens  to  the  indepen- 
dents? John  Whitehead,  co-managing 
partner  of  Goldman,  Sachs,  thinks  the 
banks,  for  example,  may  not  have  the 
stuff  to  make  it  in  Wall  Street's  wheel- 
ing-dealing investment  banking 
world.  And  Richard  Zorn,  who  with 
his  partner  Charles  Balis  runs  the 
small  firm  of  Balis  &  Zorn,  Inc.,  sees 
opportunity  in  the  great  stampede  to 
buy  up  Wall  Street.  Balis  &  Zorn 
serves  wealthy  individual  clients  like 
John  Denver,  Zom  says,  and  as  bro- 
kerage houses  become  conglomer- 
ated, prepackaged  and  sanitized,  these 
big,  rich  customers  will  opt  for  the 
personal  touch. 

Will  the  independent  broker  sur- 
vive? That  remains  to  be  seen.  But 
one  thing  is  clear:  If  the  independents 
go  the  way  of  the  buggy  whip,  it  will 
not  come  about  before  a  lot  more  hap- 
py millionaires  are  created  on  Wall 
Street.  ■ 


Find  out 
why  Intel, 
Motorola, 
Honeywell, 
Signetics, 
Sperry  and 
Johnson  & 
Johnson 
are 

expanding 
into 

New  Mexico. 

All  of  them. 
All  at  once. 

Call  Al  Dietz 

Director  of  Economic  Development 

1-800-545-2184 

or  write: 

Commerce  and  Industry  Department 
Economic  Development  Division 
Bataan  Memorial  Building 
Santa  Fe,  New  Mexico  87503 


If  interest  rates  come  down  a  bit  this  year,  that's 
good,  obviously,  for  banks  and  their  borrowers. 
But  the  forces  :hat  may  cause  a  drop  in  rates 
may  also  cause  a  boost  in  loan  losses. 


Banks 


by  Allan  Sloan 


T|  he  good  news  this  year  is  sup- 
posed to  be  that  the  economy  is 
slipping  so  badly  that  'oan  de- 
mand will  be  low  enough  to  allow  the 
federal  government  to  finance  its  defi- 
cit without  sending  rates  back 
through  the  roof. 

Indeed,  that  may  be  good  news  if  it 
forces  interest  rates  down  for  a  while. 
The  bad  news  is  this:  It  will  also  play 
hob  with  banks'  loan  losses.  Two 
years  of  interest  rates  in  the  middle  to 
high  teens  have  sapped  the  strength  of 
many  borrowers,  both  business  and 


consumer.  A  sharp  drop  in  the  econo- 
my could  kill  off  many  of  these  weak- 
ened customers. 

It  could  be  even  worse  than  when 
the  economy  went  south  in  1974-75. 
Then,  the  big  bank  casualties  were 
real  estate  loans,  especially  those  to 
real  estate  investment  trusts.  This 
time  around,  many  borrowers  are  vul- 
nerable, perhaps  across  the  board.  If 
there  is  a  deep  recession,  says  James 
Wooden,  a  Merrill  Lynch  banking  an- 
alyst, "the  credit  problems  will  be 
more  dispersed  [than  in  1974-75].  It 
could  be  small-  and  middle-market 
commercial  and  industrial  loans,  it 


could  be  real  estate,  it  could  be  some 
single-family  homes  with  excesses  of 
pyramiding  mortgages." 

Even  without  loan  problems,  bank 
profits  are  already  under  pressure. 
Look  at  the  gyrations  many  bank 
holding  companies  went  through  in 
the  second  half  of  last  year  to  keep 
profits  up.  They  sold  investments  and 
real  estate  holdings  at  a  gain,  and 
booked  profits  by  buying  in  long-term 
bonds  at  less  than  par.  They  had  to,  or 
thought  they  had  to:  Their  sharehold- 
ers didn't  buy  bank  stocks  for  a  ride 
on  a  roller  coaster. 

While  they  cope  with  these  prob- 
lems, their  rivals  steal  a  march.  The 
banks  have  been  waiting  for  inter- 
state banking  for  years,  and  that's  a 
little  like  waiting  for  Godot.  While 


Banks 
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8 

13.3  ■ 

2 

Manufacturers  Hanover 

14.4 

5 

14.1 

0.5 

11.2 

4 

11.3 

3.5 

22.0 

4 

9.2 

7 

Citicorp 

14.3 

6 

10.6 

1.5 

7.1 

8 

9.8 

2.4 

22.9 

3 

8.2 

8 

Chemical  New  York 

13.4 

7 

16.5 

0.4 

12.0 

7 

9.9 

3.9 

19.3 

6 

10.1 

5 

Chase  Manhattan 

12.7 

8 

14.1 

0.6 

9.7 

9 

9.4 

3.6 

18.3 

7 

9.3 

6 

Bank  of  New  York 

12.5 

9 

12.7 

0.1 

12.0 

5 

11.3 

3.6 

23.1 

2 

5.1 

9 

Marine  Midland  Banks 

7.6 

10 

9.8 

0.5 

8.3 

10 

6.4 

3.2 

12.6 

10 

2.4 

10 

.Medians 

14.4 

14.1 

0.5 

12.0 

11.3 

3.8 

19.7 

9.7 

Regional  banks 

Mercantile  Texas 

20.1% 

1 

20.2% 

0.4 

16.0% 

4 

15.0% 

7.6% 

47.4% 

1 

17.8% 

3 

Texas  Commerce  Bshs 

19.5 

2 

22.1 

0.1 

20.9 

1 

18.1 

9.1 

30.7 

2 

17.5 

5 

First  Inti  Bshs 

18.6 

3 

20.6 

0.6 

15.8 

5 

14.9 

7.9 

25.6 

5 

15.2 

10 

Valley  National 

18.1 

4 

18.1 

0.0 

19.3 

2 

17.0 

8.0 

18.2 

22 

18.0 

2 

U  S  Bancorp 

18.0 

5 

17.5 

0.6 

12.5 

9 

14.1 

10.0 

17.6 

23 

15.2 

9 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
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WITH  DOUBLE-DIGIT  INFLATION, 
WOULD  HE  HAVE  TRADED 
CORN  FUTURES? 


Thomas  Jefferson  knew  how  to  raise  crops, 
make  money  and  help  form  and  guide  a 
new  nation. 

But  Corn  Futures?  Too  risky? 

Our  answer:  Whatever  his  decision,  he 
certainly  would  have  learned  the  facts.  Not 
depended  on  word  of  mouth  reports  of  tre- 
mendous profits.  Or  of  tremendous  losses. 

The  fact  is,  opportunity  does  exist  in 
Corn  Futures  for  the  knowledgeable, 
adequately  funded  individual.  And  along 
with  that  opportunity,  risk. 


However,  with  a  carefully  worked  out 
plan,  there  are  ways  to  diminish  risk. 

It's  a  proven  concept.  In  operation  for 
132  years  at  the  Chicago  Board  of  Trade, 
the  world's  leading  and  largest  volume 
futures  exchange. 

Corn,  Wheat,  Soybean  or  Oat  Futures. 
The  opportunity  is  here. 

For  our  information  package  Call  800/621-4641. 
In  Illinois  800/572-4217.  Ask  your  broker. 


§i  Chicago  Board  of  Trade 

141  W.  Jackson  Blvd.,  Chicago,  IL  60604 


the  banks  wait,  S&Ls 
and  near-banks  such  as 
Merrill  Lynch,  Sears, 
Roebuck  and  American 
Express  are  edging  into 
the  banking  business. 

Misery  loves  company,  though,  and 
the  best  thing  banks  have  going  for 
them  is  the  more  serious  troubles  af- 
flicting the  thrift  industry.  The 
thrifts — savings  and  loan  associations 
and  mutual  savings  banks — are  still 
sitting  on  $700  billion  of  deposits,  de- 


spite their  stricken  state.  In  the  cur- 
rent climate  of  deregulation,  banks 
are  greedily  eyeing  the  sinking  S&Ls 
and  their  deposits. 

Here's  why:  Though  their  profits 
are  under  pressure,  the  industry  i> 
still  profitable,  solidly  so,  while  the 
thrifts  are  bleeding  from  every  pore. 
Banks,  whose  portfolios  are  heavily 
weighted  to  adjustable-rate  loans,  can 
pay  more  for  deposits  than  the  thrifts 
can.  Should  deregulation  finally  ap- 
pear, large  parts  of  savings  and  loan 


deposits  are  vulnerable  to  bank: 
"If  the  thrifts  bid  competitively  t 
try  and  keep  their  savings  deposit! 
they'll  see  their  earnings  disappear, 
says  Jonathan  Gray,  Sanford  C.  Berr 
stein's  S&L  analyst.  "If  they  don't  bi 
competitively,  they'll  see  their  depO! 
its  disappear." 

Indeed,  despite  their  potential  pro! 
lems  in  1981,  bank  stocks  may  tur 
out  to  be  a  good  investment.  Th 
prospect  of  interstate  banking  ha 
made  many  regional  banks  takeovt. 


Banks 


Yardsticks  of  management  performance 


Profitability 


Growth 


Return  on  equity 


latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-y 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rar 

First  City  Bancorp 

1 7.5% 

6 

20.7% 

0.1 

19.1% 

3 

16.2% 

8.4% 

27.9% 

3 

15.7% 

7 

Republic  of  Texas 

17.4 

7 

18.1 

0.4 

15.5 

8 

14.3 

6.9 

26.4 

4 

15.3 

1 

BankAmerica 

17.2 

8 

13.1 

0.3 

10.7 

11 

13.4 

3.6 

20.1 

11 

13.8 

14 

Security  Pacific 

16.6 

9 

16.7 

0.6 

12.6 

10 

13.7 

5.1 

19.9 

13 

17.8 

i 

First  Interstate 

16.3 

10 

15.9 

0.5 

12.8 

16 

13.1 

5.9 

16.8 

30 

17.2 

6 

Seafirst 

15.9 

11 

15.4 

0.3 

13.3 

7 

14.3 

5.7 

21.7 

8 

13.6 

15 

Continental  Illinois 

15.9 

12 

15.5 

0.4 

12.2 

14 

13.2 

4.0 

23.2 

6 

11.9 

21 

Michigan  National 

15.7 

13 

12.4 

0.4 

10.0 

17 

12.5 

5.7 

17.1 

28 

1 1.4 

23 

Crocker  National 

15.7 

14 

12.0 

0.4 

9.5 

25 

1 1.3 

3.4 

18.8 

18 

14.2 

13 

Industrial  National 

15.5 

15 

17.8 

0.9 

10.7 

30 

10.5 

6.7 

14.8 

35 

12.3 

18 

Northwest  Bancorp 

15.3 

16 

14.0 

0.5 

10.8 

21 

11.9 

6.2 

19.9 

15 

12.1 

1<J 

Wells  Fargo 

15.2 

17 

13.8 

0.9 

10.6 

23 

11.7 

4.0 

19.8 

16 

14.6 

11 

First  Bank  System 

15. i 

18 

13.9 

0.4 

1 1.3 

18 

12.5 

6.5 

18.5 

21 

11.0 

24 

Rainier  Bancorp 

14.9 

19 

14.0 

0.2 

12.3 

15 

13.2 

6.1 

20.2 

10 

14.4 

12 

Mercantile  Bancorp 

14.7 

20 

14.6 

0.4 

11.6 

24 

1 1.5 

6.6 

18.9 

17 

7.9 

34 

National  City 

1  A  C 

U.Z 

a  a 

y.4 

e 
j 

1  A  Ci 
1 4.V 

o.z 

21.3 

9 

7.6 

35 

NCNB 

14.5 

21 

14.2 

0.5 

10.8 

32 

10.4 

5.4 

16.3 

32 

11.9 

20 

Barnett  Banks  Fla 

14.5 

23 

15.9 

0.3 

13.4 

22 

11.8 

7.2 

17.5 

24 

13.0 

17 

Pittsburgh  National 

14.3 

24 

14.8 

0.2 

13.6 

12 

13.4 

6.5 

20.0 

12 

10.3 

27 

Wachovia 

14.1 

25 

14.7 

0.0 

14.4 

13 

13.4 

7.9 

14.1 

38 

10.7 

26 

Girard 

14.0 

26 

14.8 

0.4 

11.9 

29 

10.7 

7.0 

10.6 

41 

13.4 

Id 

First  Union  Bancorp 

13.4 

27 

13.7 

0.2 

12.9 

20 

12.2 

6.1 

19.9 

14 

10.0 

28 

Maryland  National 

13.4 

28 

15.0 

0.3 

12.1 

28 

11.0 

7.4 

18.7 

20 

8.8 

33 

Southeast  Banking 

13.3 

29 

15.2 

0.5 

11.5 

33 

10.0 

6.4 

18.8 

19 

9.8 

30 

First  Natl  Boston 

13.0 

30 

14.9 

0.6 

10.7 

38 

9.2 

3.8 

22.0 

7 

11.0 

25 

DETROITBANK 

13.0 

31 

10.4 

0.1 

9.8 

19 

12.2 

5.1 

17.3 

26 

8.9 

31 

NBD  Bancorp 

12.4 

32 

10.6 

0.2 

9.7 

27 

11.2 

5.4 

14.2 

37 

8.9 

32 

Mellon  National 

12.1 

33 

12.1 

0.4 

10.4 

31 

10.4 

5.2 

15.2 

34 

9.9 

29 

Philadelphia  Natl 

118 

34 

10.6 

0.3 

8.7 

37 

9.3 

4.7 

13.5 

39 

5.5 

38 

BanCal  Tri-State 

11.7 

35 

6.0 

0.4 

5.3 

39 

9.0 

2.4 

10.2 

42 

22.9 

1 

First  Wisconsin 

11.7 

36 

13.3 

0.3 

111 

36 

9.4 

4.9 

12.0 

40 

11.8 

22 

Manufacturers  National 

11.5 

37 

2.5 

0.2 

2.7 

34 

9.9 

1.1 

17.3 

25 

5.3. 

3? 

AmeriTrust 

11.2 

38 

10.3 

0.0 

10.3 

26 

11.2 

8.7 

14.4 

36 

7.2 

it 

Northern  Trust 

1 1.0 

39 

11.6 

0.1 

10.9 

35 

9.7 

4.3 

16.3 

31 

5.7 

37 

First  Chicago 

9.5 

40 

7.7 

0.3 

6.9 

43 

7.9 

2.3 

17.0 

29 

hi 

42 

BancOhio 

9.4 

41 

11.4 

0.0 

11.0 

40 

8.8 

5  6 

15.9 

33 

3.7 

4( 

Harris  Bankcorp 

9.3 

42 

7.5 

0.0 

7.5 

42 

8.5 

3.0 

17.3 

26 

0.4 

M 

Citizens  &  Sthrn  Ga 

9.2 

43 

16.4 

0.1 

15.4 

41 

8.6 

7.3 

10.0 

43 

1.7 

41 

Fidelcor 

5.0 

44 

14.0 

0.5 

11.7 

44 

4.8 

5.6 

6.9 

45 

-15.7 

4- 

First  Pennsylvania 

def 

45 

def 

3.0 

def 

45 

def 

def 

8.5 

44 

P-D 

4? 

Medians 

14.5 

14.0 

0.3 

11.3 

11.7 

5.9 

17.6 

11.4 

Industry  medians 

14.4 

14.1 

0.4 

11.5 

11.3 

5.6 

18.3 

11.0 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Return  on  total  capital 


Sales 


Note:  Explanation  of  Yardsticks  calculations  on  page  51. 
P-D:  profit  to  deficit,    def:  deficit. 
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Bank  rates  posted  in  New  York 
And  now  for  the  bad  news. 

possibilities.  In  the  past  few  years 
these  stocks  have  been  selling  at 
heavy  discounts  from  book  value.  It's 
a  reasonable  assumption  that  acquisi- 
tions would  be  made  at  close  to  book, 
and  probably  higher. 

One  element  driving  up  the  price  of 
regional  bank  stocks  is  that  bank 
companies  have  begun  investing  in 
each  other,  both  as  a  potential  foot- 
hold for  interstate  activities  and  as  an 
acquisition  play  should  another  bank 
decide  to  buy  in.  The  Bank  Holding 
Company  Act  allows  bank  companies 
to  buy  up  to  5%  of  other  bank  compa- 
nies. The  takeover  potential,  com- 
bined with  the  fact  that  dividends 
paid  to  a  bank  company  are  85%  tax- 
exempt,  has  made  the  regionals  at- 
tractive buys  for  other  regionals. 

All  these  factors  have  lured  big  out- 
side money  to  regional  banks,  giving 
some  of  their  stocks  sharp  recent 
gains.  Some  pension  funds  have  got- 
ten into  the  game,  figuring  that  the 
regionals  are  a  good  buy  at  today's 
depressed  prices  and  that  any  take- 
over benefits  the  funds. 

But  the  immediate  problems  re- 
main. Loan  losses  are  an  enormous 
potential  problem  that  may  give  no 
warning  before  they  show  up.  The 
easiest  way  to  keep  profits  up  is  to 
keep  loan  loss  provisions  low,  on  the 
assumption  that  sooner  or  later  some 
miracle  will  bail  the  borrowers  out. 
But  if  the  loss  provisions  have  been 
kept  low  and  the  borrowers  get  into 
trouble,  the  need  to  make  up  for  past 
leniency  can  blow  profits — and  cap- 
ital— right  out  of  the  water. 

As  ever,  quality  will  pay.  ■ 


We  expect  the  best 
from  our  people. 
We  get  it. 


We  get  it  because  they  are  the  best  In  the  last  five  years,  Amarex  realized 
a  334%  increase  in  gas  and  oil  sales  Income  from  operations  increased 
389%     challenges  successfully  met  by  Amarex  people  Tomorrow's 
challenge  is  clear  But  then,  our  people  are  accustomed  to  meeting 
challenges    -  John  W  Mason,  President  and  CEO 


AMAREX 


PO  Box  1678  •  Oklahoma  City,  Oklahoma  73101 


FOR  SALE:  8,000 
ACRES  IN  NEIGHBORHOOD 
OF  WHITE  HOUSE. 

When  you  choose  to  locate  your  company  in  Fairfax  County, Virginia, 
you  can  select  a  site  from  over  8,000  acres  just  30  minutes  from  Capitol 
Hill.  That  kind  of  access  is  what  brought  over 
1,500  major  corporations  and  associations  here, 
including  Honeywell, Mobil  Oil  andTRW.  And 
not  only  will  your  move  to  Fairfax  County  put 
you  in  close  proximity  to  the  legislative  and 
regulatory  bodies  of  government,  it'll  also 
remove  you  from  many  big-city  problems. 

Of  course,  the  cultural  and  aesthetic 
advantages  of  Fairfax  County  are  another 
story.  That's  not  for  sale,  it's  free. 


Name_ 


Title 


Company. 


Phone . 


Address  _ 


City. 


.State . 


_Zip . 


Inquire  in  confidence  to:  Mr.  David  Edwards,  Executive  Director,  Fairfax  County  Economic  De\ ;Jopment 
Authority.  8330  Old  Courthouse  Rd. .Suite  800. Tysons Gimer. Vienna, Virginia  22180  Phone  (703)  790-0600 


l_ 


FAIRFAX  COUNTY,  VIRGINIA 


F504 
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Once  again,  interest  rates  are  coming  down 
while  insurance  underwriting  ratios  are  being 
driven  toward  historic  highs.  Why  can't  the  in- 
dustry  avoid  this  lethal  cycle? 


Insurance 


By  Jay  Gissen 


T|he  insurance  industry,  more 
than  any  other,  needs  stability 
and  predictable  economic 
trends.  But  nowadays  it's  hard  to  see 
ten  days — let  alone  ten  years — ahead. 

Take  the  plight  of  property-casualty 
insurers.  For  two  years  they  have  been 
driving  down  rates  in  bidding  wars. 
With  short-term  interest  rates  ap- 
proaching 20%,  it  made  sense  to  bid 
low  for  business,  to  have  the  use  of 
the  customers'  premium  money  until 
claims  started  coming  in. 

But  with  short-term  rates  falling, 
decreasing  that  investment  income, 
property-casualty  now  finds  itself  at 


the  bottom  of  the  underwriting  cycle 
and  in  trouble.  The  industry's  under- 
writing ratio  is  threatening  to  drive 
past  the  alltime  high  of  109,  set  in  late 
1974.  In  that  year  the  industry  paid 
out  $1.09  in  claims  for  every  $1  it 
received  in  premiums.  The  downturn 
won't  ease  until  at  least  mid- 1982. 

The  losses — plus  overhead — must 
be  covered  by  investment  income, 
which  is  dropping.  Some  thinly  cap- 
italized insurers  who  gambled  on  in- 
terest rates  staying  high  may  bleed 
badly  before  they  can  raise  rates. 

Of  course,  those  lower  interest 
rates — even  if  only  temporary — will 
be  helpful.  With  rates  dropping,  the 
insurance  companies'  depressed  bond 


portfolios  will  perk  up.  But  there's  i 
danger  in  that,  too.  The  danger,  cau 
tions  analyst  David  Seifer  of  Firs 
Boston,  is  that  the  companies  wil 
think  their  problems  are  behinc 
them:  "They  could  take  that  im 
proved  balance  sheet  and  reinves' 
that  improvement  right  back  into  th< 
price  competition." 

Who  will  fare  best  in  the  unstablt 
environment  that  may  become  a  fac 
of  life  in  insurance?  Companies  with ; 
diverse  mix  of  insurance  businesses,  o: 
whose  mix  is  higher  in  personal  lines 
will  be  best  off.  Firms  such  as  St.  Paul 
American  International  Group  anc 
Chubb,  who  have  had  a  tighter  dis 
counting  policy,  should  also  outper 
form  the  industry  in  1982.  Says  Op 
penheimer  &  Co.  analyst  Myron  Pi 
coult:  "They  have  been  trying  to  sta) 
on  the  fringe  of  price  competitior 


Insurance 


Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  oh  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-y. 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

ran 

life  &  accident 

First  Executive 

36.3% 

1 

36.2% 

0.0 

24.1% 

2 

20.3% 

1.7% 

80.9% 

78.1% 

Combined  Internatl 

21.8 

2 

21.0 

0.0 

21.0 

1 

21.4 

12.5 

13.2 

7 

13.0 

6 

American  Family 

21.0 

3 

10.9 

0.2 

9.5 

3 

19.7 

3.9 

34.6 

2 

12.4  . 

8 

Business  Men's  Assur 

17.2 

4 

14.3 

0.0 

14.7 

5 

15.3 

10.1 

5.3 

16 

44.4 

2 

Provident  Life  &  Acc 

17.1 

5 

14.1 

0.0 

14.1 

4 

17.1 

7.5 

5.8 

15 

14.9 

5 

USLIFE 

16.4 

6 

14.8 

0.5 

12.0 

7 

13.6 

11.6 

12.1 

8 

10.9 

13 

Gulf  United 

16.0 

7 

15.1 

0.4 

11.5 

10 

13.1 

"  9.3 

17.1 

3 

12.6 

7 

Jefferson-Pilot 

13.8 

8 

12.7 

0.0 

12.6 

6 

13.7 

11.4 

10.4 

10 

11.7 

10 

Capital  Holding 

13.7 

9 

13.7 

0.0 

13.6 

8  • 

13.5 

10.8 

10.0 

12 

11.4 

12 

American  Natl  Ins 

13.2 

10 

10.9 

0.0 

10.8 

9 

13.2 

1 1.1 

9.6 

13 

18.9 

3 

Liberty  Natl  Ins  Hid 

18.0 

11 

13  2 

0.0 

13.2 

11 

12.9 

!  2  s 

10.5 

9 

9  9 

15 

Washington  National 

12.9 

12 

13.1 

0.0 

11.8 

12 

11.3 

4.6 

16.5 

4 

11.4 

11 

NLT 

11.3 

13 

10.9 

0.1 

10.5 

13 

11.0 

17.0 

8.9 

14 

8.8 

16 

Equitable  of  Iowa 

10.9 

14 

8.6 

0.2 

7.3 

15 

9.7 

4.0 

16.2 

5 

10.8 

14 

Nationwide 

10.4 

15 

8.2 

0.0 

8.5 

14 

10.6 

4.8 

10.4 

11 

12.4 

9 

PennCorp  Financial 

10.1 

16 

2.5 

0.7 

3.6 

16 

9.5 

1.8 

16.1 

6 

17.3 

4 

Medians 

20.0 

14.9 

0.1 

13.5 

16.8 

6.5 

14.1 

22.0 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 


Spread  spectrum 
technology 

could  revolutionize 

defense 
communications. 


Spread  spectrum  tech- 
nology, patented  by  ITT  scien- 
tists, has  enormous  military 
and  industrial  significance. 

It's  a  very  confidential 
way  to  transmit  information 
by  radio  (or  other  electro- 
magnetic means). 

Each  message  is 
chopped  up  into  small 
segments,  which  are  then 
transmitted  over  a  number  of 
radio  channels. 

If  you  have  the  electronic 
"key"  you  can  reconstitute 
the  message  clearly  on  the 
other  end. 

But  anyone  who  tries  to 


eavesdrop  hears  only  static. 
And  jamming  is  difficult — 
you'd  have  to  interfere  with 
too  many  different  radio 
channels  to  do  so. 

High  technology  like  this 
is  a  vital  part  of  ITT,  here  and 
abroad.  In  telecommunica- 
tions and  so  many  fields. 

That's  why  our  manage- 
ment is  deeply  committed  to 
the  kind  of  research,  develop- 
ment and  engineering  it  takes 
to  make  technology  break- 
throughs—something that 
should  pay  off  handsomely 
during  the  80s  and  well  into 
the  future. 


The  best  ideas  are  the  I 1 ' 

ideas  that  help  people.  JL  JL  JL 
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f  VP^*^    rather  than  give  away  the 
wholestoi 

N/|  One  exception  to  mas- 
sive price  discounting 
s  J  thus  far  has  been  group 
health  insurance,  which  has  remained 
profitable.  Faced  with  ever  higher- 
priced  medical  claims,  companies 
such  as  Aetna  Life  &  Casualty  and  The 
Travelers  Corp.  have  been  leading  the 
drive  to  increase  rates.  "Whether  the 
industry  can  hold  the  rates  up  in  group 
health  is  a  big  question,"  says  First 
Boston's  Seifer.  "Will  price-cutting 
come  into  group  health  if  it's  the  only 
profitable  area  of  insurance?" 

In  life  insurance,  meanwhile,  some 
startling  changes  are  on  the  way.  The 
latest  is  universal  life  (Forbes, July  JO. 
1981).  Universal  life  is  a  good  deal  for 


the  customers  but  a  threat  to  estab- 
lished life  insurance  companies 
whose  investment  returns  will  be 
dragged  down  by  universal  life's  high- 
er yields  to  policyholders.  Ambitious 
smaller  firms,  on  the  other  hand,  are 
looking  toward  universal  life  as  a  way 
to  jump  into  the  industry  in  a  big  way 
in  a  short  time.  "They've  got  nothing 
to  lose,"  says  Oppenheimer's  Picoult. 
"They  don't  have  a  book  of  business 
that's  going  to  be  cannibalized  by 
competitors  offering  universal  life." 

Big  companies,  of  course,  have  a  lot 
to  lose,  so  they  are  lobbying  intensive- 
ly to  stop  universal  life,  which  will 
depend  on  a  favorable  IRS  ruling  to  be 
a  viable  product.  Will  the  old-line 
companies  prevail?  Who  knows? 

So  the  future  is  harder  to  predict. 


One  direction  in  which  the  industry 
seems  to  be  headed  is  no-frills  insur- 
ance— bad  news  for  the  brokers.  Mort 
and  more  firms  are  setting  up  theii 
own  risk  management  departments, 
bypassing  the  brokers.  In  fact,  mosl 
services  offered  by  brokers  are  nov\) 
duplicated  by  insurance  companies. 

The  insurance  industry  has  some 
reckoning  ahead.  No  one  company  car 
end  price  discounting.  It  would  take  ar 
industry  consensus  that  seems  unlike 
ly.  There  are  too  many  opportunities 
for  companies  that  make  shrewd  in 
vestments  to  use  the  extra  income  to 
gain  market  share  by  discounting. 

Insurance  is  a  business  that  count' 
on  predictability.  But  the  financia 
markets  are  no  longer  predictable  no: 
is  the  future  rate  of  inflation.  ■ 


Insurance 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5- year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-y. 

Company 

average 

months 

ratio 

111  ft  Ml  \\< 

a  vcraj^t* 

margin 

average 

rank 

average 

rani 

Fire  &  casualty 

Reliance  Group 

50.3% 

1 

16.4% 

0.6 

10.9% 

11 

16.5% 

4.6% 

10.0% 

13 

D-P 

GEICO 

49.4 

2 

35.0 

0.6 

19.2 

4 

23.5 

8.9 

3.3' 

14 

D-P 

Mission  Insurance 

33.6 

3 

26.7 

0.2 

23.9 

1 

27.7 

10.5 

31.6 

1 

39.6% 

1 

Ohio  Casualty 

26.1 

4 

18.3 

0.0 

18.2 

2 

25.5 

8.7 

17.9 

4 

24.7 

8 

USF&G 

25.0 

5 

13.0 

0.0 

13.1 

3 

25.1 

7.7 

14.9 

9 

27.4 

5 

Crum  &  Forster 

24.1 

6 

21.6 

0.0 

21.2 

5 

23.1 

9.5 

14.3 

10 

27.8 

3 

Kemper 

22.8 

7 

15.1 

0.0 

15.2 

6 

22.8 

4.5 

22.2 

3 

27.6 

4 

General  Re 

22.8 

8 

20.1 

0.0 

19.8 

7 

22.1 

12.8 

17.5 

5 

26.2 

7 

Hanover  Insurance 

22.1 

9 

18.3 

0.0 

18.2 

8 

21.3 

6.6 

16.2 

7 

27.1 

6 

American  Express 

20.6 

10 

17.9 

0.5 

16.0 

10 

17.2 

7.2 

17.0 

6 

18.2 

10 

Republic  Finl  Svcs 

20.0 

11 

14.9 

0.2 

13.0 

12 

15.9 

6.0 

15.8 

8 

17.9 

11 

Chubb 

19.0 

12 

15.6 

0.0 

15.0 

9 

17.6 

7.2 

10.3 

12 

22.0 

9 

Continental  Corp 

14.6 

13 

7.7 

0.0 

7.5 

13 

13.5 

4.7 

10.8 

11 

17.4 

12 

Berkshire  Hathaway 

12.4t 

14 

9.7 

0.2 

9.3 

14 

10. 9t 

8.5 

25.3 

2 

33.4 

2 

Medians 

22.8 

17.2 

0.2 

15.6 

21.7 

7.5 

16.0 

26.7 

Multiple  line 

Old  Republic  Intl 

25.4% 

i 

19.8% 

0.2 

16.9% 

1 

25.5% 

12.3% 

21.6% 

3 

28.5% 

2 

Loews 

24.6 

2 

23.6 

0.5 

12.0 

14 

1 1.5 

5.4 

20.1 

4 

29.6 

1 

American  Intl  Group 

23  6 

3 

20.6 

0.1 

19.8 

2 

22.3 

11.1 

22.4 

1 

24.0 

5 

CNA  Financial 

22.0 

4 

11.1 

0.2 

8.4 

12 

11.8 

3.5 

8.3 

14 

D-P 

Aetna  Life  &  Casualty 

20.9 

5 

14.6 

0.1 

13.6 

5 

18.6 

3.6 

15.3 

6 

24.2 

4 

Farmers  Group 

20.4 

6 

17.9 

0.0 

17.8 

4 

19.5 

22.1 

14.5 

7 

18.9 

9 

INA 

20.1 

7 

32.0 

0.3 

25.9 

7 

17.3 

11.3 

15.8 

5 

25.0 

3 

Colonial  Fenn  Group 

19.8 

8 

5.5 

0.0 

5.5 

3 

19.8 

1.7 

21.7 

2 

8.8 

13 

St  Paul  Companies 

19.7 

9 

13.0 

0.0 

12.9 

6 

17.7 

6.9 

13.6 

9 

18.4 

10 

American  General 

19.0 

10 

15.7 

0.1 

14.4 

10 

15.3 

•  7.5 

11.5 

12 

22.0 

7 

Safeco 

18.2 

11 

12.0 

0.3 

10.3 

11 

14.6 

7.0 

13.7 

8 

23.1 

6 

Travelers 

17.0 

12 

13.5 

0.0 

13.3 

9 

16.2 

3.7 

10.5 

13 

20.4 

8 

Connecticut  General 

16.8 

13 

15.2 

0.0 

14.9 

8 

16.3 

6.1 

12.2 

11 

15.4 

11 

Lincoln  National 

13.1 

14 

10.7 

0.1 

9.0 

13 

11.6 

4.8 

13.0 

10 

14.1 

12 

Medians 

20.0 

14.9 

0.1 

13.5 

16.8 

6.5 

14.1 

22.0 

Industry  medians 

19.8 

14.7 

0.1 

13.3 

16.4 

7.4 

14.4 

18.9 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
tFour  year  average     D-P:  deficit  to  profit;  not  ranked 
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Half  an  hour 
with  a  Morrison-Knudsen  person 
could  shave  dollars  and  days 

off  your  next 
engineering/construction 

project. 


They'll  tell  you  what  we  can  do  to 
compress  your  project  s  sched- 
ule and  budget,  and  improve  its 
quality  and  reduce  your  risk.  And 
they'll  take  no  more  than  30 
minutes. 


agers  have  invested  most  of  their 
working  lives  bringing  complex 
projects  together  on  time  and  on 
budget.  They  know  how  to  work 
with  their  crews  and  with  you. 


name  it.  We  require  only  c 
thing:  a  good  shot  at  a  fair  pr< 


Our  track  record.  We've  engi- 
neered, designed,  built  and/or 
managed  thousands  of  projects 
since  1912,  in  50  states  and  70 
countries,  and  we've  learned  a 
trick  or  two  along  the  way. 


What  makes  us  think  they  can 
do  these  things? 


Our  versatility.  We  can  work 
any  way  you  want  to— from  turn- 
key to  project  management 
(where  we're  a  totally  responsible, 
objective  party  whose  only  aim  is 
to  save  you  time/money  without 
jeopardizing  quality). 


We  think  Morrison-Knuds 
can  make  an  important  contn 
tion  to  your  next  project.  C 
our  CEO  Bill  McMurren,  at  (2( 
386-6700.  He'll  get  the  right  N 
person  to  your  office  PDQ. 
strings,  of  course. 


Compensation?  It's  up  to  you. 


PS.  Do  you  have  a  yen  fc 
really  challenging  job?  Send  y 
resume  to  Tom  Snediker,  • 
Personnel  Director. 


Our  people.  Our  project  man- 


Competitive  bid,  set  fee,  target 
man-hours,  shared  risk,  you 


Boise.  Idaho  83729 


MORRISON-KNUDSEN  COMPANY,  INC. 


Engineers.  Builders  Developers.  Managers.  Equal  Opportunity  Employers 
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associations  that  are  dying.  Look  instead  at  the 
giant  new  ones  that  are  being  born. 


The  thrifts 


By  Allan  Sloan 


T|  he  thrift  industry  is  suffering 
from  the  economic  equivalent 
of  bubonic  plague.  The  sick- 
ness— paying  out  higher  interest  rates 
on  deposits  than  come  in  on  loans — 
goes  on  and  on.  Every  few  days  the 
hearse  appears  and  carts  off  another 
victim. 

But  while  the  ever-growing  death 
list  gets  the  attention,  it's  often  for- 
gotten that  there  is  a  new  breed  of 
institution  quietly  being  born:  the  gi- 
ant, interstate  S&L.  Under  pressure  to 
find  institutions  large  enough  to  take 
over  big,  failing  associations,  the  Fed- 
eral Home  Loan  Bank  Board  has  ar- 
ranged emergency  bailouts  that  would 
probably  have  drawn  some  antitrust 
flak  had  they  been  attempted  during 
normal  times. 

Two  very  large  interstate  acquisi- 
tions have  already  taken  place:  Na- 
tional Steel's  California-based  S&X 
subsidiary  took  over  S&Ls  in  New 


York  City  and  Miami  Beach,  and 
Glendale  Federal  of  California  took 
over  First  National  S&L  of  Broward 
County,  Fla. 

Other  interstate  deals  are  on  the 
way.  The  tipoff:  new  Federal  Home 
Loan  Bank  Board  accounting  rules 
that  make  interstate  acquisitions 
more  attractive  than  intrastate  ones. 
Under  this  "purchase  accounting,"  a 
S&L  can  acquire  an  association  in  a 
different  state,  write  the  loan  and 
bond  portfolios  down  to  market  value 
and  account  for  the  difference  be- 
tween face  value  and  market  value 
over  40  years.  For  intrastate  deals,  it's 
only  25  years. 

That  15-year  difference  is  the  key. 
The  thrifts'  sound  but  depressed 
mortgages  and  bonds  have  an  average 
life  of  maybe  12  years  and  then  pay  off 
in  full.  So  the  association  takes  the 
difference  between  book  value  and 
face  value  into  its  profits  over  12  years 
as  the  loans  and  bonds  pay  off,  but  can 
spread  the  losses  over  40  years. 


What  this  means  is  that  while 
banks  have  been  forever  on  the  brink 
of  going  interstate,  the  S&Ls  are  do- 
ing it  with  little  public  debate. 

One  reason  for  the  interstate  deals 
is  that  even  with  an  accounting  bag  of 
tricks,  it  takes  capital  to  take  over  a 
big,  failing  S&L.  Stockholder-owned 
S&Ls  generally  find  it  easier  than  mu- 
tuals  to  raise  capital.  After  all,  the 
stocks  can  sell  new  shares,  but  the 
mutuals  have  no  stock  to  sell.  Most  of 
the  big  stock  S&Ls  are  in  California. 
They  are  the  prime  choices  to  bail  out 
the  sickies,  regardless  of  where 
they're  located. 

Anthony  Frank,  head  of  National 
Steel's  S&L,  hopes  his  new  tri-state 
association  can  prosper,  luring  depos- 
its by  providing  customers  with  such 
things  as  income  tax  preparation  and 
simple  trusts.  ("For  more  complicated 
ones,"  he  says,  "let  them  go  to  a 
bank.") 

Frank  has  been  more  astute  than 
most  S&Ls  bosses,  because  he  has 
concentrated  on  making  adjustable 
mortgages  while  many  of  his  col- 
leagues rushed  out  to  lock  up  yields 
that  a  few  years  ago  seemed  oddly 


be  thrifts 


irdsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5- year 

5-year 

■mpany 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rank 

lden  West  Finl 

20.7% 

1 

3.2% 

0.3 

3.5% 

1 

16.8% 

1.1% 

35.1% 

1 

15.6% 

1 

perial  Corp  of  Am 

12.5 

2 

def 

0.8 

0.9 

3 

11.1 

def 

20.3 

3 

10.9 

2 

Western  Financial 

11.9 

3 

1.3 

0.5 

2.3 

2 

11.1 

0.7 

17.9 

6 

10.6 

3 

:  Ahmanson 

11.6 

4 

def 

0.4 

0.9 

4 

10.0 

def 

19.3 

4 

9.4 

4 

st  Charter  Finl 

9.9 

5 

def 

0.7 

0.4 

5 

9.5 

def 

18.4 

5 

4.6 

5 

)raltar  Financial 

6.5 

6 

def 

0.5 

def 

6 

8.9 

def 

23.3 

2 

-5.4 

6 

lustry  medians 

11.8 

def 

0.5 

0.9 

10.6 

def 

19.8 

10.0 

-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Kxpl 

ination  i 
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ins  on  page 

si  del 
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TAKE  ORDERS 

WITHOUT 


TAKERS 


Hook  your  phone  lines  into  a  Periphonics  system,  and  your  local 
managers  can  report  on  sales  without  talking  to  an  operator. 
Your  field  sales  force  can  call  in  orders  without  order  takers. 
Your  customers  can  place  and  find  out  about  orders,  without 
talking  to  a  customer  service  representative. 

And,  they  can  do  it  all  without  sophisticated  and  expensive 
computer  terminals. 

Periphonics  proven  communica- 
tions technology,  along  with  our 
ability  to  make  computers  talk, 
lets  you  communicatewith  people 
around  the  country,  without  hav- 
ing a  staff  of  operators  "standing 
by".  The  caller  can  use  any  push- 
button telephone,  and  our  system 
can  be  programmed  to  handle 
just  about  any  series  of  trans- 
actions you  can  imagine.  We  can 
transfer  to  an  agent  for  more  de- 
tailed or  difficult  calls,  and  even 
deliver  a  pre-set  sales  message. 

Periphonics  T-COMM®  systems 
are  in  use  today  from  Toledo  to 
Tokyo.  They're  taking  auto  parts 
orders,  transferring  bank  de- 
posits, and  reporting  on  local 
sales  volume.  Periphonics  built- 
in  quality  makes  them  depend- 
able. Periphonics  national  staff  of 
trained  service  engineers  keeps 
them  working.  And,  Periphonics 
no-nonsense  approach  to  that 
mythical  world  of  "software" 
makes  them  easily  adaptable  to 
just  about  any  computer  system 
you  might  have  in-place  today. 

Periphonics  .  .  .  letting  your 
imagination  work. 


Periphonics© 


An  Affiliate  of  E)$(ON  Corporation. 

World  Headquarters:  4000  Veterans  Memorial  Highway, 

Bohemia,  NY  11716   (516)  467-0500  TWX  5102287310 

•  Registered  Trademarks  of  Periphonics  Corporation. 


high,  but  now  seem  ode 
ly  low. 

His  advice  is  ft 
thrifts  to  convince  boi 
rowers  to  trade  in  fixec 
rate  mortgages  for  new  adjustabl 
ones  at  a  "blended"  rate.  With  th 
recent  drop  in  long-term  rates,  tha 
kind  of  deal  may  become  attractiv< 
That  could  help  solve  one  of  the  ir 
dustry's  biggest  problems:  lack  c 
portfolio  turnover.  As  old,  fixed-rat 
loans  become  more  valuable  to  th 
borrowers,  they  pay  them  off  less  frt 
quently.  fn  fact,  the  industry's  averag 
loan  portfolio  "life"  has  climbed  to  1 
years  from  10  in  the  past  few  years. 

But  even  with  some  modest  rat 
relief,  the  restructuring  of  the  weal 
ened  thrift  industry  will  go  on.  "If  yo 
don't  have  any  capital,  it's  very  bar 
to  make  money,"  says  Merrill  Lync 
analyst  Jerome  Baron.  "Even  if  th 
bleeding  stops,  many  S&Ls  have  t 
get  more  capital." 

That  means  that,  even  if  the  deat 
rate  slows  down,  the  thrift  industr 
will  continue  to  consolidate.  Some  c 
the  larger  ones  have  long  wanted  t 
have  the  powers  of  commerce 
banks,  and  they  may  get  them  durin 
the  current  environment  of  dereguk 
tion  and  fear  of  big  S&L  collapse: 
The  days  of  the  small  neighborhoo 
mutual  S&L  have  vanished,  alon 
with  the  7%  mortgage.  ■ 


Dodging  bullets 


Even  though  most  savings  and 
loan  associations  are  in  trouble, 
new  ones  are  springing  up  all  the 
time.  Sound  strange?  There's  a  rea- 
son, albeit  not  a  very  good  one. 

Jonathan  Gray,  S&.L  analyst  at 
Sanford  C.  Bernstein,  attributes  the 
phenomenon  to  a  "Churchillian 
strategy,"  based  on  a  story  the  late 
British  prime  minister  told  about 
his  days  as  a  war  correspondent  in 
Cuba  in  1895. 

Churchill  woke  up  in  the  *wee 
hours  of  the  morning  to  find  bullets 
whizzing  through  his  hut.  He 
raised  his  head  a  bit,  saw  another 
man  sleeping  between  him  and  the 
bullets,  and  went  back  to  sleep. 
Gray  thinks  new  S&Xs  are  like 
that.  They're  making  17%  loans 
and  have  no  old  8%  ones  on  the 
books.  If  rates  come  down,  the  new 
S&Ls  make  a  ton  of  money.  If  rates 
go  up,  the  rest  of  the  industry,  with 
an  average  mortgage  yield  of  under 
10%,  will  go  bust  first.  Either  way, 
you  have  the  rest  of  the  industry 
between  you  and  the  bullets. — A.S. 


We  train  more 
recruits  every  year 
than  the  Army  and 
Navy  combined. 


In  1980,  according  to 
leir  official  figures,  the 
Lrmy  and  the  Navy  took 
n  272,579  recruits. 

In  the  same  period, 
forth  Carolina's  nigh 
:hools  and  community 
alleges  trained  388,629 
xruits  for  industry 

In  fact  one  of  every 
ight  North  Carolinians 
i  enrolled  in  some  kind 
£  vocational  training. 

They  study  subjects 


already  learning  what  you 
need  them  to  know,  we 
can  teach  it  to  them. 

We  can  provide  you  a 
complete,  customized 
training  package,  tailored 
exactly  to  your  needs. 


inging  from  accounting 
)  welding,  from  tool  and 
ie  making  to  advanced 
omputer  technology 

They  learn  skills  for 
lant  security,  cafeteria 
lanagement  and  first  aid. 

And,  if  they  aren't 


We  provide  classroom 
materials,  instructors,  and 
training  equipment. 

Not  just  when  you're 
new  to  North  Carolina. 
But  also  later,  when  you 
need  to  expand. 

Something  should  be 
said,too,about  the  caliber 
of  the  workers  you'll  find 
in  North  Carolina. 

Because  they  exhibit 
not  just  the  skill  to  work, 
but  the  will  to  work 

Their  productivity  is 


10%  above  the  national 
average.  And  their  rate  of 
work  stoppage  is  one  of 
the  lowest  on  record. 

For  fuller  details,  just 
return  the  coupon  And 
learn  more  about  the  kind 
of  workers  North  Carolina 
can  provide  you. 

All  it  really  takes  is  a 
little  basic  training. 

i  1 

Please  send  me  more  information  about  North 
Carolina's  industrial  training  programs. 


NAME 


TITLE 


COMPANY 


ADDRESS 


CITY 


STATE 


ZIP 


NORTH  CAROLINA 

North  Giro/iiui  Department  of  Commerce 
Industrial  Development  Division,  Suite  NP  /  712 
430  N.  Salisbury  Street.  Raleigh,  NC  276// 
I  I 


AMF  TODAY 

LEBU 


ENERGY  SERVICES 
AND  PRODUCTS: 


Pipe  inspection  and  coating  service! 
for  the  world  s  energy  producers. 

For  over  40  years,  AMF  Tuboscope® 
has  been  the  worldwide  leader  in  sup- 
plying technologically  advanced 
inspection  and  coating  services  for  oil 
and  gas  field  tubulars.  These  service; 
extend  pipe  life  and  help  prevent  mu 
million  dollar  failures  in  wells  that  car 
run  as  deep  as  30,000  feet  into  the 
ground  Today,  AMF  Tuboscope  alst 
provides  these  and  other  specializi 
services  to  the  geothermal  energy 
industry  as  well  as  to  the  pipeline 
and  petrochemical  industries. 


You  know  AMF  makes  many  of  the 
world's  leading  leisure  products  today. 

But  did  you  know  we  also  supply  a 
wide  range  of  technologically  advanced 
services  and  products  to  many  of  the 
world's  most  successful,  high-growth  busi- 
nesses and  industries  today? 

They  are  the  services  and  products  of  our 
AMF  Industrial  Groups.  And  together  with  our 
AMF  Leisure  Products  Groups  they  insure  the 
continued  dynamic  growth  and  profitability  of 
AMF  in  the  80s. 


©  AMF  Incorporated,  1980 


'ECIALTY  MATERIALS: 

ite-of-the-art  filtration  and  separation  media 
pharmaceutical,  food-beverage,  and 
emical  industries  worldwide. 

The  continuous  growth  of  AMF's  Specialty 
terials  Group  has  resulted  from  its  dramatic 
ovations  in  filtration  and  separation  technology 
ovations  which  have  led  to  the  most  advanced 
iprietary  media  in  use  today.  Like  AMF  Cuno 
ision's  asbestos-free  Zeta  Plus  systems  which 
now  being  used  in  many  pharmaceutical 
plications,  in  the  processing  of  high  fructose 
in  sugar  for  the  soft  drink  industry,  and  in 
jntless  other  fields.  These  technological 
/ancements  in  purification  techniques  are 
ding,  in  turn,  to  other  even  more  sophis- 
ated  systems  of  great  future 
nificance.  Among  them:  a 
I  virus  concentrator  for 
Dturing  viruses  from  water, 
ers  for  the  purification  of 
ibodies  and  antigens  for 
;  in  diagnostics,  and 
improved  process-  / 
of  serum  and  fine  ft 
jmicals.  The  appli-  (  V 
ions  of  systems 
;h  as  these  will  make 
F  a  major  factor 
ne  growing'health 
e  market  of  tomorrow, 


/ 

6  2 


ELECTRONIC  CONTROLS 
AND  SYSTEMS: 

Solid-state  devices  and  micropro- 
cessor-based energy  conservation 
controls  for  companies  and 
consumers. 

New  and  highly  innovative  products 
and  systems  developed  and  marketed 
worldwide  by  Potter  &  Brumfield,  Paragon 
Electric,  and  our  Electro  Components 
Division  have  made  this  another  fast- 
growing  segment  of  AMF,  today.  These 
include  devices  for  the  vast  computer 
and  telecommunications  industries, 
control  systems  and  components  for  the 
vending  industry,  monitoring  devices 
for  the  mining  industry,  and  systems 
engineered  to  conserve  energy  in 
factories,  schools,  and  public 
buildings.  Equally  innovative  new 
timing  devices  that  offer  security 
and  energy  savings  are  helping  to 
make  AMF  a  household  word  in 
this  high-growth  area,  too. 
For  more  information  about 
AMF  today,  write  us  at  AMF,  Dept.  100, 
777  Westchester  Avenue,  White  Plains, 
New  York  10604. 


AND YOU  THOUGHT 
ALL  WE  MADE  WERE  WEEKENDS. 


That  cliche — the  department  store  of  finance— 
moving  closer  and  closer  to  reality  all  the  time. 


is 


Financial 
services 


By  Jay  Gissen 


W1  hat's  in  a  name?  For  the 
financial  services  industry, 
plenty.  The  business  used  to 
be  called  "consumer  finance"  until 
Wall  Street  gave  it  a  fancy  new  name. 
Even  the  old  name  was  a  euphemism. 
Most  people  interpreted  consumer  fi- 
nance as  a  term  for  small-loan  compa- 
nies, a  business  that  used  to  have  an 
image  only  a  cut  or  so  above  your 
neighborhood  loan  shark:  sort  of  a 
lender  of  next-to-last  resort.  But  the 
business  has  come  a  long  way. 

Financial  services  are  now  all  the 
rage.  Being  in  debt  is  no  longer  a  dis- 
grace, and  everyone  has  become  a  po- 


tential borrower.  The  idea  is  to  as- 
semble a  "financial  supermarket," 
where  the  whole  is  equal  to  more  than 
the  sum  of  the  parts.  Old-line  loan 
companies  are  trying  to  move  "up- 
scale" by  searching  for  more  affluent 
customers.  Banks  are  actively  seeking 
a  piece  of  the  business,  and  with  such 
companies  as  Prudential  Insurance, 
American  Express  and  Sears,  Roebuck 
broadening  their  financial  product 
lines,  the  business  is  becoming  even 
blurner  than  usual.  Brokers  are  no 
longer  strictly  brokers;  banks  no  long- 
er strictly  banks,-  and  Sears,  Roebuck 
would  like  to  be  your  bank,  your 
broker  and  your  moneylender  all  in 
one — in  addition  to  selling  you  insur- 


ance as  it  has  done  for  decades. 

Large  and  small,  these  companies 
are  betting  on  technology,  which  will 
let  you  shop,  invest,  borrow  and  de- 
posit without  leaving  your  house. 

Is  this  just  fad?  Or  future  reality? 
"There's  been  a  lot  of  ballyhoo  about 
consumer  financial  services,  and  peo- 
ple have  seen  that  it  looks  attractive," 
says  Finn  M.W.  Caspersen,  chairman 
of  Beneficial  Corp.  "But  when  they 
get  into  the  business,  they're  going  to 
find  that  it's  just  like  any  other  com-; 
petitive  business:  It  takes  knowledge, 
skill  and  capital  to  make  a  reasonable 
return."  He  wonders:  Does  Sears  have 
it?  Does  American  Express? 

Yet  the  technology  itself  seems  ta 
pose  few  long-term  barriers,  and  the 
fact  that  several  industries  have) 
crossed  traditional  borders  to  provide 
similar  services  has  made  for  fierce 


Financial  services 


Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return 

9n  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

Company 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-ye 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rani 

Alexander  &  Alexander 

W.2"„ 

1 

0.0 

28.9% 

1 

42.4% 

12.2% 

26.5% 

3 

23.4% 

2 

Marsh  &  McLennan  Cos 

31.2 

2 

20.8 

0.5 

15.4 

2 

31.8 

14.1 

17.8 

4 

16.0 

8 

Baldwin-United 

26.1 

3 

27.2 

0.5 

16.9 

:  ■  -4  ' 

16.3 

4.0 

36.8 

2 

21.2 

4 

American  Express 

20.6 

4 

17.9 

0.5 

16.0 

3 

17.2 

7.2 

17.0 

6 

18.2  ' 

6 

Avco 

20.4 

5 

10.8 

2.5 

5.8 

11 

7.2 

4.0 

9.1 

12 

37.3 

Transamerica 

18.5 

6 

15.3 

1.2 

9.1 

6 

11.5 

5.4 

11.2 

10 

22.6 

3 

Alleghany 

15.1 

7 

17.4 

0.4 

11.9 

5 

13.2 

■  4.9 

43.4 

1 

16.3 

7 

RCA 

14.6 

8 

0.1 

0.8 

3.8 

7 

10.8 

0.9 

9.5 

11 

7.8 

9 

Walter  E  Heller  Intl 

13.7 

9 

12.9 

2.7 

7.1 

10 

7.3 

4.9 

17.1 

5 

6.9 

10 

Household  Intl 

12.9 

10 

7.4 

2.0 

4.6 

12 

6.4 

1.4 

13.9 

9 

5.0 

11 

Sears,  Roebuck 

10.6 

11 

6.6 

0.4 

5.9 

8 

9.0 

1.9 

8.6 

13 

3.7 

12 

Control  Data 

9.8 

12 

10.6 

0.3 

9.4 

9 

8.1 

3.9 

14.3 

8 

19.6 

5 

Beneficial  Corp 

9.3 

13 

def 

3.1 

3.7 

13 

5.7 

0.5 

8.0 

14 

-3.8 

13 

Fedl  Natl  Mortgage 

7.9 

14 

def 

27.2 

3.9 

14 

4.3 

def 

14.9 

7 

-8.2 

14 

Industry  medians 

14.9 

11.9 

0.7 

8.1 

9.9 

4.0 

14.6 

16.2 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 
def:  deficit. 
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?L-JL,-LL  11  competition  to  get  there 
first.  The  consumer  will 
be  a  gainer.  "There  is  no 
question  that  the  en- 
trance of  Sears  and 
American  Express  into  the  business  of 
supplying  financial  service  to  con- 
sumers creates  a  good  deal  more  activ- 
ity and  more  choices  for  the  consum- 
sr  as  to  where  he  is  going  to  put  his 
money,"  says  Franklin  Cole,  chair- 
man of  the  commercial  finance  giant 
Walter  E.  Heller  International.  "While 
all  that  competition  creates  flux  and 
uneasiness  and  trauma,  it's  essentially 
^ood  for  the  consumer  because  it 
means  more  alternatives." 

Rather  than  waiting  to  be  gobbled 
up  by  outsiders,  some  traditional  fi- 
nancial services  companies  are 
spreading  out.  Marsh  &  McLennan 
took  over  C.T  Bowring  &  Co.,  a  Brit- 
ish insurer,  in  1980  to  get  into  the 
Lloyd's  of  London  market.  Alexander 
Si  Alexander  is  buying  U.K. -based 
Alexander  Howden  Group  Ltd.  to  get 
into  Lloyd's  and  to  expand  its  foreign 
reinsurance  business,  after  having 
Sailed  to  buy  Sedgwick. 

Alexander  &  Alexander  owns  a 
>mall  regional  investment  counseling 
louse  in  Atlanta  and  a  property  tax 
:onsulting  operation.  "There  is  a 
broadening  going  on,"  says  A&A 
Chairman  Kenneth  W.S.  Soubry.  "We 
ire  studying  many  avenues,  but  we 
ire  cautious  people  and  move  slowly. 
We're  careful  how  we  do  it." 

Where  does  all  this  leave  what  used 
:o  have  that  repellent  image — the  tra- 
ditional consumer  finance  compa- 
lies?  Possibly  in  the  dust.  While  they 
were  once  a  large  part  of  a  small  field, 
:hey  are  fast  becoming  mere  specks 
Dn  a  giant  screen. 

Companies  such  as  Household  In- 
:ernational  (formerly  Household  Fi- 
nance), Beneficial  and  Avco  Financial 
nave  been  forced  to  pare  their  number 
}f  moneylending  shops  significantly. 
Avco  shut  down  about  500  offices — a 
18%  reduction — last  year  alone,  and 
Beneficial  cut  about  400  offices,  too. 
rhat's  about  20%  of  its  branches, 
rhey  are  losing  business  to  the  banks. 

The  consumer  finance  companies' 
fundamental  problem  is  not  only  that 
their  markets  are  being  raided  by  the 
nanks  but  that,  at  the  same  time,  rap- 
idly fluctuating  interest  rates  make  it 
impossible  to  project  the  cost  of  mon- 
zy.  The  finance  companies  prospered 
when  there  was  a  wide  spread  be- 
tween their  short-term  borrowing 
:osts  and  the  rates  that  state  usury 
faws  would  let  them  charge.  That 
spread  has  narrowed  greatly.  Mean- 
while, banks  are  trying  to  skim  the 


cream  off  the  market  by  offering  cred- 
it cards,  check  overdraft  privileges 
and  personal  lines  of  credit — all  but 
nonexistent  a  decade  ago. 

Some  finance  companies,  notably 
Beneficial,  have  tried  to  move  into 
second-mortgage  lending.  That  way 
they  can  lend  money  in  bigger  chunks 
(reducing  dollars  of  overhead  per  dol- 
lar lent  out)  and  with  collateral.  "Sec- 
ond mortgages  have  remained  a  fairly 
safe  haven  for  lending,"  notes  Harold 
Levine,  an  E.F.  Hutton  analyst.  Will 
things  stay  that  way?  Who  knows? 

The  biggest  asset  the  finance  com- 
panies have  is  clearly  their  loan  of- 
fices. Because  finance  companies 
aren't  bound  by  the  laws  that  limit 
bank  branches,  many  of  them  have 
national  or  regional  networks  of  of- 
fices in  different  states.  One  big  com- 
pany, Household,  has  bought  a  bank — 
Valley  National  of  Salinas,  Calif. — and 
may  use  Household  Finance  offices  as 
branch  banks  in  the  future.  But  it's 
more  likely  that  banks  will  buy  loan 
companies.  Their  ready-made  nation- 
al branch  networks  make  them  at- 
tractive to  bank  holding  companies 
that  are  convinced  they  will  one  day 
be  able  to  branch  across  state  lines. 
Only  custom  and  probably  obsolete 
laws  keep  the  one-stop  money  shop 
from  becoming  a  reality — and  beyond 
that  lies  an  attachment  to  your  TV 
screen  that  will  tap  you  directly  into 
the  worlds  of  borrowing,  lending  and 
investing.  ■ 


4o  Limit  For 
■lomeowner Loan 

  things    he    ^mSs  homeowners  for  the 

„e,ls  al  todays  prices  f  j  h  cons( 

and  pay  for  ft™ jg  g"     home  .mp| 

tomorrow  ments.  business 

certainly  will  ments.  payment  of 
long    term  medical  expenses 

movement  even  if  mom  puichase 
fied.  ,  cat.  furniture,  or 

No  Fees 
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High  Equity  Values 

■•Honefullv,  inflation  is 


car,  WHUiyis,  - 
zuto  contluded. 
matter  of  fact  the 
can  be  used  for  an 
.  pose  at  all. 

Ftee  Loan 
Info 

Mr.  Rizzuto  inv 
homeowners  who 


the  i>ew 
based   national  lending 
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"Now  " 
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Pay  With 


the  true  cost  i 
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MI0DIETOWN 


Phil  Rizzuto  bats  for  The  Money  Store 
Can  the  Main  Street  lender  survive? 


Tulsa... 

We've 

Got 

Plenty 
of  Space 
to 

Putter 
Around. 


When  you're  a  site  selector,  space  is  a 
prime  consideration. 

Available  space  to  move  into,  space  to 
grow,  space  to  build  on. 

You'll  find  plenty  of  it  in  Tulsa.  Lots  of 
choices  in  suburbia,  or  in  the  heart  of  the 
business  district.  We're  a  growing  Sunbelt 
city  with  a  location  smack  dab  in  the  middle 
of  it  all. 

Site  selectors  are  impressed  by  our 
communications  network,  our  EDP 
capabilities,  our  dynamic  diversified 
economy,  and  our  wide  open  spaces. 

Look  to  Tulsa  when  you're  puttering 
around.  You'll  find  we've  got  a  lot  on  the  ball. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston. 
Tulsa,  Oklahoma  74119.  Or  call 
918/585-1201. 
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1981  Economic  Development  Commission  of  Tulsa 


Reports  of  OPECs  demise  arc  greatly  exaggerat- 
eel— but  they  certainly  are  helpful  to  OPEC. 


Energy 


worldwide,  how  badly  was  OPEC  real- 
ly ailing  (See  box,  />  92.)  Not  that 
much.  "Rumors  about  OPEC's  death 
are  exaggerated/'  said  Sheikh  Ah  Kha- 
li!.i  al  Sabah,  < >  1 1  minister  of  Kuwait, 
after  the  Oct.  29  meeting  that  unified 
pin  es.  Take  a  look  at  the  world  situa- 
i  inn,  and  you'll  see  that  he  is  probably 
right.  Alas. 

(  )PE(  '  is  unlikely  in  repeat  the  price 

jumps  thai  made  oil  a  glamour  indus- 
try in  the  List  deeade.  Why'  "Saudi 
Arabia  and  othei  OPEC  Leaders  are 

Concerned  about  the  drop  in  eon 
sumption,"  says  William  Randol  of 
Firsi  Boston  Corp,  "They  want  to  re- 
kindle demand,  and  the  best  w.iv  is  to 
let  the  price  drop  in  real  terms."  It's 
now  time  tor  them  to  consolidate  the 


( )/'/•  ( '  representatiiHis  at  the  Oct.  29  meeting  that  unified  prices 

An  extortionist  doesn't  want  to  kill  his  victim. 


By  Toni  Mack 

Y'  ou'vr  in  Aiu  >  i  hi  coon  news, 
Oil  conservation  is  up,  demand 
is  down.  Discoveries  in  Mexico 
and  the  North  Sea  have  supplanted 
OPEC  production,  OPEC  producers 
were  forced  to  cut  production  and  dis- 
count their  crude  in  1981, 
i  »oes  it  mean  <  )P1  (  has  lost  us  grip 

on  WOI  Id  oil  pri(  es,  and  all  is  well 

again  in  the  West'  No  There's  a  dark 
•.nil  in  every  i me  t ii  those  hi ighl  sp< its. 
Whai  will  happen  i 1 '  conservation 
when  Western  economies  recover? 
vvh.ii  big  new  supplies  will  come  into 
production  before  the  late  1980s' 
Considering  last  year's  strong  dollar, 
the  currency  in  which  oil  is  valued 


sixfold  increase  in  prices  the> 
rammed  down  the  world's  throat  in 
the  1970s.  An  extortionist,  after  all, 
doesn't  want  to  kill  his  victim. 

What  OPEC  has  learned  is  that  the 
oil  market  is  somewhat  pricc-scnsi 
tive,  at  least  in  the  medium  term 
After  prices  nearly  doubled  from  1973 
to  1975,  free- world  demand  droppec 
2.7  million  barrels  a  day,  to  about  45.1 
million.  Then  through  1978,  when  oi 
prices  fell  slightly  in  real  terms,  de 
mand climbed  6  million  barrels  a  day 
When  prices  more  than  tripled  in 
1979-80,  demand  dropped  almost  A 
million  barrels  a  day  again,  to  arounc 
47. 5  million  in  1981.  What  happen; 
when  prices  stabilize  again?  Consul 
tant  Edward  F.  Carroll,  for  one,  sayj 
bluntly:  "The  consumer  will  he  lullec 
hack  to  sleep.  Nobody's  going  to  can 
about  a  3-ceint-  or  6-cent-a-gallon  ris< 
in  product  prices  if  he  was  expecting ; 
20-cent  or  30-cent  rise." 

What  happens,  too,  when  work 
economies  pick  up  again?  Obviously 
demand  will  as  well.  "The  U.S.  an( 
(the  developed!  world  have  stagnate* 
since  1979,"  says  Arnold  Safer,  presi 
dent  of  Bethesda,  Md.'s  Energy  Fu 
tures  Group.  "They  will  come  out  o 
this  and  be  booming  again  by  the  mid 
Eighties."  The  result  of  an  economy 
pickup,  says  Safer:  "The  world  wil 
suck  up  more  oil." 

Moreover,  demand  tor  oil  has  neve 
waned  in  the  developing  countries 
Countries  outside  the  industrializes 
world  were  consuming  10.4  milhor 
barrels  a  day  in  1975.  In  1982  they  wil 
require  around  14.5  million,  mo* 
than  half  of  it  imported.  Third  Worh 
demand  could  easily  grow  another  I 
million  barrels  a  day  in  the  next  fivi 
to  ten  years. 

["he  global  thirst  tor  oil,  then,  wil 
not  be  that  great  in  the  short  term- 
flat  or  up  only  slightly  this  year.  But  i 
could  climb  much  more  steeply  in  th 
mid- 1980s  up  to  52  million  barrels 
says  Safer. 

Meanwhile,  replacements  for  OPEC 


Is  your  small  copier  being  killed 
by  popular  demand? 

A  few  extra  copies  here.  A  little  overtime  there. 
And  suddenly  everyone  wonders  why  the  copier  died 

Well,  you  can't  blame  the  small  copier.  It's  only 
built  for  small  work  loads. 

But  there's  a  bigger  small  copier  designed  to  avoid 
such  a  fate  The  Minolta  EP  530R 

It  has  the  capacity  to  put  in  a  lot  of  overtime 
without  a  lot  or  trouble.  And  it  takes  options  like  a 
document-feeder  and  sorter.  Or  a  copy  counter. 

The  EP  530R  also  has  a  special  reduction  mode 
that  can  reduce  an  II"  x  17"  original  to  an  8V2"  x  II" 
copy  Or  an  8V-/'  x  1 1"  to  a  5'//'  x  8W! 

Of  course,  if  you  don't  need  a  reduction  mode,  you 
can  get  the  Minolta  EP  530  (the  EP  530R  without  the 
"R','  but  with  a  smaller  price). 

It  even  has  Minolta's  exclusive  micro-toning  system 
to  assure  you  rich  contrasts  and  crisp,  clear  copies. 
From  edge  to  edge. 


So  if  you  want  a  small  copier  that  won't  give  in 
to  heavy  demands,  get  the  Minolta  EP  530R 

It  could  be  the  most  popular  decision  you  make 
all  year. 

For  the  copier  that  works  overtime,  call  toll-free 


crude  in  the  rest  of  the 
world  are  slowing.  In  the 
1970s  almost  all  of  the 
rise  in  non-OPEC,  free- 
world  production  came 
from  the  North  Sea  and  Mexico  But 
Mexico's  internal  demand  is  likely  to 
grow  much  faster  than  its  production, 
and  growth  in  North  Sea  production  is 
peaking  already.  That's  why  Energy 
Futures'  Safer  says:  "Even  with  major 
discoveries — and  there  have  been 
some — that  stuff  won't  be  on  stream 
until  the  late  Eighties  or  early  Nine- 
ties. That  will  be  OPEC's  real  testing 
time." 

In  sum,  OPEC  will  not  try  to  put  its 
hands  deeper  into  the  customer's 
pockets  for  the  time  being.  In  1982, 
oil  prices  are  likely  to  hold  steady  at 
around  Saudi  Arabia's  $34  bench- 
mark— a  decline  after  inflation.  After 
that,  most  experts  think,  price  rises 
will  at  best  keep  slightly  ahead  of  the 
inflation  rate.  Even  price  hikes  caused 
by  a  major  supply  disruption  probably 
wouldn't  hold,  according  to  Lawrence 
Goldstein  of  the  Petroleum  Industry 
Research  Foundation. 

That's  precisely  what  the  cooler 
heads  in  OPEC  would  like,  a  strategy 
clearly  spelled  out  in  the  official 
OPEC  document  Forbes  published 
last  Jan.  19.  Its  message  was  direct 
and  cynical:  The  dumb  customers 
won't  even  notice  slow,  steady  price 
increases;  but  big,  sudden  ones  could 
bring  military  intervention  at  worst, 


The  dollar  connection 


ow  do  you  forecast  the  price  of 
oil — by  decreased  demand, 
finite  supply,  the  unity  of  OPEC  (or 
lack  of  it)?  All  important  factors, 
says  energy  consultant  Edward  F. 
Carroll,  but  there's  another  that's 
largely  overlooked — the  strength  of 
the  dollar. 

"We've  yet  to  come  to  grips  with 
one  of  the  greatest  determining 
factors  of  oil — the  currency  issue," 
says  Carroll,  who  spent  22  years  as 
an  energy  analyst  with  the  likes  of 
E.F.  Hutton  and  the  Ford  Founda- 
tion before  starting  his  own  con- 
sulting business  in  Stamford, 
Conn.  When  the  dollar  rises 
against  the  deutsche  mark  or  the 
yen,  Arabs  can  afford  to  let  oil 
prices  stabilize;  when  the  dollar 
falls,  oil  prices  are  likely  to  rise.  In 
fact,  the  dollar's  strength  in  1981 
was  the  overriding  reason  for  the 
oil  glut,  Carroll  says.  OPEC  produc- 
ers are  paid  in  dollars,  so  as  the 
dollar  rose  against  other  currencies 
last  year,  Europe  and  Japan  were 
forced  to  pay  more  for  their  crude. 
The  Saudis'  purchasing  power  in 
deutsche  marks,  for  example,  on 
their  $32-a-barrel  oil  reached  the 
equivalent  of  $40.32  per  barrel  by 
midyear.  Overall,  OPEC  producers 


Consultant  Edward  F.  Carroll 

were  getting  between  $35  and  $50 
worth  of  purchasing  power  per  bar- 
rel in  Europe  and  Japan,  where  they 
buy  80%  of  their  imports.  "On  that 
basis,  Libya  and  Nigeria  could  easi- 
ly offer  discounts  of  $4,"  says  Car- 
roll. "Their  purchasing  power  was 
still  over  $40  per  barrel  in  countries 
outside  the  U.S." 

Withering  demand  forced  Libya 
and  Nigeria  to  cut  production  for  a 
while,  Carroll  concedes,  but  since 
September  the  dollar  has  been  fall- 
ing, adjusting  price  pressure 
abroad.  Thus,  he  says,  demand 
should  recover.  Carroll  thinks  the 
dollar  will  drop  another  10%  to 
15%  in  the  next  several  months, 
and  if  it  does,  OPEC  may  even  be 
tempted  to  break  its  vow  not  to 
raise  prices  in  1982. — T.M. 


Energy 


Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  ca 

pital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5- ye 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rank 

International  oils 

Occidental  Petroleum 

30.1% 

1 

27.9% 

0.4 

16.3% 

3 

15.0% 

4.4% 

16.1% 

6 

17.7% 

2 

Phillips  Petroleum 

22.3 

2 

19.9 

0.2 

16.1 

17.2 

6.2 

19.5 

2 

21.4 

1 

Standard  Oil  Calif 

19.7 

3 

21.9 

0.2 

17.3 

2 

15.7 

5.5 

18.2 

3 

16.6  ' 

3 

Exxon 

19.4 

4 

23.0 

0.2 

16.5 

4 

14.6 

5.2 

17.0 

4 

11.8 

5 

Mobil 

18.9 

5 

18.4 

0.2 

13.4 

5 

13.7 

3.6 

21.7 

1 

16.4 

4 

Texaco 

15.6 

6 

18.6 

0.2 

13.8 

6 

11.5 

.4.0 

16.6 

5 

8.3 

7 

Gulf  Oil 

13.5 

7 

12.8 

0.1 

10.4 

7 

1 1.2 

4.2 

12.2 

7 

9.i 

6 

Medians 

19.4 

19.9 

0.2 

16.1 

14.6 

4.4 

17.0 

16.4 

Other  oil  &  gas 

Consol  Petroleum 

62.4%  tt 

1 

10.1% 

1.0 

7.5% 

0.2% 

106.8%tt 

1 

-1.3%tt 

41 

Tosco 

52.5 

2 

def 

1.1 

def 

24 

12.6% 

def 

38.8 

6 

48.0 

1 

Charter 

41.7 

3 

2.3 

0.7 

4.3 

1 

22.2 

0.5 

31.8 

11 

34.6 

4 

Standard  Oil  Ohio 

38.6 

4  • 

42.6 

0.7 

23.1 

8 

17.1 

16.2 

30.5 

14 

45.9 

2 

Mitchell  Energy  &  Dev 

38.1 

5 

37.6 

1.1 

12.3 

23 

12.7 

12.0 

38.7 

7 

33.7 

5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

ttThree-year  average.    ttThree-year  growth,    def:  deficit.    "Not  available;  not  ranked. 
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Knowing  what  it's  worth 
can  be  worth  a  lot. 


We  didn't  help  Isabella  launch  a  new- 
venture.  But  we  do  help  Holiday  Inns® 
explore  the  world  for  new  hotel 


MERICAN 
PPRAISAL 


WE  KNOW  VALUES. 


sites  The  world's  largest  appraisal 
firm  can  help  you,  too,  with 
feasibility  studies  and  much  more. 


tlanta  ■  Baltimore  ■  Bangkok  •  Boise  •  Boston  •  Buffalo  •  Charlotte  •  Chicago  •  Cincinnati  •  Cleveland  •  Dallas  ■  Denver  -  Detroit  •  Hong  Kong  ■  Honolulu  •  Houston  ■  Jakarta 
ins  as  City  •  London  ■  Los  Angeles  ■  Madrid  -  Manila  •  Mexico,  D.F.  ■  Miami  ■  Milan  ■  Milwaukee  ■  Minneapolis  •  Montreal  ■  New  Orleans  •  New  York  ■  Pasadena  •  Philadelphia  •  Pittsburgh 
irtland  •  Princeton  •  Rolling  Mesdows  •  Rome  •  St.  Louis  •  Salt  Lake  City  •  San  Francisco  •  Seattle  ■  Singapore  •  Spokane  •  Stamford  •  Tampa  •  Toronto  •  Vancouver  •  Washington,  D.C. 


"Believe  me,  Greyhound  is  really 
going  places  in  the  80's." 


Gerald  H.Trautman 

Chairman ,  The  Greyhound  Corporation 


This  is  a  decade  full  of  challenges.  From  trying  to  catch  the 
allegiance  of  the  consumer  to  trying  to  catch  the  attention  of  the 
Wall  Street  analyst.  Companies  willing  to  meet  these  challenges, 
to  move  forward,  must  seek  out  men  and  women  with  a  sense 
of  high  adventure. 

We  must  look  to  those  individuals  who  have  a  passion  to  be 
very  good  at  what  they  do  and  who  are  driven  to  excel  because 
of  honest  pride  and  some  inner  motivation  that  won't  be  denied. 


The  Greyhound  Corporation  has  such  individuals— in 
area, at  every  level.  People  who  will  not  accept  things  astl 
and  who  strive  for  improvement.  Technicians  and  researc 
engineers  and  executives.  People  in  food  service  and  fin 
transportation  and  manufacturing.  People  who  are  driven) 
kind  of  restless  curiosity  that  makes  them  unwilling  to  sto| 
boundary  markers  set  by  tradition  or  someone  else's  limi 

I  want  you  to  meet  these  remarkable  people.  So  in  tn 


g  months,  I'll  introduce  them  to  you  in  the  pages  of  this 
ation  and  others. 

jgether,  they  make  up  The  Greyhound  Corporation.  A 
e  group  of  companies  providing  goods  and  services 
:o  the  American  way  of  life.  Working  together  to  meet  the 
"ids  of  today.  Growing  and  innovating  to  meet  the  chal- 
of  tomorrow. 


The  Greyhound  Corporation 

A  Company  for  the  Eighties. 


America's  newest  name 
in  banking  is  right 
in  the  center  of  things. 


CENTERRE 


Mid  America  s  Bankers. 


First  National  Bank  in 
St.  Louis  is  now  Centerre 
Bank. 

Why? 

Because  we  re  located 
right  in  MidAmerica  to 
handle  your  regional 
banking  needs. 

And  it's  time  our  name 
reflected  that  fact. 

Of  course,  it's  only  a 
change  of  name.  Not  a 
change  of  bank.  We  still  offer 
all  the  commercial  banking 
services  for  which  First 
National  in  St.  Louis  has  long 
been  known. 

And  the  same  professional 
bankers  are  still  on  hand  to 
lend  their  expertise  to  your 
banking  needs. 

Centerre  Bank.  We're  right 
in  the  center  of  things  with 
our  new  name.  If  you  do 
business  in  MidAmerica, 
we'd  like  to  get  to  know  you. 


CENTERRE  BANK 


MidAmericas 
Bankers. 

Formerly 

First  National  Bank  in  St  Louis 


Member  F  D  I  C 


$20  for  every  barrel  of  oil  they  find — 
oil  whose  net  present  value  is  $12 
after  taxes,  production  costs  and  dis- 
counting. What's  more,  few  oil  com- 
panies now  find  enough  to  replace 
what  they  take  out  of  the  ground  ev- 
en/ year. 

"Given  flat  oil  prices,  the  oil  com- 
panies will  have  to  spend  a  smarter 
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34.8% 

6 

21.3% 

0.3 

13.3% 

26 

12.2% 

19.9% 

29  V'., 

17 

31.0% 

7 

owell 

32.8 

7 

14.3 

0.4 

12.1 

3 

20.5 

4.5 

30.2 

15 

17.6 

21 

exas  Oil  &  Gas 

31.4 

8 

36.6 

0.6 

17.1 

12 

15.9 

12.0 

39.7 

3 

31.8 

6 

arion 

30.3 

9 

18.1 

0.6 

10.9 

9 

16.8 

3.3 

39.1 

4 

37.4 

3 

orchester  Gas 

29.7 

10 

25.1 

0.6 

15.3 

4 

18.8 

4.4 
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2 

30.0 

8 

shland  Oil 

28.8 

11 

6.4 

0.5 
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13 

15.1 
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20.5 

15 

mnzoil 

27.8 

12 
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13.0 

18 

13.4 
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30 

16.6 

23 

juisiana  Land 

25.5 

13 

23.5 

0. 1 

19.4 
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20.6 

15.3 

26.1 

19 

10.2 

33 
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17.7 
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24 

19.5 

16 

elco  Petroleum 
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37 
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2 
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Note:  Explanation  of  Yardsticks  calculations  on  page  SI 
ttThree-vear  average     D-D:  deficit  to  deficit,    def:  deficit. 


big  cutbacks  or,  heaven 
forbid,  an  intelligent  de- 
velopment of  alternative 
energies— coal,  shale,  or 
nuclear. 


So,  weep  not  for  OPEC.  But  this 
could  be  bad  news  for  free-world  pro- 
ducers. "We're  coming  into  a  shake- 
out  period,"  says  one  Dallas  oilman. 


"A  tremendous  amount  of  money  has 
come  into  the  industry,  and  it  has 
hiked  costs  up  out  of  proportion  with 
reality.  With  the  money  crunch  and 
the  oil  glut,  a  lot  of  the  independent 
oil  operators  don't  have  the  money  to 
drill  up  all  those  lands  they  have  accu- 
mulated." The  major  oil  companies, 
on  the  other  hand,  are  spending  $15  to 


In  a  tree-filled,  campus-like  setting,  in  the       of  the  finest  laeor  pools  in  the  South! 
heart  of  the  Miami/Ft.  Lauderdale  area,  more   And  the  town  of  Miami  Lakes  is,  one the 
than  80  companies  have  found  the  perfect     most  desirable  residential  communities 
home.  In  the  Miami  Lakes  office/industrial        In  Florida.  For  more  information  on 
park.The  park  is  well-established,  with       a     office  and  industrial  sites  in  Miami 
over  3  million  square  feet  occupied.     \.  l  y     Lakes,  just  call  or  write  Blliie  Anne 
It's  15  minutes  from  Miami  Inter-  jVf^^^     Murphy,  Vice  President, 

national  Airport,  right  next  to  one    ^BP&yc^gjL,  '     Industrial  Properties. 

MIAMI  1  LAKES 

14340  N.W.  60th  Avenue,  Miami  Lakes,  Florida  33014.  (305)  821-1 130. 
Miami  Lakes  Properties,  Inc.  Registered  Real  Estate  Broker. 


The  cost  of 
calling  the  Big  Apple 
shouldn't  make  you 

feel  rotten. 


The  cost  of  calling  city  to  city  needn't 
put  you  in  a  state  of  shock.  Whether  you 
transmit  voice,  data  or  facsimile,  we  could 
cut  your  company's  long-distance  phone 
bill  40%.  With  no  capital  investment  or 
change  in  equipment.  Contact  Walt  Pioli. 
RCA  Americom.400  College  Road  East, 
Princeton.  NJ  08540.  (609)  734-4300 

Name/Title  


Company/Phone. 
Address  


City/State/Zip. 


F1-82 


Communications 


The  solution  that  beats  the  system 


dollar,"  says  Russell  Miller,  an  energy 
analyst  at  Baltimore's  Alex.  Brown  & 
Sons.  He  cites  as  smart  the  partnership 
Texaco  and  Sequoia  Petroleum  formed 
with  Mesa  Petroleum  in  1980.  They 
agreed  to  pay  $250  million  to  fund 
exploration  on  Mesa  acreage  and  to 
lease  more  acreage  in  return  for  35%  of 
the  ultimate  production.  Last  year  Se- 
quoia signed  a  similar  agreement  with 
Dallas'  Lear  Petroleum.  Some  compa- 
nies already  spend  a  smart  dollar.  By 
the  same  token,  Shell's  expertise  in 
secondary  and  tertiary  recovery  will 
stand  it  in  good  stead.  So  will  Standard 
Oil  of  Indiana's  excellent  record  of 
finding  new  reserves. 

There's  one  area  where  flat  crude 
prices  will  help:  refining  and  market- 
ing. Last  year  refiners  were  hit  hard. 
In  the  U.S.  they  could  not  pass  along 
price  jumps  unleashed  by  decontrol, 
and  in  Western  Europe,  the  second- 

"We're  coming  into  a  shake- 
out  period,"  says  an  oilman. 
"A  tremendous  amount  of 
money  has  come  into  the  in- 
dustry, and  it  has  hiked 
costs  up  out  of  proportion 
with  reality.  With  the  money 
crunch  and  the  oil  glut,  a  lot 
of  the  independent  oil  opera- 
tors don't  have  the  money  to 
drill  up  all  those  lands  they 
have  accumulated." 

largest  petroleum  market,  weak  de- 
mand and  a  strong  dollar  made  for 
disastrous  margins. 

Oil  analyst  Barry  Good  at  Morgan 
Stanley  calculates  that  the  spread  in  J 
Europe  in  June  between  the  average 
OPEC  price  and  the  average  product 
price  came  to  minus  76  cents  per  bar- 
rel. After  transportation,  refining  and 
distribution  costs,  refiners  were  los-| 
ing  around  $4  per  barrel. 

By  autumn  falling  oil  prices  began] 
to  plump  up  U.S.  margins,  and  by  the? 
end  of  the  year  European  refining  op-j 
erations  were  almost  breaking  even.l 
As  higher-than-normal  crude  oil*  and 
products  inventories  are  worked  off, jj 
the  situation  will  further  improve  fori 
the  short  term  at  least.  Long  term?! 
"Nobody  is  ever,  for  the  rest  of  time,! 
going  to  need  another  refinery,"  says! 
Good.  In  the  U.S.  alone,  refiners  need! 
to  shut  down  at  least  another  1  mil- 
lion barrels  a  day  of  their  18.6  millionl 
capacity. 

How  often  do  you  hear  talk  of  "oily 
crisis"  these  days?  Almost  never.  Yea 
the  oil  crisis  does  remain  very  much! 
with  us  and,  for  as  far  as  the  mind  can! 
see,  OPEC  is  going  to  be  the  onlji 
beneficiary.  ■ 


A  large  part  of  the  solution  to  Reagan's  budget  deficit  is 
right  under  his  nose.  The  natural  gas  distribution 
industry  is  terrified  he  might  take  it. 


Natural  gas 


By  Carol  E.  Curtis 


Eugene  Luntey  is  an  unlikely 
crusader.  The  amiable  chair- 
man of  the  American  Gas  As- 
sociation speaks  in  an  unemotional 
tone  as  befits  a  secure,  successful  ex- 
ecutive, which  he  is:  As  president  and 
chief  executive  of  Brooklyn  Union 
Gas  Co.,  Luntey  heads  one  of  the 
country's  biggest  and  best-run  gas 
utilities. 

But  since  taking  the  helm  at  AGA 
in  1981,  Luntey  has  been  in  the  thick 
of  one  of  the  industry's  most  heated 
controversies  in  years:  natural  gas  de- 
control. As  AGA's  chairman,  Luntey 
represents  gas  pipelines  and  distribu- 
tion companies,  which  oppose  a 
speedup  of  decontrol,  pitting  them 
against  the  big  oil  companies,  who 


produce  two- thirds  of  the  nation's  gas 
and  who  are  pressing  for  an  immedi- 
ate lifting  of  price  controls  for  almost 
one-third  of  the  nation's  gas. 

Under  the  Natural  Gas  Policy  Act  of 
1978,  the  price  of  "new"  gas — some 
30%  of  total  supplies — is  being  gradu- 
ally decontrolled  through  1985.  "Old" 
gas,  produced  before  1977,  will  remain 
price-controlled. 

Oil  companies  want  decontrol  of 
new  and  old  gas,  with  new-gas  con- 
trols coming  off  at  a  faster  pace  than 
in  the  1978  law.  They  say  higher 
prices  are  needed  to  encourage  more 
exploration  and  to  increase  conserva- 
tion. They  also  object  to  the  wide 
range  of  natural  gas  prices  now  in 
effect — ranging  from  50  cents  per 
thousand  cubic  feet  (mcf)  to  $9.50.  By 
decontrolling  gas  now,  they  say,  the 


industry  will  also  be  able  to  avoid  a  big 
price  jump  when  controls  come  off 
completely  in  three  years  and  natural 
gas  prices  rise  to  the  equivalent  of  oil. 

The  producers  would  benefit  might- 
ily. Under  immediate  decontrol,  the 
value  of  natural  gas  reserves  would 
rise  by  an  estimated  $2  per  mcf.  There 
are  some  195  trillion  cubic  feet  of 
proven  reserves,  so  the  value  of  gas  in 
the  ground  would  increase  by  $390 
billion  in  one  fell  swoop. 

Luntey  doesn't  want  that  because, 
he  says,  resulting  higher  prices  would 
cause  many  big  industrial  gas  con- 
sumers to  switch  back  to  oil,  which  is 
suddenly  competitive  again.  The  heat 
of  battle  has  also  made  him  some- 
thing of  a  consumer  advocate — with 
an  ax  to  grind,  nevertheless.  Gas  bills 
would  become  unacceptably  high,  he 
says:  "It's  just  like  making  every 
mortgage  in  the  U.S.  equivalent  to  the 
price  of  new  mortgages.  The  cost  to 
the  public  would  simply  be  too  great. " 
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Eugene  Luntey,  chairman  of  the  American  Gas  Association 
The  greatest  danger  of  all:  an  excess  profits  tax  on  natural  gas? 
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The  kicker  in  this  is 
apparent  to  all:  Immedi- 
ate decontrol,  if  accom- 
panied   by   a  windfall 
H  profits   tax,    could  add 
from  $30  billion  to  $60  billion,  by 
some  estimates,  to  the  federal  trea- 
sury in  the  first  year  alone,  wiping  out 
much  of  the  government  budget  defi- 
cit— now  estimated  at  $109.1  billion 
for  fiscal  1982 — at  a  stroke. 
Because  of  the  political  sensitivity, 


President  Reagan  put  the  issue  aside 
in  November  when  he  decided  not  to 
send  a  White  House  decontrol  propos- 
al to  Congress.  But  the  prospect  of  all 
that  tax  revenue  is  what  has  Luntey 
worried. 

"There  is  a  clear  temptation,"  he 
says,  "to  use  an  excess  profits  tax  to 
solve  the  problem  of  the  budget  defi- 
cit. But  that  is  the  greatest  danger  of 
all,  because  it  is  an  indirect  tax  on  the 
consumer."  And  that,  he  says,  is  "a 


concept  that  is  clearly  un-American." 

Whichever  side  prevails,  the  fight  is 
likely  to  be  waged  this  spring— after 
the  high  heating  bills  of  winter,  but 
months  away  from  the  November 
congressional  elections.  Between  now 
and  then,  Luntey  will  be  spending 
much  of  his  time  pushing  the  AGA's 
line  in  Washington  and  elsewhere. 

The  fact  is,  Luntey  has  plenty  to  be 
worried  about.  Like  the  nation's  elec- 
tric utilities,  gas  pipelines  and  utilities 


Natural  gas 


Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

aeot/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-yea 

\^  Ullipall y 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rank 

Producers  &  pipeliners 

Panhandle  Eastern 

19.9% 

1 

24.3% 

0.9 

11.4% 

2 

10.2% 

8.0% 

27.3% 

3 

13.5% 

3 

So  Natural  Resources 

18.8 

z 

19.2 

0.5 

1  l.o 

1 

1U.  1 

6.6 

22.8 

5 

14.2 

2 

Texas  Eastern 

18.7 

3 

19.3 

0.5 

11.1 

5 

9.7 

4.9 

23.2 

4 

13.2 

4 

Transco  Companies 

18.7 

3 

20.3 

1.2 

8.5 

7 

7.6 

3.8 

27.4 

2 

15.7 

1 

ENSERCH 

17.9 

5 

24.0 

0.6 

13.5 

2 

10.2 

5.9 

30.5 

1 

9.8 

6 

Vjd9    1  rdilMUII 

17.6 

6 

21.9 

0.6 

12.1 

6 

9.7 

4.7 

20.4 

6 

12.1 

5 

Tenneco 

lo.y 

7 

16.4 

0.7 

a  i 

A 

9.9 

5.1 

18.0 

8 

7.6 

7 

El  Paso 

6.4 

8 

27.6 

1.7 

9.1 

8 

4.0 

3.0 

18.8 

7 

-22.5 

8 

Medians 

18.3 

zl.l 

11.2 

9.8 

5.0 

23.0 

12.7 

Pipeliners  &  distributors 

Pioneer 

32.9% 

1 

36.9% 

0.4 

22.0% 

2 

17.4% 

9.6% 

24.9% 

4 

25.2% 

3 

United  Energy  Resources 

1Q  1 

Z7.1 

29.1 

0.2 

1  Q  ft 

i 

ly.v 

4.1 

34.7 

2 

34.3 

2 

Houston  Natural  Gas 

25.8 

3 

27.1 

0.3 

17.0 

3 

15.4 

8.2 

27.4 

3 

23.1 

4 

Arkla 

19.2 

4 

22.4 

0.5 

11.0 

5 

10.0 

7.5 

20.6 

8 

11.0 

7  I 

InterNorth 

18.6 

5 

19.1 

0.7 

10.0 

4 

10.2 

6.5 

20.6 

9 

12.9 

6 

Northwest  Energy 

18.0 

6 

19.5 

0.5 

10.8 

6 

9.2 

5.4 

24.0 

5 

13.2 

5 

Valero  Energy 

17.3 

7 

35.5 

0.4 

17.2 

7 

8.7 

4.1 

20.5 

10 

D-P 

Peoples  Energy 

14.6 

8 

13.7 

0.7 

8.2 

8 

8.1 

4.6 

23.8 

6 

6.8 

8 

Amer  Natl  Resources 

13.8 

9 

14.5 

0.9 

7.1 

10 

7.3 

5.4 

20.8 

7 

3.3 

10 

Columbia  Gas  System 

13.4 

10 

14.2 

0.8 

8.1 

9 

7.3 

4.4 

18.1 

11 

5.9 

9 

Centl  Louisiana  Energy 

*  * 

42.0 

0.5 

24.0 

*  * 

7.5 

50.6tt 

1 

47.0tt 

1 

Medians 

18.3 

22.4 

0.5 

11.0 

9.6 

5.4 

23.8 

13.1 

Distributors 

Entex 

28.2% 

1 

21.8% 

0.8 

11.3% 

1 

13.8% 

4.4% 

34.9% 

1 

27.2% 

1 

Oneok 

20.9 

'2 

19.9 

0.8 

10.6 

2 

11.3 

4.3 

29.5 

2 

15.3 

2 

Southern  Union 

19.9 

3 

20.3 

0.6 

9.0 

3 

10.4 

3.1 

26.0 

3 

11.4 

4 

NICOR 

16.0 

4 

15.3 

0.4 

8.1 

5 

8.5 

5.8 

20.8 

5 

8.9 

7 

Minnesota  Gas 

15.5 

5 

14.2 

0.6 

9.4 

4 

9.4 

3.7 

21.1 

4 

7.5 

11 

Brooklyn  Union  Gas 

14.1 

6 

15.5 

0.7 

9.3 

6 

8.2 

5.2 

18.2 

10 

8.7 

8 

Pacific  Lighting 

13.8 

7 

17.7 

0.8 

9.8 

9 

7.7 

4.5 

20.0 

7 

10.9 

5 

Consol  Natural  Gas 

13.7 

8 

15.2 

0.6 

8.8 

T 

8.1 

5.8 

17.9 

11 

11.4 

3 

Laclede  Gas 

13.2 

9 

11.1 

0.8 

6.7 

10 

7.3 

3.3 

17.3 

13 

7.7 

10 

UGI 

12.9 

10 

15.6 

0.7 

8.8 

8 

7.7 

4.9 

19.6 

8 

10.1 

6 

Atlanta  Gas  Light 

11.8 

11 

9.0 

0.8 

5.6 

12 

6.6 

1.7 

20.2 

6 

8.1 

9 

WICOR 

11.8 

11 

10.0 

0.8 

*  * 

*  * 

2.3 

17.2 

14 

5.6 

12 

National  Fuel  Gas 

11.3 

13 

14.0 

0.8 

8.3 

11 

7.2 

3.7 

17.1 

15 

5.2 

13 

Gas  Service 

10.4 

14 

8.5 

0.9 

5.6 

13 

6.2 

1.6 

17.6 

12 

3.6 

15 

No  Indiana  Pub  Svc 

9.6 

15 

9.8 

0.9 

5.5 

15 

5.4 

6.0 

19.5 

9 

-4.8 

16 

Washington  Gas  Light 

9.4 

16 

10.3 

0.9 

6.2 

14 

5.7 

3.6 

14.9 

16 

4.5 

14 

Medians 

13.5 

14.7 

0.8 

8.8 

7.7 

4.0 

19.6 

8.4 

Industry  medians 

16.5 

19.1 

0.7 

9.4 

8.7 

4.7 

20.6 

10.5 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

ttThree -year  growth.    D  P:  deficit  to  profit;  not  ranked.    "Not  available;  not  ranked. 


100 


FORBES.  JANUARY  4,  19831 


have  been  hit  by  a  sag  in  demand 
growth.  While  close  to  a  million  resi- 
dential customers  have  switched  from 
oil  to  gas  in  the  past  two  years,  each 
household  has  been  using  less — mean- 
ing growth  is  flat.  Overall,  consumers 
are  using  only  about  5%  more  gas  now 
than  they  did  a  year  ago. 

Result:  Even  though  regulators  have 
recently  been  more  responsive  to  re- 
quests for  rate  hikes,  Wall  Street 
doesn't  think  all  that  much  of  the 
future  of  gas  utilities.  Their  stocks  are 
selling  at  around  80%  of  book  value, 
only  10%  better  than  those  of  their 
ravaged  cousins,  the  severely  de- 
pressed electric  utilities.  One  of  Lun- 
tey's  other  top  priorities,  indeed,  is 
trying  to  convince  regulators  to  allow 
a  still  higher  rate  of  return  on  equity. 
He  feels  that  5  Vi%  above  the  current 
14%  average  maximum  is  needed  to 
get  stock  values  back  up. 

Immediate  decontrol,  if 
linked  to  a  windfall  profits 
tax,  could  add  530  billion 
to  $60  billion  to  the  federal 
treasury  in  the  first  year 
alone,  wiping  out  much  of 
the  budget  deficit. 

Despite  the  shortage  scare  of  the 
mid-1970s,  Luntey  believes  the  U.S. 
has  enough  gas  to  last  indefinitely — 
providing  it  is  willing  to  tap  new 
sources.  The  U.S.  now  consumes  20 
trillion  cubic  feet  of  gas  a  year.  Ac- 
cording to  government  estimates,  re- 
serves are  being  replaced  at  about 
90%  of  that,  meaning  gas  reserves  are 
slowly  being  depleted.  By  some  esti- 
mates, probable  reserves  could  run  out 
in  36  years. 

Luntey  says  that  besides  being  no- 
toriously unreliable,  such  estimates 
fail  to  take  into  account  vast  quanti- 
ties of  methane  gas  from  unconven- 
tional sources  such  as  coal,  biomass, 
shale,  geopressured  formations  and 
other  sources.  If  properly  tapped, 
such  sources  could  supply  close  to 
half  of  the  country's  total  gas  require- 
ments by  the  year  2000,  Luntey  be- 
lieves. "Natural  gas  is  a  finite  re- 
source," he  says.  "But  methane  is  a 
forever  source  of  energy.  We  are  go- 
ing to  be  living  off  methane  for  a 
very,  very  long  time." 

So  why  not  decontrol  gas  now  and 
create  the  motivation  for  intensive 
development  of  this  potentially  inex- 
haustible resource — as  well  as  cut  the 
rederal  deficit  in  half?  Foolish  ques- 
tion. When  free  enterprise  beliefs 
zonflict  with  their  pocketbook  inter- 
ests, all  too  many  businessmen  forget 
ill  about  the  principle.  ■ 


If  you're  still  drinking 
Canadian  and  soda . . . 


it's  because 

you  haven't  tasted 

gold  rum  and  soda. 


That's  the  reaction  that's  made 
Puerto  Rican  gold  rum  one  of  the 
most  popular  and  fastest  growing  li- 
quors in  America  today. 

Either  on  the  rocks,  or  with  a  dash 
of  soda  or  your  favorite  mixer,  gold 
rum  is  a  smooth  alternative  to  blends 
bourbons,  Canadians— even  scotch. 

Try  the  delicious  gold  rums  of 
Puerto  Rico.  The  first  sip  will  amaze 
you.  The  second  will  convert  you. 

For  free  Rums  of  Puerto  Rico' 
Depl  FB-1, 1290  Avenue  of  the  Americas,  N 


Make  sure  the  rum  is  from 
Puerto  Rico. 

Great  rum  has  been  made  in 
Puerto  Rico  for  almost  five  centuries. 
Our  specialized  skills  and  dedication 
result  in  rums  of  exceptional  dryness 
and  purity.  No  wonder  over 
88%  of  the  rum  sold  in  this 
country  is  Puerto  Rican. 

RUm$  OF  PUERTO  RiCO 


recipes,  write  Puerto  Rican  Rums. 
Y,  N  Y  10104  ©1981  Government  of  Puerto  Rico 


Closed  for 
revitalization? 


Congress  has  ended  debate  over  granting  tax  incentives  to 
revitalize  the  economy. 

Now  its  time  for  business  to  do  the  same. 
There  is  no  way  to  fend  off  overseas  competition  while 
capital  spending  is  deferred  until  next  year  and  beyond. 

Every  day  American  businesses  must  compete 
for  markets  both  here  and  abroad.  Every  day  they 
lose  ground. 

To  us,  with  a  business  that  is  global  in 
scope,  the  reason  seems  clear:  In  the  last 
decade  U.S.  investment  in  new  plants 
and  equipment  ranked  last  among 
all  industrialized  nations  as  a 
percent  of  GNP. 

At  Ingersoll-Rand  our  concern 
is  productivity.  We  produce  tools 
and  machines  fundamental  to 
industrial  renewal,  including  air 
compressors  to  power  factories 
and  pumps  to  process  chemicals. 

We  believe  it's  time  for 
American  business  to  start 
closing  the  gap. 

The  world  simply  won  I  stop 
and  wait. 


INGERSOLL-RAND 


® 


J 


For  information  about  Ingersoll-Rand  products, 
or  reprints  of  advertisements  in  this  series, 
write  to  us,  DepL  121  Woodcliff  Lake.  NJ  07675. 


Electric  utilities  are  now  a  no-growth  industry. 
Who  knows  if  they  will  ever  be  anything  else? 


Electric 
utilities 


By  Carol  E.  Curtis 


RICHARD  METZLER  LIKES  tO  tell 
about  the  utility  executive  who 
was  asked  how  he  was  sleep- 
ing nights,  given  the  industry's  prob- 
lems. "Like  a  baby,"  was  the  reply.  "I 
sleep  for  two  hours,  then  wake  up  and 
cry  for  two  hours." 
A  utility  consultant  with  Theodore 


Barry  &  Associates,  Metzler  has  spent 
the  last  1 1  years  listening  to  the  woes 
of  utility  executives  and  giving  advice 
on  how  to  deal  with  them.  That  ad- 
vice now:  "You  can  make  a  strong 
case  that  utilities  have  become  a  per- 
manent no-growth  industry." 

Look  at  the  numbers,  says  Metzler. 
In  the  early  1970s  demand  grew  at  an 
average  rate  of  7%  a  year.  Now  it's 


below  2%,  and  some  utilities  even 
show  declines.  According  to  the  Edi- 
son Electric  Institute,  the  industry 
trade  association,  the  best  that  can  be 
expected  over  the  next  decade  is 
3.6%,  and  if  current  trends  persist,  irj 
could  be  much  lower,  possibly  1.6%, 
the  EEI  says. 

Electric  utilities  rank  near  the  hot] 
torn  of  American  industry  in  profit- 
ability: Their  average  1 1.8%  return  on 
equity  is  better  only  than  such  severe- 
ly depressed  industries  as  airlines  and 
apparel.  Their  stocks  are  selling  at  an 


Electric  utilities 


Yardsticks  of  management  performance 
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average 
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Northeast 

Commonwealth  Energy 

13.4% 

1 

10.7% 

0.7 

5.6% 

5 

6.7% 

3.8% 

12.0% 

12 

6.8% 

2 

Long  Island  Lighting 

13.4 

2 

13.8 

0.7 

9.0 

1 

8.1 

15.3 

15.0 

1 

2.6 

9 

New  England  Electric 

13.4 

2 

14.6 

0.9 

6.8 

9 

6.5 

6.9 

11.7 

13 

6.8 

2 

Penn  Power  &  Light 

12.4 

4 

12.3 

0.9 

6.3 

3 

6.8 

20.9 

12.6 

9 

2.5 

10 

N  Y  State  Elec  &  Gas 

12.3 

5 

12.1 

1.0 

7.0 

2 

7.1 

13.0 

14.0 

2 

3.8 

5 

Consolidated  Edison 

11.8 

6 

13.5 

0.7 

7.5 

6 

6.6 

9.0 

10.0 

14 

9.9 

l"j 

Niagara  Mohawk  Power 

11.6 

7 

13.2 

0.9 

7.5 

4 

6.7 

9.8 

13.6 

5 

2.7 

8 

Pub  Svc  Elec  &  Gas 

11.3 

8 

10.2 

0.8 

5.9 

10 

6.3 

7.7 

13.2 

6 

3.8 

5 

Boston  Edison 

11.2 

9 

15.7 

0.8 

6.2 

13 

5.5 

8.1 

12.6 

10 

3.8 

7 

Delmarva  Power  &  Lt 

11.2 

10 

10.5 

1.0 

6.3 

8 

6.6 

9.1 

14.0 

3 

1.1 

11 

Rochester  Gas  &  Elec 

11.0 

11 

12.9 

0.8 

7.4 

6 

6.6 

9.9 

12.7 

8 

3.8 

4 

Phiia  Electric 

10.2 

12 

11  4 

1.0 

6.2 

11 

5.8 

11.0 

13.0 

7 

0.2  . 

12 

Northeast  Utilities 

9.9 

13 

10.0 

1.2 

5.9 

12 

5.7 

5.9 

12.0 

11 

-2.1 

13 

General  Public  Utils 

6.4 

14 

1.5 

0.9 

3.2 

14 

4.8 

1.0 

14.0 

4 

-8.4 

14 

Medians 

11.5 

12.2 

0.9 

6.3 

6.6 

9.1 

12.9 

3.3 

Midwest 

Indianapolis  Pwr  &  Lt 

14.2% 

1 

11.9% 

0.8 

6.2% 

5 

6.9% 

14.2% 

14.9% 

14 

5.1% 

5 

Public  Service  Indiana 

14.2 

1 

12.2 

0.8 

6.2 

I 

7.2 

19.2 

15.8 

8 

5.6 

2 

Wisconsin  Public  Svc 

13.5 

3 

12.8 

0.7 

6.0 

6 

6.9 

7.8 

15.3 

11 

7.1 

1 

Kansas,  Power  &  Light 

13.0 

4 

13.2 

0.7 

6.8 

8 

6.8 

12.6 

17.3 

5 

4.5 

7 

No  States  Power 

13.0 

5 

13.7 

0.7 

6.5 

14 

6.4 

10.1 

12.9 

24 

4.3 

8 

Wisconsin  Pwr  &  Lt 

13.0 

6 

14.6 

0.8 

7.0 

10 

6.7 

9.1 

15.8 

9 

5.6 

3 

Cincinnati  G  &  E 

12.8 

7 

11.3 

1.0 

6.5 

3 

7.0 

9.5 

15.1 

12 

4.0 

9 

Illinois  Power 

12.8 

8 

12.9 

0.8 

6.9 

7 

6.8 

13.2 

16.5 

6 

2.4 

11 

Cleveland  Elec  Ilium 

12.6 

9 

12.5 

0.9 

7.1 

2 

7.2 

14.9 

13.7 

20 

1.8 

13 

Consumers  Power 

1 1.9 

10 

12.6 

0.9 

6.2 

17 

6.2 

9.7 

13.4 

22 

4.9 

6 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 


average  of  70%  of  book  value.  Quite 
clearly,  the  industry  is  coping  badly 
with  the  end  of  its  growth  era. 

All  this  has  brought  the  utilities  a 
big  credibility  problem.  After  years  of 
predicting  brownouts,  the  opposite — 
excess  capacity — has  become  the  rule. 
Some  utilities  in  the  Midwest  have 
reserve  margins  of  as  much  as  40%  or 
more.  Nationwide  the  average  is  30%. 
"You  are  really  seeing  a  classic  over- 
supply  of  a  basic  commodity,"  says 
Metzler.  "We  used  to  hear  about  the 
'gas  bubble.'  Now  there's  an  'electric- 
ity bubble,'  too." 

Even  after  the  recession  and  con- 
servation have  bottomed  out,  Metzler 
questions  whether  the  old  growth 
rates  will  ever  return.  The  nation,  he 
believes,  is  replacing  its  energy-inten- 
sive industrial  output — basic  indus- 
tries such  as  steel  and  automobiles — 
with  less  energy-intensive  industries 
such  as  electronics  and  health  care. 
At  the  same  time,  Metzler  points 
out,  the  nation's  consumers-  are  grow- 
ing older — meaning  fewer  children 
and  fewer  new  houses  to  consume 
electricity.  The  bottom  line?  For 
Metzler,  a  prospect  that  long-term 


growth  rates  will  level  off  near  the 
low  end  of  the  EEI's  forecast,  or  1.6% 
to  2%  per  year. 

To  be  sure,  not  all  utilities  are  do- 
ing poorly.  In  the  booming  Sunbelt, 
for  example,  Southwestern  Public 
Service,  El  Paso  Electric  and  Texas 
Utilities  enjoy  growth  rates  in  the 
neighborhood   of  AVi%,   with  rev- 


After  years  of  predicting 
brownouts,  the  opposite— ex- 
cess capacity— has  become 
the  rule.  Some  utilities  in  the 
Midwest  have  reserve  mar- 
gins of  40%  or  more.  Nation- 
wide the  average  is  30%, 
with  long-term  trends  show- 
ing more  of  the  same. 


enues  and  income  rising  at  a  healthy 
pace.  But  today  even  rapid  growth 
can  be  a  mixed  blessing.  The  enor- 
mous risks  associated  with  new  con- 
struction, particularly  of  nuclear  pow- 
er plants,  have  created  what  Metzler 
sees  as  a  "Catch-22"  for  those  utili- 
ties able  to  justify  construction:  The 
new  plant  comes  at  such  a  heavy  cost 
that  building  is  often  simply  not 


worth  the  price.  The  numbers  tell  the 
story:  Some  82,000  megawatts  of  ca- 
pacity, 80%  of  it  nuclear,  have  been 
canceled  or  deferred  since  1975. 

As  a  regulated  monopoly  whose 
rate  of  return  is  set  by  public  utility 
commissions,  utilities — no  matter 
how  hard-pressed  financially — can  al- 
ways seek  to  recover  losses  through 
rate  increases.  The  average  return  on 
common  equity  allowed  by  public 
utility  commissions  rose  to  14.2%  in 
1980,  up  from  13.4%  a  year  earlier. 
The  speed  with  which  rate  hikes  are 
approved  has  also  increased,  with  the 
average  time  between  filing  and  ap- 
proval shrinking  from  IW2  months 
to  8%  months.  Where  commissions 
have  refused  to  grant  the  full  amount 
of  rate  hikes,  utilities  are  also  show- 
ing an  increasing  willingness  to  re- 
sort to  the  courts  to  appeal  rate  cases. 

Still,  it  is  one  thing  to  set  a  maxi- 
mum return  and  another  to  achieve 
it.  The  gap  between  actual  and  al- 
lowed rates  of  return  has  widened, 
from  2.3%  in  1975  to  2.8%. 

One  solution  adopted  by  some  of  the 
utilities  is  diversification.  Since  1980, 
the   Securities   &   Exchange  Com- 
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nion  Electric 

11.9% 

11 

11.3% 

0.9 

5.7% 

16 

6.2% 

13.5% 

13.5% 

21 

3.1% 

10 

entral  111  Pub  Svc 

11.8 

12 

11.0 

0.8 

5.8 

13 

6.4 

10.8 

16.5 

7 

1.2 

14 

isconsin  Elec  Power 

11.8 

13 

11.3 

0.8 

5.9 

12 

6.6 

8.2 

13.7 

18 

5.2 

4 

llegheny  Power 

11.6 

14 

13.9 

1.0 

7.3 

15 

6.3 

8.3 

15.5 

10 

0.8 

15 

oledo  Edison 

11.5 

15 

11.3 

0.9 

7.3 

4 

7.0 

18.0 

17.5 

4 

-1.9 

21 

merican  Elec  Power 

11.0 

16 

10.6 

1.2 

6.2 

11 

6.6 

8.2 

17.9 

3 

-1.8 

20 

ayton  Power  &  Light 

10.8 

17 

13.8 

1.0 

7.7 

9 

6.8 

12.3 

14.4 

16 

-0.8 

19 

entral  Illinois  Lt 

10.7 

18 

12.1 

0.7 

5.5 

22 

5.5 

8.1 

17.9 

2 

0.1 

17 

etroit  Edison 

10.3 

19 

11.9 

1.0 

6.0 

21 

5.8 

11.7 

13.0 

23 

2.4 

11 

Dmmonwealth  Edison 

10.3 

20 

11.7 

1.0 

6.2 

19 

5.8 

12.1 

13.7 

19 

-0.7 

18 

fiio  Edison 

10.2 

21 

11.3 

1.2 

5.8 

18 

6.1 

12.8 

15.0 

13 

-^.5 

22 

insas  City  Pwr  &  Lt 

10.2 

22 

10.0 

0.9 

4.7 

24 

5.4 

12.6 

14.6 

15 

0.2 

16 

uquesne  Light 

9.7 

23 

11.2 

0.9 

6.0 

20 

5.8 

13.0 

14.1 

17 

-5.2 

24 

0  Indiana  Pub  Svc 

9.6 

24 

9.8 

0.9 

5.5 

23 

5.4 

6.0 

19.5 

1 

-4.8 

23 

edians 

11.8 

11.9 

0.9 

6.2 

6.5 

11.9 

15.1 

2.1 

mtheast 

SCO  Energy 

15.2% 

1 

16.9% 

0.7 

7.3% 

2 

6.8% 

8.1% 

18.0% 

3 

8.6% 

2 

ike  Power 

13.3 

2 

13.9 

0.9 

7.2 

1 

7.1 

18.0 

14.1 

11 

8.6 

1 

Drida  Power 

13.1 

3 

14.6 

0.9 

6.6 

8 

6.3 

8.7 

18.2 

2 

6.0 

4 

Drida  Power  &  Lt 

12.7 

4 

10.3 

0.9 

5.3 

7 

6.4 

6.7 

17.4 

5 

6.9 

3 

iddle  South  Utils 

12.5 

5 

13.5 

1.3 

7.2 

5 

6.5 

10.0 

19.1 

1 

2.7 

9 

irolina  Pwr  &  Lt 

12.3 

6 

13.7 

0.9 

6.8 

6 

6.5 

16.0 

15.9 

9 

2.9 

8 

Carolina  E  &  G 

12.1 

7 

13.2 

1.0 

6.4 

9 

6.2 

11.1 

16.0 

8 

2.9 

7 

ltimore  Gas  &  Elec 

11.7 

8 

12.4 

0.9 

6.8 

3 

6.7 

11.1 

13.0 

13 

3.3 

6 

tomac  Elec  Power 

11.7 

9 

12.4 

0.9 

6.7 

3 

6.7 

10.9 

13.8 

12 

4.0 

5 

uisville  Gas  &  Elec 

11.2 

10 

14.1 

0.8 

6.6 

11 

60 

10.2 

16.1 

7 

0.9 

10 

Note;  Explanation  of  Yardsticks  calculations  on  page  51. 


Report  from  GTE. 


Cooling  th< 


The  giant  engines  in  the  space  shuttle 
"Columbia"  burn  half  as  hot  as  the  sun's 
surface. 

That  6000°F  inferno  would  consume 
everything  if  it  weren't  for  a  lining  of  pencil- 
thin  stainless  steel  tubes  filled  with  incredibly 
cold  liquid  hydrogen. 

And  very  special  alloys  from  GTE. 

Taming  the  flame. 

The  alloys  are  used  to  braze  the  cooling 
tubes  together  and,  in  turn,  attach  them  to  the 
walls  of  the  rocket  engines. 

And  to  keep  them  there  in  the  face  of 
impossible  physical  and  temperature  forces. 

GTE  is  the  sole  qualified  producer  of  these 
alloys. 


Down-to-earth  benefits. 

You've  heard  how  the  technical  discove 
of  the  space  program  have  very  real  bene! 
on  earth.  Here's  a  case  in  point.  For  NASi 
released  these  alloys  for  commercial  use. 
So  now  you,  too,  can  hold  things  together 
temperatures  go  out  of  this  world. 

Communications,  too. 

But  GTE  is  also  a  communications  com] 
GTE  telephone  systems  link  15,000  peopk 
the  Kennedy  Space  Center  with  each  other 
and  the  outside  world.  Altogether,  we  ha\ 
supplied  them  with  three  computer-contn 
telephone  systems  and  9,000  phones. 

In  addition,  we've  provided  NASA  with 
packet-switching  network  which  is  vital  t 
coordination  of  space  missions.  It  sends  v; 
quantities  of  data  back  and  forth  among  t) 
computers  at  NASA's  widely-spaced  Mar 


One  Stamford  Forum.  Stamford,  Connecticut  06904. 


I  'tility  consultant  Richard  Metzler 

An  "electricity  bubble"  points  up  the  long-term  growth  plight  of  utilities. 


mission  has  received 
several  utility  requests 
to  form  holding  compa- 
nies— nearly  all  created 
for  diversification.  New 
business  ventures  embraced  by  the 
nation's  investor-owned  electric  utili- 
ties include  real  estate  (Public  Service 
Co.  of  Colorado),  appliance  sales  (Bal- 
timore Gas  &  Electric),  transportation 
(Iowa  Power  &  Light)  and  fish  farms 
(Public  Service  Electric  &.  Gas  Co.  of 
New  Jersey). 

But  the  diversification  game  has  a 
special  risk  for  utilities  that  is  not 
present  in  nonregulated  businesses. 
Rate-setting  commissions  may 
choose  to  take  the  earnings  of  the 
successful  nonutility  enterprise  into 
consideration  when  approving  rate  in- 
creases— meaning  that  the  ratepayer, 
not  the  utility  shareholder,  would 
benefit  via  lower  electricity  bills.  That 
has  already  happened  at  Montana 
Power  Co.,  though  the  utility  has  ap- 
pealed the  decision.  If  other  commis- 
sions follow  suit,  nonutility  business- 
es could  create  as  much  of  a  problem 
as  they  were  meant  to  solve. 


Electric  utilities 


What  then,  if  anything,  could  get 
utilities  back  on  a  growth  track? 
Metzler  slumps  in  his  chair.  He  cites  a 
study  last  year  by  the  Electric  Power 
Research  Institute.  It  would  take  a 
3Vi%  annual  growth  in  electricity  use 
between  now  and  2000,   says  the 


study,  just  to  maintain  the  presen 
U.S.  standard  of  living.  That  is  2°A 
above  current  trends  and  more  thai 
the  industry's  own  long-range  fore 
casts.  In  short,  if  the  EPRI  and  thi 
industry  are  both  right,  American 
will  not  even  use  enough  electricity  t< 
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Southern  Company 

10.8% 

11  11.6% 

1.1 

5.7% 

12  5.5% 

8.0% 

16.3% 

6 

-0.4% 

11 

Va  Electric  &  Power 

9.9 

12  10.0 

1.1 

6.1 

10  6.2 

11.6 

17.4 

4 

-0.8 

12 

Kentucky  Utilities 

8.2 

13  8.6 

0.9 

5.7 

13  5.3 

8.2 

15.0 

10 

-5.1 

13 

Medians 

12.1 

13.2 

0.9 

6.6 

6.4 

10.2 

16.1 

2.9 

Southwest 

Southwestern  Pub  Svc 

18.5% 

1  19.2% 

1.0 

8.3% 

1  8.0% 

12.0% 

21.8% 

2 

7.4% 

2 

Central  &  South  West 

14.6 

2  14.8 

0.7 

7.4 

5  7.4 

10.4 

19.0 

6 

6.0 

4 

Houston  Industries 

14.1 

3  13.6 

0.8 

7.2 

4  7.6 

7.3 

28.4 

1 

7.5 

1 

Texas  Utilities 

14.0 

4  16.2 

0.9 

8.3 

3  7.7 

13.5 

19.7 

5 

6.1 

3 

Arizona  Public  Service 

13.7 

5  13.9 

1.0 

7.8 

2  7.9 

21.3 

18.2 

7 

3.8 

5 

Gulf  States  Utils 

12.5 

6  14.3 

1.1 

7.3 

6  6.4 

12.0 

20.6 

3 

3.0 

6 

Oklahoma  Gas  &  Elec 

10.9 

7  10.9 

0.9 

6.0 

7  6.0 

8.8 

19.8 

4 

-1.3 

7 

Medians 

14.0 

14.3 

0.9 

7.4 

7.6 

12.0 

19.8 

6.0 

West 

Pacific  Pwr  &  Lt 

12.2% 

1  13.4% 

1.2 

7.0% 

5  6.8% 

13.4% 

23.3% 

1 

2.2% 

4 

Southern  Calif  Edison 

12.0 

2  13.3 

0.9 

7.9 

3  7.2 

.10.9 

15.9 

9 

4.3 

2 

Pacific  Gas  &  Elec 

11.6 

3  11.4 

0.8 

7.4 

1  7.4 

9.1 

19.1 

8 

2.3 

3 

Utah  Power  &  Light 

11.4 

4  13.7 

0.8 

7.9 

4  7.1 

18.7 

23.1 

2 

1.2 

5 

Montana  Power 

11.2 

5  13.9 

0.8 

8.0 

6  6.7 

11.5 

20.6 

4 

0.5 

7 

San  Diego  Gas  &  Elec 

11.2 

6  14.1 

0.9 

8.5 

2  7.4 

9.3 

20.7 

3 

1.2 

6 

Hawaiian  Electric 

10.7 

7  10.3 

0.8 

6.0 

7  6.0 

4.5 

19.4 

7 

5.4 

1 

Public  Service  Colo 

10.0 

8  12.7 

0.9 

6.9 

9  5.9 

7.9 

19.6 

6 

-2.9 

8 

Portland  Genl  Elec 

8.7 

9  12.9 

1.3 

6.8 

8  5.9 

17.3 

20.3 

5 

-6.8 

9 

Medians 

11.2 

13.3 

0.9 

7.4 

6.8 

10.9 

20.3 

1.2 

Industry  medians 

11.8 

12.6 

0.9 

6.6 

6.6 

10.4 

15.8 

2.7 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
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maintain  their  current  standard  of  liv- 
ing over  the  next  two  decades.  "You 
always  wanted  your  children  to  have 
more  than  you  had,"  says  Metzler. 
"But  maybe  it's  time  to  think  about 
the  unthinkable  possibility  that  they 
won't."  If  so,  then  electric  utilities 
may  be  in  for  tough  times  for  some 
time  to  come.  ■ 

It  never  rains . . . 

Interest  rates  are  coming  down 
and  that's  good  for  the  utilities. 
Fuel  costs  are  stabilizing  and  that's 
good,  too.  But  now  there's  acid  rain 
and  that  promises  to  be  a  terrible 
headache.  "It's  a  very  emotional 
issue,"  laments  Frank  Griffith, 
chairman  of  Iowa  Public  Service  Co. 

It's  emotional  in  part  because  en- 
vironmentalists know  how  to  catch 
headlines  with  charges  that  the 
power  industry  is  killing  fish  and 
upsetting  the  balance  of  nature. 

The  fact  is  that  all  rairi  has  a 
certain  acid  content,  but  with  the 
growth  of  auto  usage  and  the 
spread  of  industrialization,  the  acid 
content  tends  to  increase  greatly. 
The  problem  is:  How  do  you  check 
it?  You  can't  ban  automobiles  and 
power  plants.  Environmentalists 
are  pressing  Congress  for  an 
amendment  to  the  Clean  Air  Act, 
which  the  Edison  Electric  Institute 
says  could  cost  the  industry  $75 
billion.  The  utilities  don't  have  the 
money,  so  the  public  would  have  to 
pay  through  higher  rates.  But  utili- 
tyman  Griffith  warns  that  the  pub- 
lic might  not  get  much  for  its  $75 
billion  if  Congress  rushes  into  a 
law.  "We  just  don't  know  enough 
yet  about  the  subject,"  he  says. 

When  Griffith  calls  it  an  emotion- 
al subject  he's  on  the  mark.  One 
newspaper  reported  that  acid  rain  is 
hardly  a  recent  problem  since  acid 
ice  is  found  in  the  Himalayas  and 
Antarctica.  A  spokesman  for  the 
scientists  who  were  supposed  to 
have  found  the  acid  ice,  however, 
said  their  findings  were  taken  out  of 
context. 

From  Canada,  meanwhile, 
comes  a  steady  barrage  of  com- 
plaints about  clouds  with  Ameri- 
can acid  raining  on  Canada.  But, 
the  utilities  suggest,  Canadians 
may  be  less  than  candid  about  their 
real  motives:  They  point  out  that  it 
would  be  in  the  Canadians'  inter- 
est to  close  down  U.S.  coal-burning 
plants  to  create  a  market  for  excess 
Canadian  hydro  power.  Umbrellas, 
anyone? — Laura  Saunders 
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It's  Worth  Repeating 


Around  the  world,  more  people  use  Radio  Shack's 
TRS-80*  than  any  other  microcomputer. 

One.  You'll  find  more  ready-to-run  software  for  the  TRS-80 
than  any  other  microcomputer. 

One.  TRS-80  is  the  best  supported  microcomputer  in  the 


line  anu  riauunwiue  service. 

One  Radio  Shack  offers  a  wider  selection.  From  a  sale- 
priced  pocket  computer  at  only  $169.95,  to  a  $999  personal 
desktop  model,  to  $10,000+  small  business  systems. 

One  We're  over  8100  locations  worldwide.  Discover  why 
we're  your  #1  choice  in  microcomputers.  Write  to  Depart- 
ment 82-A-105,  1300  One  Tandy  Center,  Fort  Worth,  Texas 
76102  for  a  free  TRS-80  catalog. 


The  biggest  name  in  little  computers 

A  DIVISION  OF  TANDY  CORPORATION  •  Retail  prices  may  vary  at  individual  stores  and  dealers. 


The  chemical  industnTT^TardTiTwork  looking 
for  new  frontiers — just  as  its  old  terrain  threat- 
ens to  become  increasingly  barren. 


Chemicals 


By  William  Baldwin 


At  Monsanto  they're  measuring 
parts-per-trillion  impurities  in 
i  silicon  crystals.  At  Du  Pont 
they're  studying  brain  chemistry. 
Dow  scientists  are  concocting  new 
plastics  from  old,  overlooked  raw  ma- 
terials like  ethyloxazoline. 

What's  going  on?  Very  simply,  after 
a  generation  of  skimping  on  research 
and  development,  chemicals  are  be- 
coming an  industry  of  search  and  dis- 
covery once  more. 

From  1960  to  1980,  R&D  spending 
by  U.S.  chemical  companies  fell  from 
3.8%  of  sales  to  2.3%.  Now  that  pro- 
portion is  climbing  again.  Monsan- 
to's  R&D  budget  increased  from  $136 
million  in  1978  to  $229  million  in 
1981  and  will  be  perhaps  $260  mil- 
lion this  year.  E.I.  Du  Pont,  histori- 
cally the  leader  in  research,  is  betting 
heavily  on  "life  sciences,"  which 
means  everything  from  weed  killers 
to  antiviral  drugs.  Du  Pont's  spending 
on  life  science  research  this  year  will 
be  something  like  $160  million,  up 
about  75%  from  1980,  out  of  a  1982 
research  and  development  budget 
that  will  approach  $750  million  in- 
cluding Conoco's  share. 

The  timing  is  logical.  If  the  Saudis 
want  to  work  downstream  from  their 
oil,  grabbing  a  big  chunk  of  the  petio 
chemicals  market,  let  them  have  it. 
Bulk  chemicals  were  never  very  prof- 
itable anyway — the  nicest  margins 
come  from  high-tech  chemicals,  often 
crossing  the  line  into  pharmaceuti- 
cals, like  the  preservatives,  laboratory 
chemicals  and  radiopharmaceuticals 
Mallinckrodt  specializes  in.  Even 
Stauffer,  a  classic  commodities  com- 
pany that  makes  sulfuric  acid  and 
soda  ash,  nowadays  wants  to  be  called 
a  "broad-based  specialties"  chemical 
company.  Its  R&D  spending  is  up 


from  $44.3  million  in  1980  to  a  bud- 
geted $60  million  in  1982 

D.  William  McDonald,  a  Ph.D.  or- 
ganic chemist  and  futurist  at  Mon- 
santo, sees  another  reason  for  the  re- 
search frenzy.  "In  the  1970s  the 
chemical  industry  was  hit  hard  on 
two  fronts.  One  was  environmental 
regulation,  forcing  the  industry  to 
spend  hundreds  of  millions  of  dollars 
in  research  and  capital.  The  second 
was  the  energy  crunch.  Modifying 


processes  to  use  less  energy  consumed 
a  lot  of  technical  manpower  and  cap- 
ital." Those  tasks,  he  says,  are  now 
largely  accomplished. 

Make  no  mistake,  the  chemical 
companies  know  what  the  stakes  are. 
If  computers  will  be  the  world's  big- 
gest industry  by  the  turn  of  the  cen-, 
tury,  chemical  technology  could  be 
right  up  there  among  contenders  for 
the  mega-industries,  crossing  over  the 
fields  of  medicine,  energy  and  food 
production.  In  fact,  the  computer  in- 
dustry itself  has  a  big  stake  already  in 
such  "chemicals"  as  wafer  silicon. 
Monsanto,  which  claims  to  be  a  worldjl 


Melting  down  polysilicon  at  Monsanto  for  semiconductor  chip. 
From  one  future  mega-industry  to  another? 
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OUR  MOMENT  OF  BRILLIANCE 

Diamond  I  FAA  Type  Certification.  November  6, 1981 

began  as  a  glimmer  —  a  new  concept  from  Mitsubishi.        name.  It's  the  latest  achievement  in  a  quarter  century  of  Mit- 
rom  that  initial  idea  an  ambitious  commitment  grew.  Soon    subishi  jet  manufacturing.  And  it  follows  the  tradition  of 
ist  resources  and  experience  of  our  century-old  company      strength  and  integrity  so  well  known  in  our  turboprops. 
dedicated  to  a  tremendous  task  —  design  and  production  Since  the  first  Diamond  I  prototype  arrived  from  Nagoya  at 

first  new  light  jet  in  a  decade.  our  production  facility  in  San  Angelo,  Texas,  we've  been  work- 

day the  idea  is  a  sparkling  reality  —  Diamond  I.  A  unique     ing  toward  our  proua  certification  day.  So  every  one  of  us  — 

designed  to  offer  the  business  community  the  finest  in  from  engineer  to  technician,  test  pilot  to  support  personnel  — 
rn  aircraft  technology.  And  the  only  business  jet  certified        shares  in  the  excitement  of  our  bright  success.  We  invite  you 

FAR  Part  25  with  afl  the  latest  strict  amendments  that       ▲     to  celebrate  with  us.  Diamond  I  positions  are  now  available 
only  to  new  aircraft  designs.  for  1983  deliveries.  Call  our  product  information  line 

iamond  I  offers  corporate  travelers  the  largest  Jm^L  today:  1/214/239-9275.  Learn  all  the  reasons  why 

of  all  light  jets  today  An  enviable  balance  iW||TSOBISHI  Diamond  I  is  destined  to  be  the  brightest  new 
h  speed  and  fuel  efficiency.  And  the  impec-  .  '  p  r^.  r_ ;  star  on  tne  business  jet  scene.  Our  moment  of 

quality  synonymous  with  the  Mitsubishi      ^  Jl^  jylX j  ^fyf^)^y^|^  ^  brilliance  is  just  the  beginning. 

Mitsubishi  Aircraft  International,  Inc.  One  Lincoln  Centre,  5400  LBJ  Frwy.  Suite  1500,  Dept.  FRJ-12  Dallas,  TX  75240 

Tel:  214/387-5600  TLX.  73-2575 
European  Office:  Holidaystraat  7, 1920  Diegem,  Brussels,  Belgium  Tel:  02/720  80  95  TLX:  62189  MAI  B 


You  can  really  break  ground 

for  your  reed  estate  projects  mth  the 

proven  expertise  of  Erst  Chicago. 


First  Chicago  custom-fits  the  best  real  estate 
team  to  your  needs  for  quick,  decisive  action. 
They're  your  First  Team,  ready  to  put  the 
nationally  recognized  knowledge  and  financial  . 
strength  of  a  world  class  bank  at  your  fingertips. 

"By  being  right  on  top  of  the  market  we 
can  deliver  innovative  loan  structuring  that 
addresses  today's  economy  and  is  priced 
competitively,"  says  Dan  Lupiani.  Vice  President/ 
Real  Estate  Group  Head.  "The  First  Team  also 
goes  beyond  lending.  We  have  a  complete 
in-house  staff  that  understands  every  phase 
of  your  construction." 

Bill  Fritz,  Vice  President/Mid-Continent 
Head  adds:  "The  First  Team  anticipates  the 
demands  of  the  industry.  We're  sensitive  to  the 
details  that  make  a  project  successful!' 


Bruce  Murray,  Vice  President/Regional 
Office  Head  offers  this  broad  perspective:  "The 
First  Team  gives  you  a  nationwide  network 
of  offices  to  capitalize  on  opportunities  where 
and  when  they  happen." 

Get  The  First  Team  working  for  you.  Call 
Daniel  A.  Lupiani.  (312)  732-5390  or  the  real 
estate  office  nearest  you:  Chicago— Atlanta — 
Dallas— Los  Angeles— Miami  — San  Francisco- 
Washington.  DO.  (November  1981). 

First  Chicago  Worldwide 

Atlanta — Baltimore — Boston — Chicago — Cleveland —  Dallas — 
Houston— Los  Angeles— Miami— New  York— San  Francisco- 
Washington,  D.C.—  Abu  Dhabi— Athens— Beijing  — Beirut— Brussels 
—  Buenos  Aires — Cairo — Calgary — Caracas — Cardiff — Cayman 
Islands— Dubai— Dublin — Dusseldorf— Edinburgh— Frankfurt- 
Geneva  — Guernsey  —  Hong  Kong — Jakarta  —  Kingston — Lagos — 
London — Madrid— Manila — Mexico  City — Milan — Munich — Nairobi 
— Panama  City — Pans— Port-au-Prince— Rome— Rotterdam — 
Sao  Paulo— Seoul— Sharjah— Singapore— Stockholm— Sydney- 
Tokyo  —Toronto— Warsaw— Zurich. 


FIRST  CHICAGO 

The  First  National  Bank  of  Chicago 


981  The  First  National  Bank  of  Chicago  Member  FD I.e. 


mm    Ogk    leader  in  wafer  produc 
1  ■      tion,  has  a  research  staff 
of  1 50  just  for  silicon  and 
other    electronic  prod- 
ucts. The  profit  potential 
is  enormous:  Wafers  account  for  per- 
haps 5%  of  the  cost  of  finished  com- 
puter chips,   says   silicon  research 
manager  Harold  Korh,  yet  the  chips 
have  .i  reject  rate  of  up  to  50% — partly 
because  of  impurities  that  creep  in 
during  chipmaking. 

Using  ion  detectors  that  can  count 
single  atoms,  Korb's  scientists  are  de- 
liberately planting  oxygen  impurities 
on  the  inside  of  the  wafer  in  the  hope 
that  they  will  scavenge  the  mischie- 
vous atoms  of  metal  contaminants 
floating  around  in  the  chip  furnace. 
That  would  leave  the  top  side  of  the 
silicon  computer  chip,  where  all  the 
action  takes  place,  crystal  clean. 

At  Dow  Chemical,  R&D  outlays  in 
1982  will  approach  $470  million,  with 
some  of  that  increase  representing  the 
inclusion  of  the  recently  acquired  pre- 
scription drug  business  of  Richardson- 
Merrell.  That  means  research  and  de- 
velopment is  taking  close  to  3.4%  of 
each  Dow  sales  dollar.  Doesn't  sound 
like  much  compared  with  6%  at  IBM, 
but  that  percentage  represents  a  $150 
million  increase  from  1980  when 
R&D  ran  to  3%  of  sales. 

Says  David  R  Sheetz,  head  of  do- 
mestic R&D  for  Dow:  "We've  be- 
come heavily  committed  to  areas  that 
are  more  research-intensive  than 
mainline  chemicals.  We  will  of  neces- 
sity have  to  put  a  higher  percentage  of 
the  sales  dollar  into  research."  Sheetz 
sees    two    wide-open   frontiers  for 


Chemicals 


chemical  technology  research  from 
now  to  the  turn  of  the  century:  genet- 
ic engineering  in  the  life  sciences  and 
organic  catalysts  for  industry.  Cata- 
lysts— those  "bystander"  compounds 
that  bring  about  chemical  reactions 
without     being    consumed  them- 


At  Du  Pont's  laboratories  in  Wil- 
mington, Del.,  R&D  doesn't 
just  mean  beakers  and  retorts.  It's 
also  color-coded,  three-dimension- 
al molecules  dancing  across  televi- 
sion screens.  Here,  two  leading 
edges  of  technology  intersect  as 
scientists  employ  computers  to  ex- 
tend the  frontiers  of  biochemistry. 

Du  Pont  scientists  have  a  com- 
puter program  called  Tnbble 
(named  after  the  furry  creature  on 
Star  Tivh)  that  communicates  with 
users  in  "friendly"  language — "it 
practically  comes  up  and  licks  you 
in  the  face,"  says  David  A.  Pensak, 
a  33-year-old  mathematician  and 
chemist. 

Tribble's  2-million-line  program 
allows  scientists  like  William  C. 
Ripka,  42,  a  pharmacologist,  to 
study  the  pain-quenching  "opiate 
receptors"  of  the  brain.  His  goal: 
designing  a  drug  that  will  plug  into 
the  receptors,  hoped  to  be  as  pow- 
erful as  opium  yet  not  addictive. 
Ripka  is  basing  his  work  on  the 
recent  discovery  that  the  brain  has 
its  own  natural  chemicals — called 


selves — are  critical  to  petrochemical; 
plastics  and  pesticides.  Organic  cat£ 
lysts — enzymes — come  from  livin 
organisms.  Someday,  says  Sheet; 
chemists  may  be  routinely  synthesis 
ing  large  complex  catalysts  that  wor 
better  than  natural  ones. 


enkephalins — that  fit  those  recep- 
tors. Similarly,  he  says,  "the  basis 
of  drug  action  is  often  the  interac- 
tion of  a  small  molecule  like  mor- 
phine with  the  larger  receptor." 
Enkephalins  aren't  useful  as  drugs 
because  they  would  crumble  apart 
in  the  body  before  reaching  the 
brain.  Morphine  is  addictive.  Both, 
however,  provide  clues. 

Tribble  speeds  the  search  at  var- 
ious steps.  It  uses  the  equations  of 
quantum  physics  to  predict  the 
size,  shape  and  habits  of  the  small- 
er molecules.  In  dealing  with  the 
much  more  complex  and  only  dim- 
ly understood  receptors,  it  tries  to 
make  a  sketch  based  on  their  affin- 
ity for  various  small  compounds. 
"It's  like  trying  to  predict  how 
beautiful  a  woman  is  by  looking  at 
all  the  men  she  goes  out  with," 
says  Pensak.  Enkephalins,  recep- 
tors, giant  computer  programs — 
they're  far  afield  from  the  petro- 
chemicals one  expects  of  a  Du 
Pont.  But  this  kind  of  research  may 
be  paying  royalties  long  after  Con- 
oco's  last  well  runs  dry. — W.B. 


Trying  it  with  Tribble 


Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return 

on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

Company 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5- year  5- 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average  ra 

Diversified 

Dow  Chemical 

19.3% 

1 

14.7% 

0.7 

8.9% 

3 

11.7% 

5.7% 

16.4% 

3 

8.5% 

Diamond  Shamrock 

18.0 

2 

8.0 

0.6 

5.5 

5 

10.8 

3.0 

20.6 

1 

5.5  1 

Stauficr  Chemical 

18.0 

3 

17.9 

0.3 

12.5 

2 

12.3 

9.5 

13.2 

6 

11.5 

E I du  Pont 

16.6 

4 

15.8 

0.2 

13.3 

1 

12.8 

5.3 

14.0 

5 

12.6 

Morton-Norwich 

15.6 

5 

16.4 

0.3 

11.9 

4 

11.4 

5.7 

10.2 

15 

20.2 

W  R  Grace 

15.3 

6 

19.3 

0.6 

12.0 

6 

10.6 

5.4 

10.7 

14 

7.9 

Union  Carbide 

13.9 

7 

13.7 

0.3 

9.8 

8 

9.8 

6.3 

12.7 

7 

6.0  1 

Celanese 

13.1 

8 

13.3 

0.5 

9.4 

12 

8.9 

4.0 

11.2 

10 

11.6 

Hercules 

13.0 

9 

12.2 

0.3 

9.3 

7 

10.0 

4.7 

11.0 

12 

7.0 

Pennwalt 

13.0 

10 

9.0 

0.4 

6.9 

11 

9.3 

3.0 

11.1 

11 

9.9 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 
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T||F   with  correspondent 
1 11C    Charlayne  Hunter-Gault 


MACNEIL  LEHRER 


Robert  MacNeil  and  Jim 
Lehrer  don't  condense  the 


news  into  a  series  of  brief  reports. They  examine 
one  story  a  night— presenting  a  timely,  probing, 
authoritative  report  that  both  explores  and 
informs. 

AT&T  and  your  local  Bell  System  company 
are  proud  to  help  underwrite  this  incomparable 
news  program. 

If  you  want  a  better  understanding  of  what's 
going  on  in  the  world  around  you,  watch  The 
MacNeil-Lehrer  Report  tonight  on  PBS.  Check 
your  local  listings  for  time  and  channel. 


® 


Bell  System 


tt  81   Du  p°nt's  R&D  bud~ 

B  H  get  is  reviving  after  a  de- 
cade  in  which  it  dwin- 
^  died  from  6.6%  of  sales 
to  3.3%  in  1979.  It's  not 
that  the  company  had  become  disillu- 
sioned with  the  payoffs  from  science. 
In  the  past  20  years,  Du  Pont  re- 
searchers have  put  80  new  products 
on  the  market;  in  1980  those  innova- 
tions generated  25%  of  sales  and  35% 
of  earnings.  But  through  most  of  the 
1970s  the  company  was  struggling 
with  a  desperate  overcapacity  in  its 
mainline  fibers  business. 

It  was  Du  Pont,  after  all,  that  invent- 
ed basic  research  at  the  industrial  lev- 
el. Until  60  years  ago  the  company  was 
just  a  gunpowder  maker.  Flush  with 
profits  from  World  War  I,  it  expanded 
its  research  laboratory  and  hired  away 
a  brilliant  organic  chemist  from  Har- 
vard, Wallace  Carothers.  His  inquiries 
into  how  small  molecules  combine  to 
form  long  chains  led  to  the  introduc- 
tion of  nylon  in  1938,  indirectly  to  the 
earlier  discovery  of  neoprene  synthet- 


ic rubber,  and  later  to  today's  polyester 
and  Teflon  products. 

Du  Pont,  then,  is  returning  to  its 
history.  Its  scientists  are  probing  on 
such  frontiers  as  quantum  chemistry, 
optical  crystals,  virology  ancf  immu- 
nology. Du  Pont  neurobiologists  are 
studying  brain  chemistry — research 
you  might  expect  from  a  medical  in- 
stitution. Why?  Because  Du  Pont  al- 
ready has  a  patent  on  one  of  the  few 
antiviral  drugs,  amantadine;  and  its 
brain-chemistry  studies  may  lead  to 
commercially  valuable  painkillers  (see 
box,  p.  11 4). 

Other  projects  will  pay  off  only  in 
decades — or  perhaps  never.  Du  Pont 
has  been  working  on  interferon — ge- 
netic-engineering cancer  treatment — 
since  1971  without  getting  close  to 
commercialization.  It's  clear,  though, 
that  more  and  more  of  Du  Pont's  busi- 
ness will  relate  to  biochemistry.  Life 
sciences — drugs,  medical  instruments 
and  weed  and  bug  killers — already  ac- 
count for  $1.5  billion  in  annual  sales, 
or  about  10%  pre-Conoco. 


What's  happening  in  chemistry  j 
part  of  a  larger  trend  that  includes 
revived  popularity  of  science  on  cam 
puses,  an  explosion  of  venture-capita 
investment,  and  the  enactment  las 
summer  of  a  25%  federal  tax  credit  fo 
increases  in  R&.D  spending.  Chemis 
try  accounts  for  a  sixth  of  the  $3' 
billion  spent  annually  on  industrial  re- 
search, and  it  may  get  a  larger  share  o 
future  dollars.  "Look  at  some  of  thi 
major  social  problems — the  cost  o 
materials  and  the  cost  of  energy,' 
says  Dow's  Sheetz.  "When  you  lool 
around  for  ways  to  solve  those  prob 
lems,  you  come  back  to  chemistry  a 
a  major  tool." 

The  future  will  not  wait.  "NCI 
damn  near  went  under  because  the' 
were  slow  in  converting  from  electro 
mechanical  to  electronic  cash  regis 
ters,"  reflects  Bill  McDonald,  th 
long-range  RcxD  planner  at  Mon 
santo.  "It's  not  only  a  matter  of  im 
proving  your  profits  10%  a  year  t 
keep  the  investment  analysts  happ? 
It's  a  matter  of  corporate  survival."  ■ 


Chemicals 

Yardsticks  of  management  performance 


Profitability 

Growth 

Return  on  equity 

Return  on  total  t 

apital 

Sales 

Earnings 
per  share 

Company 

5-year 
average 

latest 
5-year  12 
rank  months 

debt/ 

equity 

ratio 

latest 
12 

months 

5-year 
rank 

5-year 
average 

net 

profit 

margin 

5-year 
average 

5-year 
rank 

5-year 
average 

5-> 
rai 

Rohm  &  Haas 

12.8% 

11 

12.9% 

0.3 

10.1% 

10 

9.7% 

4  8% 

11]  9"., 

13 

13.6% 

American  Cyanamid 

12.7 

12 

12.5 

0.4 

9.6 

9 

9.7 

4.9 

12.3 

9 

4.0 

Allied  Corp 

12.6 

13 

20.6 

0.4 

12.6 

13 

8.2 

6.0 

16.5 

2 

6.8 

11 

Monsanto 

10.8 

14 

10.8 

0.4 

7.6 

14 

7.9 

4.6 

12.6 

8 

-0.5 

1' 

Reichhold  Chemicals 

7.5 

15 

9.8 

0.4 

7.2 

15 

6.2 

2.1 

15.8 

4 

-4.7 

1! 

Medians 

13.1 

13.3 

0.4 

9.6 

9.8 

4.9 

12.6 

7.9 

Specialized 

Luhrizol 

25.8% 

17.8% 

0.0 

15.9% 

2 

23.9% 

8.5% 

15.9% 

5 

15.4% 

1 

Nalco  Chemical 

25.5' 

2 

25.9 

0.0 

25.2 

1 

24.7 

12.3 

14.8 

9 

15.6 

Sun  Chemical 

24.0 

3 

19.9 

1.0 

11.6 

5 

14.9 

5.5 

13.5 

11 

42.0 

Freeport  McMoran 

23.5 

4 

30.9 

0.3 

19.1 

3 

16.9 

21.1 

17.2 

3 

18.1 

Cabot 

22.8 

5 

21.2 

0.4 

14.6 

4 

15.0 

6.8 

24.1 

2 

37.8 

Dexter 

19.2 

6 

16.4 

0.4 

1  1.4 

6 

14.3 

4. 7 

27.6 

1 

18.3 

Air  Prods  &  Chems 

19.2 

7 

18.9 

0.5 

10.0 

12 

11.1 

8.0 

17.0 

4 

19.0 

Mallinckrodt 

18.5 

8 

15.4 

0.2 

13.0 

7 

14.0 

8.1 

15.1 

8 

15.6 

Intl  Minerals  &  Chem 

17.9 

9 

16.6 

0.5 

11.0 

10 

12.1 

7.7 

12.1 

14 

8.4 

1 

Thiokol 

17.8 

10 

14.8 

0.0 

11.7 

8  . 

13.1 

4.9 

13.1 

13 

15.2 

Witco  Chemical 

17.5 

11 

14.0 

0.5 

9.1 

11 

11.9 

2.9 

15.8 

6 

13.3 

Ethyl 

16.7 

12 

13.4 

0.3 

9.6 

13 

10.8 

5.1 

11.7 

15 

8.6 

Ferro 

14.5 

13 

9.2 

0.3 

7.8 

9 

12.8 

2.9 

14.5 

10 

7.2 

Liquid  Air 

14.1 

14 

13.2 

0.4 

9.3 

14 

10.3 

7.0 

13.2 

12 

6.6 

Williams  Companies 

10.8 

15 

14.2 

0.6 

8.4 

15 

6.7 

6.6 

15.7 

7 

-0.8 

Akzona 

4.8 

16 

4.6 

0.7 

3.8 

16 

4.0 

1.2 

7.5 

16 

-6.8 

Medians 

18.2 

15.9 

0.4 

11.2 

13.0 

6.7 

15.0 

15.3 

Industry  medians 

16.6 

14.7 

0.4 

10.0 

11.1 

5.4 

13.5 

9.9 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  oi  Yardsticks  calculations  on  page  51. 
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Manufacturers  look  for  this  kind 
of  advance  planning  when 
choosing  information 
processing  systems. 

And  they  look  for  support.  NCR 
upplies  it  with  1 6,000  highly  trained 
field  engineers  ready  to  go  when 
and  where  needed. 

Manufacturing  is  just  one  of  the 
fields  where  NCR  is  a  leader 
We  also  develop  systems  to 
speed  transactions  and  to 
facilitate  management 
decisions  in  the  retail, 
financial,  commercial, 
healthcare,  educational, 
and  government  sectors. 

NCR  systems  are  up  to 
meeting  your  complete  data 
processing  requirements. 
Because  data  processing 
is  our  only  business 


usam 

Complete  Computer  Systems 
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How  an  industrial  product 
from  Colt  Industries 
helps  power  plants  keep  their  cool 
with  corrosive  seawater. 


With  electric  power  plants  requiring  vast 
amounts  of  water  for  cooling  purposes,  the 
world's  oceans  are  a  tempting  source.  But  the 
limiting  factors  have  always  been  the  corro- 
siveness  of  salts  and  the  high  cost  of  a  metal 
like  titanium  that  can  stand  up  to  it. 

Responding  to  industry's  cost-performance 
needs,  our  Crucible  Research  Center  devel- 
oped a  ferritic  stainless  steel  that  is  highly 
corrosion-resistant  and  readily  available  at 
reasonable  cost.  And  our  Trent  Tube  Division 
then  produced  Sea-Cure®  tubing  which  resists 
the  ravages  of  saline  anct, brackish  water. 


Our  Trent  Tube  Division  is  the  nation's  large 
producer  of  welded  stainless  steel  pipe  and 
tubing— with  major  markets  in  the  power  gen- 
eration, aerospace,  food  and  beverage  pro- 
cessing, and  chemical  industries. 

And  Trent  is  another  of  the  well-known  proc 
uct  names  that  help  make  us  what  we  are 
today.  A  $2  billion  company  with  a  broad  earn 
ings  base  in  five  industry  segments.  And  a  lea 
ing  supplier  to  the  industrial  sector  of  the  U.S. 
economy.  For  our  latest  financial  reports,  write 
Colt  Industries  Inc,  Dept.  43,  430  Park  Avenue 
New  York,  New  York  10022. 


Poignant  it  may  be — unsettling,  even.  But  its 
hard  to  fault  the  logic  of  the  drive  to  diversify 
what  was  once  America's  mightiest  industry. 


Steel 


By  Jeff  Blyskal 


REMEMBER  THE  OLD  SAW  about 
the  fellow  who  never  could  get 
his  leaky  roof  fixed?  When  it 
was  raining,  he  didn't  want  to  go  up 
there.  When  it  wasn't  raining,  he 
didn't  have  to.  For  years,  diversifica- 
tion of  the  U.S.  steel  industry  was 
something  like  that.  When  steel  was 
in  the  dumps,  who  could  afford  to 
diversify?  When  it  was  booming,  who 
would  want  to? 

No  more.  Much  of  the  steel  industry 
seems  to  have  made  up  its  mind — 
diversify.  Consider: 

•  Even  without  Marathon  Oil,  U.S. 
Steel  will  still  get  nearly  one-third  of 
its  revenues  and  30%  of  its  pretax 
profits  this  year  from  nonsteel  prod- 
ucts. With  Marathon,  fully  51%  of 
sales  and  83%  of  profits  would  come 
from  operations  such  as  oil  drilling 
and  refining  and  agricultural  chemi- 


cals— not  from  the  steel  business. 

•  Of  the  other  nine  basic  steel  com- 
panies listed  in  the  tables,  Armco  and 
LTV  are  already  well  diversified;  Kai- 
ser has  announced  it  is  getting  out  of 
steel  production;  and  National  and 
Republic  are  moving  away  from  steel. 
Is  this  the  end  of  an  era,  a  watershed 
for  what  was  once  the  mightiest  in- 
dustry in  America? 

Perhaps,  but  the  leaky-roof  syn- 
drome still  prevails  with  some  compa- 
nies, of  course.  Take  $614  million 
(revenues)  McLouth  Steel,  heavily  de- 
pendent on  sales  to  the  automobile 
industry  and  with  nearly  90%  of  its 
business  in  steel.  Why  hasn't 
McLouth  diversified?  Even  if  it  had 
wanted  to,  says  a  spokesman,  "the 
financial  situation  precludes  anything 
major."  Result:  McLough  filed  for  pro- 
tection under  Chapter  1 1  of  the  bank- 
ruptcy laws  in  early  December. 

But  other  companies  look  at  the 


matter  differently.  National  Steel  has 
moved  into  the  savings  and  loan 
business  with  the  acquisition  of  $3 
billion  (assets)  United  Financial 
Corp.  of  California,  New  York's  $2.6 
billion  (assets)  West  Side  Federal  and 
Florida's  $1.3  billion  (assets)  Wash- 
ington Savings  &  Loan  (Forbes,  Oct. 
26,  1981).  Cleveland-based  Republic 
Steel,  for  years  one  of  the  least-diver- 
sified big  steel  companies,  has 
formed  a  joint  venture  with  Gulf  Oil 
to  develop  Republic's  180-million- 
ton  coal  properties  in  Alabama.  Re- 
public also  got  into  the  property  and 
casualty  insurance  business  with  a 
British  partner,  Hogg  Robinson 
Group  Ltd.  Smaller  ($376  million 
revenues)  Lukens  Steel  is  even  look- 
ing for  an  acquisition  outside  the 
steel  business. 

The  numbers  tell  why:  Of  the  bi£ 
(over  $1  billion  sales)  nonspecialt> 
steel  producers,  Armco,  one  of  the 
most  diversified  steelmakers,  is  at  the 
top  in  five-year  profitability  with  £ 
13. 1%  return  on  equity.  (Overall  in  the 
industry,  of  course,  nine  of  the  top  ter 


Steel 


Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-y. 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rani 

Worthington  Inds 

33.7% 

26.6% 

0.7 

16.9% 

2 

21.8% 

•  5.3% 

28.7% 

2 

30.7% 

2 

Nucor 

31.8 

2 

18.2 

0.2 

15.2 

1 

23.4 

6.2 

24.5 

3 

31.1 

1 

Carpenter  Technology 

19.4 

3 

17.8 

0.0 

16.4 

3 

17.8 

8.2 

14.2 

5 

19.8 

3 

Athlone  industries 

18.8 

4 

24.7 

1.3 

13.6 

10 

10.0 

4.4 

5.3 

26 

11.3 

8 

Earle  M  Jorgensen 

18.4 

5 

19.7 

0.2 

16.7 

4 

15.6 

6.8 

11.2 

10 

14.4 

6 

Colt  Industries 

17.9 

6 

17.4 

0.4 

12.2 

8 

11.9 

5.1 

14.7 

4 

11.6 

7 

Central  Steel  &  Wire 

15.7 

7 

19.3 

0.0 

19.5 

5 

15.5 

4.3 

11.0 

11 

14.6 

5 

Crane 

15.5 

8 

13.2 

0.8 

9.0 

12 

9.5 

3.1 

6.6 

23 

6.4 

12 

Copperweld 

14.7 

9 

21.8 

0.3 

15.5 

9 

10.8 

6.1 

11.9 

8 

4.9 

13 

NVF 

14.4 

10 

11.6 

1.9 

8.1 

7 

11.9 

3.1 

12.4 

7 

9.5 

10 

Note  Explanation  of  Yardsticks  calculations  on  page  51. 
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THE  OTHER  NORTHERN  IRELAND: 

With  engineers 
like  Colin  Mcllwaine, 
Northern  Ireland  will 
ike  your  technological 
demands  in  stride. 


A  former  engineering  teacher,  Colin 
Mcllwainejoined  Lear  Fan  Jet  Ltd  in  1980 
when  it  opened  its  plant  at  Newtonabbey 
in  County  Antrim  In  the  aeronautical  in- 
dustry  technological  ability  is  crucial,  and 
Colin,  the  40 journeymen  engineers  he 
supervises,  and  all  the  other  workers  at 
Lear  have  the  savvy  it  takes  Our  univer- 
sities and  technological  colleges  turn  out 
a  plentiful  and  welcome  supply  of  special- 
ists that  will  meet  the  needs  of  any  state- 
of-the-art  company 

Beyond  ability,  we  offer  stability.  Colin 
is  typical  of  our  workers,  who  have  chalked 
up  an  enviable  record  for  harmonious  labor 
relations.  The  only  thing  in  Northern  Ireland 
he's  exercised  about  is  shaping  up  for  his 
sports  club's  soccer  team. 

In  addition,  Northern  Ireland  has  ex- 
cellent R&D  support  programs,  top-grade 
transportation  and  communications  links 
for  easy  access  to  the  Common  Market 
and  other  parts  of  the  world,  and  invest- 
ment incentives  which  have  been  judged 
the  best  overall  in  the  EEC. 

If  you  have  any  doubts  about  how 
smoothly  business  continues  to  function 
today  in  Northern  Ireland,  ask  anyone 
who's  been  here  recently.  Better  yet,  come 
see  for  yourself.  For  further  information  or 
visit  details,  contact  Ian  Walters  or  George 
Forsterat  the  Northern  Ireland  Industrial 
Development  Office.  Call  (212)  593-2258. 
Or  write.  NIIDO,  British  Consulate-General, 
150  E.  58th  St.,  New  York,  NY  10155. 


Northern 
Ireland  works. 

A  visit  will  convince  you. 


Newly  rolled  steel  billets  at  an  Armco  facility  in  Kansas  City 
Is  this  where  the  future  still  Ues? 


r  ~7r\  five-year  profitability 
M  slots  in  the  tables  are 

I  held  by  producers  in  the 

|  extremely  lucrative  spe- 

— Z\  1  cialty  steel  business,  as 
distinguished  from  basic  steel.)  And 
the  only  reason  U.S.  Steel  was  number 
21  in  five-year  profitability  was  that  it 
took  a  massive  writedown  of  closed 
steel  facilities  in  1979.  Big  Steel's 
1981  return  on  equity,  however,  was 
21.9%.  Forbes  did  not  rank  LTV  this 
year  because  of  a  lack  of  restated 
information  due  to  its  sizable  non- 
steel  spinoff. 

Armco  has  been  diversifying  for 
over  ten  years.  "Our  planning  simply 
indicated  we  would  not  be  able  to 
achieve  the  return  to  the  stockholders 
we  had  hoped  for  with  all  of  our  assets 
in  the  steel  business,"  says  CEO  Har- 
ry Holiday.  Basic  steel  is  now  only 
36%  of  Armco's  sales,  and  Holiday's 
goal  is  to  reduce  that  even  further  to 
28%  by  1984.  While  some  of  Armco's 
other  divisions,  such  as  specialty  met- 
als and  oilfield  equipment  and  produc- 
tion, are  steel-related,  their  strong 
links  to  the  oil  and  aerospace  busi- 
nesses set  their  cycles  off  from  that  of 
steel.  The  payoff:  When  Armco's  ba- 
sic steel  operating  earnings  collapsed, 
from  $114  million  in  1979  to  $43  mil- 
lion in  1980,  corporate  net  was  up  5%. 

It  took  a  long  time,  says  Holiday, 
for  Armco  to  decide  to  take  the  plunge 


back  in  1971.  "We  had  to  get  the 
management  to  recognize  it  had  the 
capability  to  run  something  outside 
the  steel  business,"  he  says.  "But  we 
have  really  broken  out  of  the  steel- 
expenditure  syndrome  over  the  past 
five  years." 

In  fact,  why  would  any  steel  com- 
pany not  be  diversifying  as  fast  as  it 
can?  Talk  to  steel  believer  Donald 


Trautlein,  the  55-year-old  chairman  c 
Bethlehem:  "There's  no  reason  stee 
shouldn't  be  profitable  with  the  invest 
ments  we  have  made.  I  don't  mini 
seven  lean  years  as  long  as  we  get  sevei 
fat  ones.  But  every  time  there's  a  gooi 
steel  market,  we've  been  either  unde 
price  control  or  jawboned  down." 

Backing  up  his  faith  in  the  future 
Trautlein  is  spending  $750  million  oi 
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Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year  5-year 

profit 

5-year 

5-year 

5-year 

5-y 

Company 

average 

rank 

months 

ratio 

months 

rank  average 

margin 

average 

rank 

average 

ran 

Armco 

13.1% 

11 

14.1% 

0.2 

10.6% 

11  9.8% 

4.2% 

13.1% 

6 

10.0% 

9 

Northwestern  Steel 

12.3 

12 

10.8 

0.0 

10.6 

6  12.2 

6.0 

9.5 

17 

2.0 

is 

Kaiser  Steel 

12.1 

13 

9.5 

0.4 

7.4 

13  8.3 

6.2 

7.9 

21 

7.9 

11 

Cyclops 

1 1.0 

14 

16.2 

0.5 

11.7 

14  8.2 

2.5 

10.7 

12 

15.7 

4 

National-Standard 

8.8 

15 

1.0 

0.2 

1.3 

16  7.0 

0.4 

8.9 

19 

1.3 

16 

Interlake 

8.6 

16 

16.1 

0.4 

12.1 

15  7.3 

5.2 

11.6 

9 

-1.9 

20 

Inland  Steel 

8.4 

17 

7.0 

0.6 

4.6 

18  6.1 

2.4 

10.2 

15 

-1.3 

19 

Lukens  Steel 

7.6 

18 

8.1 

0.2 

6.7 

17  6.4 

2.7 

8.0 

20 

0.3 

17 

Republic  Steel 

7.4 

19 

13.6 

0.4 

9.0 

19           5  5 

4.6 

10.5 

13 

3.8 

14 

National  Steel 

6.9 

20 

5.9 

0.5 

3.9 

21  5.0 

•  2.1 

10.3 

14 

-1.3 

18 

United  States  Steel 

6.3 

21 

21.9 

0.4 

15.2 

20  5.2 

8.3 

9.4 

18 

-6.4 

21 

Wheeling-Pitts  Steel 

3.9 

22 

4.6 

0.7 

3.6 

23  3.6 

1.6 

6.4 

24 

-9.3 

22 

Bethlehem  Steel 

3.8 

23 

9.0 

0.4 

7.4 

22  3.8 

3.2 

7.5 

22 

-17.8 

23 

Keystone  Consolidated 

0.3 

24 

5.2 

0.5 

4.7 

24  1.6 

1.4 

5.8 

25 

-49.4 

14 

McLoilth  Steel 

def 

25 

def 

1.2 

def 

25  def 

def 

9.9 

16 

P-D 

25 

LTV 

45.3 

1.9 

19.4 

4.9 

30.7tt 

1 

D-P 

Industry  medians 

12.1 

13.9 

0.4 

10.6 

8.3 

4.4 

10.4 

4.9 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

ttThree-year  growth.    P-D:  profit  to  deficit    D  P:  deficit  to  profit;  not  ranked,    def:  deficit    "Not  available;  not  ranked 
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modernizing  and  upgrad- 
inghis  steel  facilitiesover 
the  next  five  years.  Beth- 
lehem already  is  one  of 
the  purest  steel  plays; 
about  70%  of  its  revenues  comes  from 
basic  steel,  and  if  you  add  manufactur- 
ing of  box  cars,  forgings,  wire  rope  and 
industrial  fasteners,  some  90%  of  sales 
is  closely  linked  to  the  steel  cycle. 

Because  of  that,  points  out  Paine 
Webber  aluminum  and  steel  analyst 
Peter  Marcus,  Bethlehem's  profits  are 
subject  to  wild  movement.  "Each  3% 
swing  in  steel's  price/cost  margin  af- 
fects earnings  by  $2.75  per  share,"  he 
says.  And  there  are  more  swings 
down  than  up;  Bethlehem's  net  mar- 
gins have  been  falling  for  the  past  20 
years  now,  from  6%  in  1961,  to  below 
2%  in  1980. 

So  why  does  Trautlein  stick  with 
it?  He  thinks  the  Reagan  Administra- 
tion's economics  are  on  the  right 
track,  and  sooner  or  later  pent-up 
demand  for  capital  equipment  will 
explode.  "If  and  when  capital  spend- 
ing picks  up,"  he  says,  "we  should  be 
well  positioned  for  it."  Obviously, 
Bethlehem  can't  spend  three-quarters 
of  a  billion  dollars  on  steel  mills  and 
spend  big  to  diversify.  Says  Trautlein: 
"We've  made  a  decision  to  improve 
our  position  in  steel  before  possibly 
looking  elsewhere.  Right  now  we 
have  a  scenario  that  plays  out  with 
business  conditions  being  good  for 
steel."  But  even  he  hedges  a  little:  "If 
that  doesn't  happen,  you  have  to 


A  tale  of  two  strategies 


Which  is  the  wiser  strategy — Armco's  diversification  or  Bethlehem 
Steel's  steadfast  dedication  to  basic  steel?  Historically,  Armco's  return 
on  equity  has  been  better  than  Bethlehem's  even  in  the  steel  boom  year 
of  1974,  and  the  spread  has  widened.  The  real  rewards  of  diversification, 
of  course,  come  in  the  off  years,  when  steel  earnings  fall.  But  Bethlehem 
is  looking  ahead,  toward  the  good  years.  What  will  happen  then?  Even  if 
1984  is  indeed  a  boom  year,  Armco  could  still  outpace  Bethlehem  in 
ROE,  based  on  earnings  estimates  of  analyst  Peter  Marcus. 


Return  on  equity 


28% 


Bethlehem 


-12 
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72       73        74  75 

'Figures  for  1981-84  are  estimates. 

Source:  Paine  Webber,  Standard  a)  Poor's,  Forbes 
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change  your  strategy." 

Cyclicality  dictates  some  good 
years  to  come.  In  fact,  Trautlein  and 
Holiday  both  see  a  pickup  this  sum- 
mer. Marcus  believes  1984  or  1985 
should  be  a  shortage-of-capacity  year 
in  which  there  will  be  a  steel  earn- 
ings "explosion."  But,  Bethlehem's 
return  on  equity,  even  in  the  explo- 
sion year  of  1984,  could  still  be  below 
diversified  Armco's  (see  chart). 


You  pay  your  money  and  make  you 
choice.  Bethlehem  is  betting — fo 
now — on  a  future  in  which  steel's  sui 
vivors,  with  their  modernized  energy 
efficient  plants,  will  gain  marke 
share  spectacularly  at  the  expense  c 
today's  fainthearted.  Armco's  Holida 
is  saying  steel  may  never  be  what  i 
once  was.  By  their  actions,  a  goo 
many  of  Holiday's  colleagues  are  say 
ing  they  agree  with  him.  ■ 


A  blooming  optimist 


ost  analysts  are  predicting  better  times  for  steel, 
but  few  forecast  a  boom.  Except  for  Paine  Web- 
ber metal  analyst  Peter  Marcus,  who  believes  there 
will  be  a  steel  shortage  in  the  mid-1980s,  with  earn- 
ings of  major  U.S.  companies  doubling  or  trebling. 

Of  course,  there's  more  to  Mar- 
cus' projections  than  that,  for 
which  he  refers  you  to  his  month- 
ly World  Steel  Dynamics  report 
(subscriptions  cost  $4,500  per 
year).  The  shortage  will  not 
come,  says  Marcus,  until  a  U.S. 
economic  recovery  pulls  up  the 
economies  of  the  West  and  world 
steel  output  rises  to  520  to  540 
million  tons  per  year — about  18% 
higher  than  today's  levels — or 
roughly  94%  of  capacity. 

But,  that's  only  part  of  the  sto- 
ry, Marcus  says.  The  rest  of  the 
equation  is  that  capacity  is  not 
rising:  "The  [capital]  funds  flow- 
ing to  the  developed  world's  steel 
industry  are  no  longer  adequate  to 


Paine  Webber  's  Peter  Marcus 
More  than  a  recovery— a  boom 


maintain  steel-making  capacity." 

For  now,  Marcus  is  bearish  on  the  steel  stocks.  But 
the  long-term  outlook  is  something  else.  He  sees  Beth- 
lehem earning  $16.50  a  share  in  1984  (compared  with 
an  estimated  $4.50  in  1981),  U.S.  Steel  $15  (ts.  $12), 
Armco  $11.75  frs.  $4.80)  and  In- 
land $17.50  jts.  $3.25).  Republic's 
earnings  could  nearly  triple  to  $22 
a  share,  and  National  should 
make  $22.50,  Marcus  says. 

But  even  an  enthusiastic  bull 
like  Marcus  (who  seems  to  be  al- 
most an  aluminum/steel  industry 
obsessive,  from  the  acres  of  statis- 
tics he  generates  and  analyzes 
right  down  to  his  business  cards, 
which  are  stamped  out  of  sheet 
aluminum)  predicts  that  sooner  or 
later  almost  every  U.S.  steel  com- 
pany will  diversify.  Says  Marcus: 
"The  industry  seems  to  need  suc- 
cessful nonsteel  businesses  to  con- 
tribute to  the  flow  of  capital  to  its 
steel  businesses." — Jeff  Blyskal 
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United  Energy  Resources,  Inc.  is  a  diversified 
lergy  company  with  subsidiaries  active  in  natural 
is  transmission,  oil  and  gas  exploration  and  pro- 
action,  oilfield  services,  and  terminaling. 

For  more  information  about  UER's  future  v 
id  how  it  affects  you,  write  R  O.  Box  1478,  Hguston, 
exas  77001  or  call  1-800-392-8644  (Texas); 
800-231-7240  (outside  Texas). 


i 


UNITED  ENERGY 
RESOURCES,  INC. 
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Midland  bank 
welcomes 
its  alliance  with 

CROCKER. 

(SO  WILL  YOU.  AND  HERE'S  WHY.) 


The  recent  alliance  with 
Crocker  National  Corporation 
marks  an  exciting  new  develop- 
ment, starting  from  a  business 
relationship  which  began  in  1909. 

At  the  present  time  Midland 
provides  a  range  of  international 
services  offered  by  no  other  bank. 
The  Group  strengths  include 
Samuel  Montagu,  one  of  the 
worlds  leading  merchant  banks; 
Thomas  Cook,  the  world's  largest 
travel  organisation;  and  London 
American  Finance  Corporation, 
which  provides  a  complete  export 
finance  service.  In  France,  BCT 
Midland  Bank,  with  Midland 
Bank  France  S.A.,  makes  Midland 


the  largest  independently-owned 
foreign  bank  in  that  country.  In 
West  Germany,  the  Group  is  repre- 
sented by  Trinkaus  and  Burkhardt, 
a  leading  private  bank.  In  the 
United  Kingdom,  Forward  Tmst  is 
well  established  in  the  provision 
of  asset  finance.  In  Australia, 
Associated  Midland  offers  in- 
dustrial and  consumer  finance 
facilities.  These  organisations  are 
supported  by  Midland  s  own 
branches  and  offices. 

Crocker  will  give  added 
strength  to  an  already  thriving 
Midland  Bank  Group,  which  is 
also  a  major  force  in  correspondent 
banking,  in  the  Eurocurrency 
markets,  in  the  provision  of  finance 
for  aerospace,  shipping,  oil  energy 
and  other  specialist  industries. 


The  Group  also  has  considerable 
experience  in  foreign  exchange 
dealing  in  London  and  in  other 
major  financial  centres  through- 
out the  world. 

Midlands  total  investment  in 
Crocker  National  will  be  US$83C 
million,  of  which  US$495  million 
will  be  represented  by  new  capital 
and  Midlands  shareholding  will 
reach  57%.  The  combined  asset  i 
base  of  this  powerful  alliance  will 
be  US$80  billion,  making  it  one 
of  the  most  influential  banking 
groups  in  the  world— justifiably 
able  to  look  to  the  future  with 
great  confidence.  Together,  we 
make  a  great  team. 


Midland  Bank  Limited 

Head  Office.  27-32  Poultiy,  London  EC2P  2BX. 


Crocker  bank 

welcomes 
its  alliance  with 

midland  bank,  ltd. 

(SO  WILL  YOU.  AND  HERE'S  WHY) 


You  may  already  know  that 
ir  new  banking  relationship 
icreases  Crocker's  capital  base 
id  expands  our  presence  around 
te  world. 

But  behind  those  facts  is 
>mething  more  important:  How 
lis  alliance  increases  our  ability 
i  serve  the  world's  business. 

lb  borrowers,  Crocker  can 
3w  provide  a  major  new  source 
:  credit  because  of  increased  legal 
nding  limits.  What's  more,  this 
ifusion  of  capital  allows  us  to 


become  a  more  potent  lending 
force  to  more  industries.  And  it 
allows  us  to  become  a  more  active 
manager  of  large  loan  syndications. 

By  combining  our  resources 
with  Midland  in  international  and 
merchant  banking,  we'll  now  be 
able  to  handle  nearly  any  banking 
need  anywhere  in  the  world. 

And  as  your  business  becomes 
more  concerned  with  the  inter- 
national flow  of  money,  we  can 
offer  an  expanded,  worldwide 
network  to  expedite  it. 

In  an  age  when  large-scale 
technological  innovations  are  rev- 
olutionizing the  banking  industry, 


this  new  relationship  lets  us 
share  the  costs  of  developing  the 
systems,  hardware,  and  people  we 
need.  The  result  will  be  even  great- 
er efficiencies  for  our  customers. 

Crocker  and  Midland  have 
been  doing  business  together  for 
over  70  years.  Now,  we're  com- 
bining the  best  managerial  talent, 
financial  thinking,  and  advanced 
resources  from  both  sides  of  the 
Atlantic— a  synthesis  of  banking 
expertise  that  will  do  more  for 
your  business. 


®  Crocker  Bank 

Doing  more  for  your  business. 
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Those  who  ignore  history  are  doomed  to  repeat 
it.  The  big  metal  mining  companies  keep  ignor- 
ing  it,  so  they  keep  repeating  it.  


Nonferrous 


metals 


By  Howard  Rudnitsky 


WHATEVER  HAPPENED  tO  the 
"golden  age"?  Whatever  hap- 
pened to  "strategic"  metals 
as  an  inflation  hedge?  Whatever  hap- 
pened to  "long-term  shortages"? 

Gone,  alas.  And  those  dismal  1981 
earnings  for  producers  of  nonferrous 
metals — most  of  them  down  30%  to 
60%  from  1980— may  not  be  the  bot- 
tom. "In  1980  many  people  forgot 
that  these  are  cyclical  industries," 
says  George  Cleaver,  nonferrous  met- 
als analyst  at  Merrill  Lynch.  "They 


were  reminded  in  1981.  And  for  many 
companies  1982  will  be  worse." 

Even  giant  Inco  last  year  had  its 
first  quarterly  loss  in  almost  50 
years — and  will  lose  money  in  1981  as 
a  whole.  Contrast  that  with  1980, 
when  Inco  earned  $219  million.  Or 
take  Asarco,  which  gets  most  of  its 
earnings  from  copper  and  silver.  Wall 
Street  fears  it  may  have  to  cut  its 
$1.40  dividend.  And  Amax'  harried 
chairman,  Pierre  Gousseland,  has  de- 
ferred two  costly  molybdenum  proj- 
ects, but  other  metals  companies  still 
have  a  35%  increase  in  molybdenum 


capacity  coming  on  stream  shortl 
This  at  a  time  when  the  price  of  mi 
lybdenum  has  fallen  from  its  mi 
1980  high  of  over  $10  a  pound  to  , 
low  as  $5  in  certain  contracts. 

In  fact,  only  diversified  compann 
such  as  Boston-based  Cabot  Corf 
with  its  thriving  energy  business,  ar 
a  few  others,  either  diversified  i 
more  heavily  in  markets  with  stroi 
demand,  may  get  through  1982  rel 
tively  unscathed. 

What  happened?  "The 
that  happened  in  1973 
which  was  no  different 
happened  four  years  before  that,"  sa' 
Cleaver.  "History  does  repeat.  Not  e 
actly,  but  approximately."  He  meai 
that  mining  is  what  it's  always  bee 


same  thii 
and  197 
from  wh 


Nonferrous  metals 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5- 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

ra 

Cabot 

22.8% 

1 

21.2% 

0.4 

14.6% 

2 

15.0% 

6.8% 

24.1% 

2 

37.8% 

Handy  &  Haiman 

21.7 

2 

21.1 

0.5 

14.7 

3 

14.4 

3.6 

11.9 

11 

16.0 

Alcan  Aluminium 

20.7 

3 

14.7 

0.3 

9.9 

4 

13.5 

7.1 

14.8 

6 

34.8 

Engelhard 

19.7 

4 

20.0 

0.1 

18.0 

1 

17.6 

2.8 

38. 7tt 

18.3tt 

Kaiser  Alum  &  Chem 

17.7 

5 

13.6 

0.4 

9.1 

11 

10.3 

5.7 

13.7 

8 

24.4 

Alcoa 

17.0 

6 

12.6 

0.3 

9.4 

6 

11.5 

7.1 

13.7 

7 

24.5 

Newmont  Mining 

14.6 

7 

11.6 

0.1 

9.0 

9 

10.4 

12.1 

10.5 

13 

7.0 

1 

NVF 

14.4 

8 

11.6 

1.9 

8.1 

5 

11.9 

3.1 

12.4 

10 

9.5 

AMAX 

13.8 

9 

1  1.4 

0.5 

8.6 

7 

10.5 

10.8 

16.4 

4 

9.5 

Reynolds  Metals 

13.1 

10 

10.8 

0.6 

6.8 

13 

7.7 

3.9 

13.5 

9 

18.1 

Commercial  Metals 

13.0 

11 

11.3 

0.2 

9.4 

8 

10.4 

0.8 

18.4 

3 

2.8 

1 

Revere  Copper 

12.6 

12 

9.5 

0.8 

6.9 

14 

6.9 

2.4 

9.2 

14 

D-P 

Hanna  Mining 

11.6 

13 

12.5 

0.1 

10.9 

10 

10.3 

16.6 

4.9 

17 

5.4 

1 

ASARCO 

•  10.7 

14 

4.2 

0.2 

3.9 

12 

8.7 

4.0 

6.2 

16 

6.6 

1 

Phelps  Dodge 

6.6 

15 

7.9 

0.5 

5.8 

15 

5.1 

6.0 

6.5 

15 

-4.8 

1 

Inco 

6.4 

16 

2.8 

0.5 

3.6 

16 

4.6 

2.7 

10.7 

12 

-13.1 

1 

Gulf  Resources  &  Chem 

def 

17 

def 

1.2 

def 

17 

2.9 

def 

15.1 

5 

P-D 

1 

Industry  medians 

13.8 

11.6 

0.4 

9.0 

10.4 

4.0 

13.5 

9.5 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 

ttThree-year  growth    P-D:  profit  to  deficit.    D  P:  deficit  to  profit,  not  ranked,    def:  deficit 
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)ne  Of  The  Original  functions 
Of  Government  Was  To  Be  A 
Friend  Of  Business.  Virginia's 
Government  Still  Is. 


The  system  into  which  the  United 
tates  wished  to  go  was  that  of  freeing 
mmierce  from  every  shackle. 

Thomas  Jefferson 

It's  not  surprising  that  Virginia 
elegates  made  the  original  proposal 
eclaring  independence  for  the  13 
olonies.  Nor  is  it  surprising  that 
ne  of  their  commitments  was  to 
be  well-being  of  American  industry. 

For  regardless  of  the  changing 
ttitudes  of  other  states,  our  policy 
awards  business  hasn't  wavered 
whit  over  the  last  200  years. 

We  believe  in  a  balanced  state 
udget.  We've  managed  our  affairs 
^ell  enough  to  have  earned  an 
\AA  bond  rating. 

Virginia  also  strongly  enforces 


a  right  to  work  law.  As  proof,  the 
percentage  of  nonagricultural  work 
time  lost  in  Virginia  due  to  strikes 
is  11  percent  below  the  national 
average.  And  nearly  one-third  less 
than  the  U.S.  average  for  manu- 
facturing work  time  lost. 

What's  more,  the  average  Vir- 
ginian pays  about  13  percent  less 
in  total  state  and  local  taxes  than 
do  Americans  as  a  whole.  Yet 
public  services  in  the  state  are  still 
excellent. 

But  perhaps  it's  the  spirit  of  our 
relationship  with  business  that's 
more  important. Virginia's  state  and 
local  governments  are  quite  respon- 
sive to  business  with  agencies, 
officials  and  legislators  working 
together  to  solve  problems,  answer 


business  questions  and  to  provide 
a  host  of  state  services. 

We  do  all  this  simply  because 
we  want  the  businesses  that  come 
here  to  work  in  Virginia  to  stay 
here  in  Virginia. 

If  you'd  like  more  details  on  the 
business  climate  of  Virginia,  and 
if  you'd  like  the  kind  of  welcome 
Mr.  Jefferson  would  have  offered, 
just  contact:  Director  of  the 
Virginia  Division  of  Industrial 
Development,  Commonwealth  of 
Virginia,  Dept.  F  3  ,  1000  Wash- 
ington Building,  Richmond,  VA 
23219.  Telephone  (804)  786-3791. 


Virginia 


an  industry  with  high 
fixed  costs  and  tremen- 
dous leverage,  hoth  up 
and  down.  When  de- 
mand is  strong  and 
prices  soar,  the  companies  make  a 
fortune.  When  demand  is  weak  and 
prices  fall  below  those  high  fixed 
costs,  everybody  takes  a  bath. 

Inflation  has  pushed  those  costs 
higher  than  ever.  A  new  copper  or 
molybdenum  mine  costs  nearly  $2  bil- 
lion to  develop  these  days.  Think  of 
it:  You  need  a  gross  profit  of  $300 
million  a  year  just  to  cover  the  inter- 
est on  a  billion  dollars.  That's  the  oth- 
er side  of  inflation,  forgotten  in  the 
inflation-hedge  mania. 

Here's  an  irony:  The  aluminum 
companies  fared  almost  as  badly  as 
the  mining  companies  and  worse 
than  the  steel  industry.  Aluminum 
was  the  industry  that  was  crowing  a 
couple  of  years  ago  that  it  had  coped 
with  overcapacity.  After  all,  didn't 
aluminum  serve  growing  markets 
such  as  containers,  aerospace,  con- 
struction and  transportation? 

Trouble  was,  high  interest  rates  al- 
most destroyed  the  transportation 
and  construction  industries  last  year 
while,  at  the  same  time,  the  indus- 
tries' costs  kept  rising.  Hydro-power 
costs  affecting  nearly  one-third  of  do- 
mestic production  in  this  energy-in- 
tensive industry  rose  by  nearly  150% 
when  the  Bonneville  Power  Adminis- 
tration in  Snohomish,  Wash,  raised 
its  rates  (Bonneville  is  scheduled  to 
put  through  additional  increases  in 


Refinery  plant  processing  copper 
Down  again,  but  this  time  not  out? 

1982).  Wages  went  up  and  interest 
costs  mounted  sharply,  largely  be- 
cause of  the  growth  in  inventories, 
which  late  in  1981  were  close  to  3 
million  tons — about  40%  above  what 
they  should  be. 

In  1975  it  was  different.  Then  cop- 
per was  about  the  sickest  of  all,  with 
1.5  million  tons  overhanging  the 
world  market  and  prices  down  to  64 
cents  per  pound.  It's  better  this  time; 
even  with  copper  selling  at  80  cents 
per  pound — down  over  50  cents  from 
its  1980  high — "inventories  are  in 
pretty  good  shape,"  says  Jack  Thomp- 
son, president  of  Newmont  Mining. 
And  as  Asarco  President  Ralph  Hen- 
nebach  points  out:  "In  1975  the  over- 


hang was  2  times  as  large  as  it  i« 
today." 

But  better  than  1975  does  not  mear 
good.  This  time,  some  of  the  mininj 
companies — in  copper  and  other  met 
als — are  weakened  financially,  locket 
into  big  spending  programs  for  mod 
ernization  and  pollution  control 
That's  nice  if  you  earn  a  decent  re 
turn,  not  so  nice  if  you  don't. 

What's  ahead?  Cleaver,  a  superbear 
sees  four  solid  years  of  hard  times 
Many  of  his  Wall  Street  colleagues  an 
more  optimistic;  cautiously  so,  how 
ever.  They  predict  an  upturn  by  thi 
end  of  1982,  especially  for  coppei 
There  are  a  couple  of  small  bright  spot 
even  now.  One  is  the  Reagan  tax  pro 
gram.  "It  couldn't  have  come  at  a  mon 
appropriate  time,"  says  Asarco's  Hen 
nebach,  who  promptly  used  it  to  nego 
tiate  the  sale  of  $32  million  in  invest 
ment  credits.  Another  hopeful  sign 
Reynolds  estimates  the  aluminum  in 
dustry  has  cut  back  a  lot  of  high-cos 
plants  and  will  reduce  operating  capac 
ity  rates.  Industry  analysts  think  the 
can  get  close  to  70%  of  capacity  thi 
year,  compared  v/ith  well  over  80^ 
last  summer. 

In  fact,  Alcoa  Chairman  W.  Krom 
George  contends  that  the  aluminun 
oversupply  situation  is  temporary,  re 
lated  only  to  the  recession.  Long-tern 
demand  growth,  says  George,  i 
around  3%.  Sooner  or  later,  "We  wil 
see  more  of  a  balance  between  suppl 
and  demand."  That  could  happei 
sooner  for  Alcoa,  since  it  is  less  depen 
dent  on  troubled  construction  an 


Aluminum  alchemy 


Not  long  ago,  aluminum  can  recycling  seemed  as 
much  a  public  relations  gimmick  as  anything  else.  No 
more.  In  1981  the  aluminum  industry  paid  over  $200 
million  for  an  estimated  900  million  pounds  of  beer 
and  soft-drink  cans  re- 
turned by  consumers  to 
more  than  5,000  redemp- 
tion centers.  In  the  con- 
version process  the  alumi- 
num industry  also  incurs 
recycling,  energy  and  oth- 
er costs.  The  industry  is 
loathe  to  disclose  those 
costs,  saying  they  are  too 
complex  and  proprietary. 
But  industry  analysts  say 
they  aren't  overly  large  in 
relation  to  the  estimated 
$600  million-plus  of  new 
aluminum  made  from  the 

scrap.  Recycling  aluminum  cans 

Why  is  recycling  boom-  A  gimmick  no  more. 

ing?    Two    reasons:  the   


cost  of  energy  and  the  increased  penetration  of  the 
beverage  can  market. 

Higher  energy  costs  put  a  premium  on  recycling 
because  producing  primary  aluminum  is  both  energy- 
  and  capital-intensive.  Re- 
cycling capacity  costs 
about  one-tenth  as  much 
as  new  capacity,  and  the 
process  uses  5%  of  the  en- 
ergy needed  to  make  new 
aluminum  out  of  bauxite. 

And  there  are  a  lot  more 
cans  out  there  to  recycle: 
In  1973  the  aluminum  in- 
dustry had  about  25%  of 
the  beverage  can  market, 
today,  around  80% .  Recy- 
cling was  so  successful  in 
1981  that  "it's  adding  to 
the  inventory  problem," 
says  W.  Krome  George, 
Alcoa's  chairman.  "But 
it's  still  a  bargain." — H.R. 
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This  announcement  Is  neither  an  offer  to  sell  nor  a  solicitation  of  an 
offer  to  buy  these  securities.  The  offer  is  made  only  by  the  Prospectus. 

New  Issue  /  December  2,  1981 

$200,000,000 

Imperial  Oil  Limited 

15'/j%  Sinking  Fund  Debentures  Due  2011 
Price  100%  and  accrued  interest  from  December  1,1981 

Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 
announcement  is  circulated  only  from  such  of  the  undersigned 
as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  Inc  Wood  Gundy  Incorporated 

Morgan  Stanley  &  Co.  The  First  Boston  Corporation 

Incorporated 

Goldman,  Sachs  &  Co.  Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Dominion  Securities  Ames  Inc.  McLeod  Young  Weir  Incorporated 

Atlantic  Capital  Bache  Halsey  Stuart  Shields  Basle  Securities  Corporation 

Corporation  Incorporated 

Bear,  Stearns  &  Co.  Blyth  Eastman  Paine  Webber  Dillon,  Read  &  Co.  Inc. 

Incorporated 

Donaldson,  Lufkin  &  Jenrette  Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 

E.  F.  Hutton  &  Company  Inc.  Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co. 

Incorporated 

Lehman  Brothers  Kuhn  Loeb  L.  F.  Rothschild,  Unterberg,  Towbin 

Incorporated 

Shearson/American  Express  Inc.    Smith  Barney,  Harris  Upham  &  Co.    UBS  Securities  Inc. 

Incorporated 

Warburg  Paribas  Becker  Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 

A.  G.  Becker 

Bell  Gouinlock  Incorporated  Burns  Fry  and  Timmins  Inc.        Greenshields  &  Co  Inc 

Midland  Doherty  Inc.  Nesbitt  Thomson  Securities,  Inc. 

Pitfield,  Mackay  &  Co.,  Inc.  Richardson  Securities,  Inc. 


transportation. 

But  when?  Six  to  eight 
months  into  1982,  say 
the  industry  optimists. 
Four  years,  says  Wall 
Street  pessimist  George  Cleaver.  Even 
if  the  recovery  is  delayed  only  to  year- 
end  1982,  it  may  seem  like  ages;  and 
when  the  upturn  comes,  there  may  be 
still  fewer  independents  around  to  en- 
joy it.  Consider  how  many  famous 
names  have  been  acquired  already — 
Anaconda  by  Atlantic  Richfield,  Ken- 
necott  by  Sohio,  St.  Joe  Minerals  by 
Fluor,  etc. 

Right  now  the  handwriting  could  be 
on  the  wall  for  three  more:  Amax, 


Asarco  and  Newmont  Mining.  Amax 
Chairman  Pierre  Gousseland  may 
well  wish  he  had  not  fought  off  Stan- 
dard Oil  of  California's  $78.50  a  share 
offer  for  the  remaining  80%  of  Amax 
shares  it  didn't  own  last  March;  it's 
rumored  that  Socal  may  be  willing  to 
sell  its  holdings  to  a  buyer  more  will- 
ing to  fight  for  control. 

Amax,  the  free  world's  largest  pro- 
ducer of  molybdenum,  has  been  diver- 
sifying, but  the  cost  has  left  it  loaded 
with  50%  in  variable  rate  debt.  Inter- 
est costs  alone  last  year  were  an  esti- 
mated $180  million — while  the  prices 
of  molybdenum  and  other  metals 
were  sinking  fast. 


Newmont  is  determined  to  fight  of] 
all  acquisition  attempts.  "We're  ont 
of  the  few  farge  independent  mining 
producers  left,"  says  Jack  Thompson 
"and  we're  going  to  stay  that  way.' 
Perhaps.  He  points  to  a  friendly  agree 
ment  signed  last  year,  under  which 
South  Africa's  Consolidated  Golc 
Fields  will  limit  its  ownership  of  New 
mont  to  22%  until  Sept.  1,  1982,  anc 
then  26%  through  1984.  But  that's  nc 
guarantee  of  independence. 

Whatever  happened  to  the  "golder 
age"?  Not  too  many  years  down  th( 
road,  the  question  may  be:  Whateve 
happened  to  the  big  independent  min 
ing  company?  ■ 


Metals  on  the  anvil 


The  last  two  years  have  been  downers  for  most  metal  molybdenum  held  up,  too,  but  its  price  has  broken 
prices.  Aluminum  held  up  best  (price  is  not  the  prob-  sharply  since  last  summer.  The  "inflation  hedges" — 
lem,  but  overcapacity  and  lack  of  demand).  For  a  while,    gold  and  silver — turned  out  to  be  anything  but  that. 


Aluminum 

cents  per  pound 

80 

78 

76 

74 

72 

70 

68 

66 

64 

62 

1  1  1  1  1  1  1  1  !  1  1  1  1  1  1  !  1  1  1  1  1  1  1  1  1 

79  '80 

'81 

Lead 

cents  per  pound 

60 

57 

54 

51 

48 

45 

42 

39 

36 

1  1  1  1  1  1  1  1  1  1  1  1  1  1 

II  1  1  1  1  1  1  1  1 

| 

79 

'80 

'81 

Molybdenum 

dollars  per  pound 

10.00 

9.75 

9.50 

9.25 

9.00 

8.7S  / 

8.50  J 

8.25 

8.00 

7.75 

III 

Mill 

1  1 

1  1  1  1  1  1  1  1  II 

|  | 

|  | 

75 

'80 

'81 

Silver 

dollars  pet  troy  ounce 

40 

36 

32 

ft 

28 

20 

16 

12  "V^ 

8 

4 

i  1  i  i :  i  i  !  1  i  i  i  1 1 1  i  ii  1 1 

79 

80  '81 

Electrolytic  copper 

cents  per  pound 

140 

134 

128 

122  1 

116  / 

110 

104 

98 

92 

86 

ill 

1  1  1  1  1  1  II  1  1  1  1  1  1  1  1  1  1  1  II  1 

79 

'80  '81 

Gold 

dollars  per  troy  ounce 

700 

610 

580 

m 

550 

520 

490 

460 

430 

1  1  1 

1  M  1  1  1  1  1  i  l  1  1  1  1  1  1  1  !  1  1  1  1 

79 

'80  '81 

Note:  December  1981  figures  are  estimates 

Source:  American  Metal  Market 


)ORNING 


Windows.  Protective  coating.  Retainers. 
These  glass  components  cover  more 
than  70%  of  the  space  shuttle's  surface. 

Each  of  them  originates  at  Corning 
Glass  Works.  So  do  more  than  60,000 
other  products,  ranging  from  hair-thin 
optical  waveguides  to  super-durable 
sidewalls  for  industrial  furnaces. 

Glass.  Through  Corning  technology,  it's 
versatile  enough  for  the  needs  of  earth 
-  and  tough  enough  for  space. 


Corning  Glass  Works 
Corning,  New  York 

Devoted  to  high-technology  products 
and  problem-solving  materials. 


For  half  a 
century  we've 

been  building 

pipelines  to 

the  future. 


iNdiurdi  ydb  pipeinitJb  ctr t;  nit;  nation  S  most  efficient 
energy  transport  system.  Panhandle  Eastern  transmission 
subsidiaries  operate  more  than  16.000  miles  of  pipeline, 
transporting  the  premium  energy  of  natural  gas  to  a  mid- 
west market  area  of  24  million  peopl?.  This  scene  shows 
construction  of  42-inch  diameter  pipeline  to  carry  new 
supplies  of  natural  gas 


As  a  diversified  energy  company,  Panhandle 
WK    Eastern  has  a  growing  stake  in  oil  and  gas 
P    exploration  and  production,  contract  drilling 
^*    in  the  U.S.  and  overseas,  and  western  coal  de- 
velopment to  complement  its  historically  solid 
base  in  interstate  gas  transmission.  Highlights 
for  1981  included: 

Gas  Transmission— The  attachment  of  more 
than  400  gas  wells  and  the  expansion  of  gas 
supply  systems  in  the  Gulf  of  Mexico  and  mid- 
continent  regions.  Gas  sales  volume  improved 
over  1980  and  was  the  highest  in  eight  years. 

Exploration  and  Development— Subsidiaries 
participated  in  more  than  300  wells  in  the  expand- 
ing search  for  new  reserves  of  oil  and  gas.  In 
four  of  the  last  five  years,  Anadarko  Production 
Company  has  ranked  in  the  top  ten  of  the  most 
active  wildcat  drillers  onshore  in  the  U.S. 

Contract  Drilling— Four  land  rigs  and  an 
offshore  jackup  were  added  to  the  rig  roster  of 
Dixilyn-Field  Drilling  Company.  Starting  1982, 
D-F  is  operating  42  drilling  rigs  in  the  U.S.  and 
overseas. 

Western  Coal— North  Antelope  Coal 
Company,  50  percent  owned,  expects  to  start 
construction  on  a  large  surface  mine  in  Wyoming 
in  1982  with  first  production  targeted  for  1984.  A  " 
second  commercial  mine  is  in  advanced  plan- 
ning. The  Company  has  a  50  percent  interest 
in  approximately  700  million  tons  of  low  sulfur 
Wyoming  coal. 

These  activities  are  complemented  by  invest- 
ments, specialty  manufacturing  and  the  proces- 
sing and  marketing  of  natural  gas  liquids  and 
refined  petroleum  products. 

What  this  adds  up  to  is  more  than  $4  Billion 
of  assets  working  effectively  for  customers  and 
stockholders.  Earnings  improved  significantly  in 
1981,  and  the  cash  dividends  paid  were  up  16 
percent  over  1980. 

Our  common  stock  is  traded  on  the  principal 
exchanges  in  the  U.S. — symbol  PEL. 
Published  quotations — PanhEC 
Panhandle  Eastern  Corporation, 

P.O.  Box  1642.  Houston.  Texas  77251-1642. 


f    PANHANDLE  EASTERN  CORPORATION 

PANHANDLE  EASTERN  PIPE  LINE  COMPANY 
TRUNKLINE  GAS  COMPANY 
ANADARKO  PRODUCTION  COMPANY 
PAN  EASTERN  EXPLORATION  COMPANY 
DIXILYN-FIELD  DRILLING  COMPANY 
TRUNKLINE  LNG  COMPANY 
PAN  EASTERN  COAL  COMPANY 
CENTURY  REFINING  COMPANY 
AURORA  INDUSTRIES,  INC. 
Y  &  O  COAL  COMPANY 


Remember  the  good  old  days  when  trees  were  a 
can't -lose,  inflation-proof  investment? 


Forest  products 


By  Jean  A.  Briggs 


I have  been  through  six  industry 
cycles  since  World  War  II,  and  this 
is  by  far  the  worst,"  says  Jack 
Forrest,  senior  vice  president  of  tim- 
ber and  wood  products  tor  Boise  Cas- 
cade. "It's  not  only  the  steepest  de- 
cline but  also  the  longest,  which  is  the 
hardest  part  of  it." 

If  you  think  trees  are  an  impeccable 
inflation  hedge,  take  a  look  at  the 


forest  products  industry.  Instead  of 
turning  up  as  most  people  expected  in 
1981,  it  went  straight  down.  And  will 
stay  down  this  year. 

True,  interest  rates  have  begun  to 
drop,  but  they  arc  still  far  from  low 
enough  to  stimulate  housing,  the  mar- 
ket that  normally  takes  55%  of  all 
lumber  and  plywood  produced.  Opti- 
mists are  saying  that  "business  might 
begin  to  improve  in  the  second  half." 
But    others    worry   that  structural 


changes  in  the  financial  markets,  the 
near  wreck  of.  the  savings  and  loar 
industry  in  particular,  make  a  robusi 
upturn  in  housing  less  than  a  sure 
thing.  Lamenting  the  state  of  the 
S&Ls,  L.C.  Heist,  Champion  Interna 
tional's  executive  vice  president  ol 
timberlands  management,  says 
"We're  looking  at  a  much  different 
future.  What  financed  our  industry  ir 
the  past  doesn't  exist  anymore.  Non( 
of  us  knows  quite  how  the  whole 
thing  will  come  back  together." 

Here's  how  bad  it  is:  Earnings  of  the 
big,  integrated  wood  and  paper  com' 
panies  have  on  average  been  slashed 


Idle  Crown  Zellerbach  sawmill  in  Oregon 
Nearly  2,000  more  across  the  country  are  just  as  quiet 
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w  didn't  get  to  be  one  of  the  world's 
leading  banks  by  thinking  like  everyone 
else.  We  built  our  reputation  on  imagination 
and  determination.  And  that's  exactly  why 
Canadian  Imperial  Bank  of  Commerce  is 
fast  becoming  a  major  financial  force  in 
America.  Not  only  are  we  tripling  our 
capital  commitment  to  U.S.  industry, 
not  only  are  we  expanding  personnel  and 
services  all  across  the  country, 
we're  backing  up  every  one  of  our 
corporate  loans  with  fresh,  innovative 
ideas.  Solid  ideas  based  on  imaginative 
thinking.  Because  we  know,  if  our  money 
is  to  work  harder  than  anyone  else's, 
we  have  to  look  at  banking  from  a 
fresh  point  of  view.  Shouldn't  you? 


At  North  America's  seventh  largest  bank, 
imagination  is  our  strongest  asset. 


CANADIAN  IMPERIAL  BANK  OF  COMMERCE  TRUST  COMPANY 


ATLANTA  •  CHICAGO  •  DALLAS  •  DENVER  •  HOUSTON  •  LOS  ANGELES  •  NEW  YORK  •  PITTSBURGH  •  PORTLAND  •  SEATTLE  •  CALIFORNIA  CANADIAN  BANK. 
^FRANClSx >  ■ ^ANAD'aN  IMPERIL  BANK  OF  COMMERCE  TRUST  CO..  NEW  YORK  .  I IONC  KONC '°N  '  ' 1  *  ' '  ' " 

ZURICH  •  MILAN  -SYDNEY  •  SAO  PAUI  O"  AMSTERDAM  •  BUENOS  AIRES'  BIRMINGHAM  ■  FRANKTUR1  •  IAMAICA  •  BAHRAIN  •  TRINIDAD  •  TOBAGO  -  ST  LUGIA  • 
ST  VINCENT- ANTIGUA- CAYMAN  ISLANDS*  BAHAMAS  ■  BARBADOS'  HEAD  OFFICE:  COMMERCE  COURT  TORONTO.  M5L  I A2  CANADA 


Oby  more  than  half  since 
1979.  As  1982  begins, 
lumber  prices  are  down 
34%  and  plywood  prices 
24%  from  their  1978 
highs,  according  to  William  Dean, 
editorial  director  of  Random  Lengths,  a 
publication  that  covers  industry 
prices.  "It's  an  auction  market,"  Jack 
Forrest  says.  Buyers  and  sellers  are  on 
the  phone  constantly  with  bids  and 
offers,-  every  deal  is  negotiated.  By 
year-end,  with  prices  barely  covering 
variable  costs,  more  than  half  of  the 
country's  1,950  sawmills  and  plywood 
mills  were  closed  or  operating  at 
minimal  levels,  and  some  100,000 
employees  were  out  of  work. 

Even  the  forest  products  compa- 
nies' paper  divisions,  a  bright  spot  for 
the  last  two  years,  are  not  expected  to 
be  of  much  support  until  the  economy 
turns  up  again.  Paper  consumption 
varies  directly  with  the  health  of  the 
economy.  So,  for  example,  paper  oper- 
ations of  the  big  companies,  which 
had  been  registering  gains,  suddenly 
began  to  collapse  late  in  1981.  Earlier 
in  the  year  it  was  still  possible  to 
increase  prices  on  uncoated  and  coat- 


ed paper  and  linerboard,  but  in  early 
fall  the  market  collapsed.  "At  the  end 
of  September  most  of  these  compa- 
nies had  30-  to  45-day  backlogs,"  says 
H.C.  Bowen  Smith,  Salomon  Brothers 
forest  products  and  paper  analyst.  "By 
the  middle  of  November  those  were 
down  to  10  days."  First  to  be  affected 
was  pulp,-  followed  by  uncoated  paper 
and,  finally,  export  linerboard.  By 
year-end  even  coated  paper  was  af- 
fected, as  advertising  began  to  fall  off 
in  parts  of  the  magazine  business. 

Those  vanished  backlogs  were  cru- 
cial. "Not  having  backlog  really 
hurts,"  says  Smith,  "because  you 
can't  schedule  machines  the  way  you 
want.  You  want  them  to  make  the 
same  grade  of  paper  all  day  because 
every  time  you  change  the  machine 
you  lose  production  time.  When  de- 
mand was  strong  you  might  not  have 
a  grade  change  for  a  whole  week; 
when  it's  weak  you  might  have  to 
have  a  change  four  times  a  day."  At 
Potlatch  Corp.  Dick  Congreve  con- 
firms the  point,  "We  have  15-day 
backlogs  but  they're  that  big  only  be- 
cause of  the  way  we  have  to  schedule 
them.  We're  running  less  efficiently." 


Result:  Paper  industry  earnings  wi 
be  off  some  35%  to  50%  in  the  fin 
quarter  of  1982  for  most  companie: 
estimates  Thomas  Clephane,  an  am 
lyst  for  Morgan  Stanley.  This  contril 
utes  to  a  probable  drop  in  overall  1 98 
earnings  of  at  least  12%  to  15%  fc 
such  companies  as  International  P; 
per,  St.  Regis  and  Mead,  which  ai 
much  more  heavily  involved  in  th 
paper  business  than  the  wood  proc 
ucts  business. 

Not  surprisingly,  the  massive  caj 
ital-spending  programs  launched  ovt 
the  last  few  years  by  many  of  thes 
companies  are  being  sharpl 
trimmed.  Boise  Cascade  says  it  wi 
cut  spending  back  by  half;  Georgi; 
Pacific  plans  to  spend  only  $225  mi 
lion  in  1982,  compared  with  $700  mi 
lion  last  year. 

Salomon's  Smith,  however,  sa) 
that  many  companies  didn't  cut  bac 
these  programs  soon  enough.  Wit 
the  lumber  and  plywood  business  s 
bad  for  so  long,  the  industry's  abilit 
to  cover  its  costs  has  badly  deteriora 
ed.  Speaking  of  the  smaller  firms,  h 
says:  "Some  of  the  companies,  thoug 
not  literally  bankrupt,  are  into  the 


Forest  products 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5 -year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5- 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rat 

James  River  Corp  Va 

28.8% 

1 

22.8% 

0.8 

14.6% 

3 

15.7% 

3.6% 

56.1% 

1 

32.7% 

] 

Fort  Howard  Paper 

24.8 

2 

23.9 

0.2 

18.0 

1 

20.4 

17.4 

16.5 

4 

19.4 

i 

Consolidated  Papers 

21.2 

3 

19.4 

0.1 

16.7 

2 

18.4 

10.2 

15.1 

5 

22.6 

Mead 

19.3 

4 

14.3 

0.5 

9.4 

7 

11.8 

4.2 

12.6 

11 

16.7 

i 

Kimberly-Clark 

19.0 

5 

15.4 

0.2 

11.9 

4 

14.4 

7.1 

11.0 

17 

16.7 

i 

Union  Camp 

18.0 

6 

17.6 

0.3 

11.9 

5 

12.7 

10.3 

11.0 

16 

11.6 

!( 

Willamette  Inds 

16.9 

7 

9.1 

0.5 

6.9 

6 

12.4 

3.9 

16.8 

3 

9.4 

1 

Georgia-Pacific 

15.8 

8 

9.1 

0.5 

6.0 

12 

10.1 

3.7 

15.0 

6 

9.2 

!■ 

Weyerhaeuser 

15.3 

9 

7.6 

0.5 

6.3 

9 

10.9 

5.0 

11.7 

13 

6.6 

11 

Westvaco 

15.1 

10 

16.0 

0.4 

11.0 

11 

10.3 

6.5 

11.3 

14 

12.3 

1 

Louisiana-Pacific 

15.0 

11 

4.7 

0.2 

3.6 

14 

9.9 

2.9 

21.1 

2 

9.9 

i: 

Gt  Northern  Nekoosa 

14.7 

12 

13.6 

0.3 

9.7 

10 

10.5 

6.4 

13.8 

9 

11.8 

International  Paper 

14.4 

13 

11.9 

0.3 

8.8 

13 

10.0 

6.9 

10.0 

20 

8.5. 

r 

Potlatch 

14.0 

14 

6.9 

0.6 

5.3 

15 

9.9 

4.7 

10.4 

18 

8.7 

i 

Champion  Intl 

14.0 

15 

8.0 

0.4 

5.9 

18 

8.7 

3.4 

8.8 

22 

5.9 

i' 

Boise  Cascade 

12.9 

16 

9.4 

0.6 

6.4 

16 

9.4 

3.8 

13.9 

8 

31.6 

St  Regis  Paper 

12.6 

17 

12.8 

0.5 

8.9 

17 

9.1 

•  6.3 

13.2 

10 

5.1 

2( 

Federal  Paper  Board 

12.5 

18 

15.6 

0.7 

8.6 

23 

7.6 

5.7 

6.4 

23 

2.7 

2 

Southwest  Forest  Inds 

12.3 

19 

5.6 

1.0 

5.7 

20 

8.5 

2.5 

9.4 

21 

15.2 

Longview  Fibre 

12.2 

20 

2.7 

0.0 

2.5 

8 

11.0 

1.3 

10.0 

19 

0.0 

2 

Hammenniil  Paper 

11.8 

21 

13.4 

0.5 

8.7 

22 

7.7 

3.4 

14.2 

7 

8.9 

t: 

Scott  Paper 

11.4 

22 

10.3 

0.4 

8.0 

19 

8.5 

5.4 

11.8 

12 

10.1 

1 

Crown  Zellerbach 

10.9 

23 

6.5 

0.4 

5.0 

21 

7.9 

2.6 

11.2 

15 

2.7 

2: 

Industry  medians 

14.7 

11.9 

0.4 

8.6 

10.1 

4.7 

11.8 

9.9 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  F.xplanation  of  Yardsticks  calculations  on  page  51 
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anks  and  insurance  companies  for  a 
)t  more  than  those  institutions 
fould  really  prefer."  Among  those 
mo  failed  to  cut  back  soon  enough  on 
apital  spending,  Smith  says,  are 
ieorgia-Pacific,     Scott    Paper  and 


Champion  International 

To  add  insult  to  injury:  Investor  fas- 
cination with  all  those  trees  as  natural 
resource  asset  plays  has  vanished, 
along  with  $850  gold  and  ever-escalat- 
ing housing  prices  ■ 


Timber  barons  on  50  acres 


Bargeloads  of  timber  are  floating 
unsold  in  northwestern  har- 
bors these  days,  but  the  forest 
products  industry  still  worries 
about  the  future  supply  of  trees. 

Trees  are  a  renewable  resource. 
Right  now  we're  growing  them 
faster  than  we  use  them.  But  pro- 
jections indicate  that  won't  last 
unless  drastic  action  is  taken. 

One  bright  spot,  though,  is  the 
Old  South,  from  the  Atlantic  Coast 
to  the  Mississippi,  where  trees 
grow  faster  than  in  most  other 
places,  and  can  be  processed  more 
efficiently.  Just  as  important  is 
that  most  of  the  woodlands  in  the 
South  are  private,  not  federal  as 
they  are  in  the  West.  Of  the 
South's  200  million  timbered 
acres,  73%  are  in  private  tracts 
averaging  less  than  50  acres. 

So  the  problem  is  how  to  encour- 
age these  small  landowners  to  be 
zealous  tree  farmers.  "The  small 
holder  can't  live  on  receipts  he  gets 
every  35  or  40  years  when  his  trees 
used  for  sawtimber  get  big  enough 
to  be  harvested,"  says  Don  Smith, 
director  of  forest  resources  at  the 
Southern  Forest  Institute.  "He 
needs  incentives." 


Those  incentives  are  now  com- 
ing. A  law  passed  in  1980  provides 
aid  for  individuals  who  can  qualify 
for  investment  tax  credits  on  mon- 
ey spent  on  reforestation.  They  do, 
of  course,  get  capital  gains  treat- 
ment on  harvested  timberlands. 

Many  of  the  big  timber  compa- 
nies also  are  trying  to  encourage 
forest  management  among  small 
landholders.  St.  Regis,  for  example, 
provides  such  services  as  forest 
mapping,  timber  marking  and  har- 
vesting, site  preparation  and  refor- 
estation—including free  seedlings. 
In  return  it  asks  rights  of  first  re- 
fusal at  harvest  time.  Timber 
brokers,  too,  play  an  important 
role,  encouraging  sellers  to  follow 
proper  management  practices. 
Sometimes  brokers  even  buy  up 
timberlands  when  they  become 
available  and  sell  them  to  people 
who  will  take  care  of  them. 

All  this  helped  hold  up  the  prices 
of  southern  timber  and  timber- 
lands last  year  longer  than  prices  in 
the  West.  Whether  it  also  will  help 
prevent  timber  shortages  in  the 
next  century,  of  course,  remains  to 
be  seen.  But  a  journey  of  1,000 
steps.  .  .  .  — J.A.B. 


Optimists  say  business 
might  begin  to  improve  in 
the  second  half.  But  others 
worry  that  structural 
changes  in  the  financial 
markets — the  near  wreck  of 
the  S&Ls — make  a  robust 
upturn  in  housing  less  than 
a  sure  thing. 


Seedlings  being  prepared  for  planting 

St.  Regis  alone  puts  5  million  such  plants  on  private  land  each  year. 
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Are  the  Japanese  winning  out  in  semiconduc- 
tors the  way  they  did  in  so  many  other  indus- 
tries? One  of  the  industry's  pioneers  says  no. 


Electronics 


By  Subrata  N.  Chakravarty 

Is  this  the  year  in  which  the  Jap- 
anese start  doing  to  the  U.S.  semi- 
conductor industry  what  they 
have  already  done  in  autos,  shipbuild- 
ing and  TV  sets?  By  the  end  of  1981, 
Japanese  semiconductor  makers  had 
about  70%  of  the  market  for  the  third 
generation  of  computer  memory  de- 
vices, and  they  now  have  25%  of  the 
total  world  memory  market  (a  share 
that  Michael  Krasko  of  Merrill  Lynch 
says  has  doubled  since  1979). 

Is  this  the  great  watershed?  Forbes 
asks  Dr.  Robert  N.  Noyce,  vice  chair- 
man of  Intel  Corp.  Noyce  is  now 
president  of  the  Semiconductor  In- 
dustry Association,  but  he  is  far 
more  than  a  mere  industry  spokes- 
man. Noyce  was  one  of  a  handful  of 
young  scientists  and  engineers  re- 
cruited in  the  1950s  by  Nobel 
prizewinner  William  Shockley,  co- 
inventor  of  the  transistor,  to  set  up 
the  first  semiconductor  company. 
Later,  he  was  one  of  the  founders 
of  Fairchild  Semiconductor,  and 
then  of  Intel.  He  holds  patents  on 
key  inventions  that  made  possible 
the  integrated  circuit. 

Forbes  found  Noyce  surprisingly 
optimistic — surprising  because  so 
many  others  don't  agree. 

Aren't  semiconductors  a  natural 
for  the  Japanese'''  Won't  they  find  it 
easy  to  develop  experience  and  high 
volume  because  so  much  of  their  elec- 
tronics industry  is  devoted  to  consum- 
er products;' 

Noyce:  I  think  that's  nonsense.  In 
the  less  sophisticated  devices  that 
may  well  be  true.  But  there  is  very 
little  carryover.  It's  like  an  auto- 
mobile manufacturer  making  moon 
rockets.  Sure,  there's  an  experience 
curve  involved,  but  experience  in 


making  a  consumer  product  is  not  very 
applicable  to  making  computers. 

Still,  the  Japanese  seem  to  have  taken 
the  lead  in  production  of  the  64K-bit 
dynamic  random  access  memory  [the  lat- 
est generation  of  memory  chips  capable 
of  storing  64,000  bits  of  information] 
Noyce:  Japan  has  done  here  what  they 
have  done  in  other  mass  markets.  It's 
a  stable,  large-volume  product  and 
they  jumped  into  it  with  both  feet. 
The  point  is,  they  are  followers.  The 
64K-DRAM  in  many  ways  is  a  mun- 
dane extension  of  the  16K-DRAM; 
it's  just  putting  four  16K-DRAMs  in 
one  package.  It  does  require  advanced 


Dr  Robert  N.  Noyce 
"It's  a  cultural  difference. 


technology  to  do  that,  but  it  doesr 
require  a  great  deal  of  creativity — as 
would,  for  instance,  in  developir 
new  computer  software.  By  contras 
much  of  the  American  effort  is  goir 
into  the  future — into  software-inte: 
sive  design  instead  of  production  ei 
gineering-intensive  design. 

What  accounts  for  the  difference  in  tl 
two  strategies? 

Noyce  I  think  it's  a  cultural  differenc 
The  Japanese  climb  into  a  uniform 
four  years  old  and  stay  in  unifor: 
until  they  retire.  The  U.S.  is  mo 
individualistic.  If  you've  ever  drive 
in  a  country  lane  in  a  fog  behir 
somebody,  you  know  it's  easy  to  fc 
low  the  taillight  in  front  of  you.  ] 
fact,  you  wonder  why  the  guy  in  froi 
is  going  so  damn  slow — until  you  pu 
out  around  him.  I  think  thai 
what's  going  on  here.  The  Japane 
have  come  in  with  their  produ 
tion  engineering,  which  is  ve: 
good,  to  go  after  a  big  market  tl 
Americans  developed.  That's  wh 
happened  in  nearly  every  field  th< 
have  gone  into. 

The  other  thing  is  this:  In  a  slu 
gish  economy,  the  relative  lead  i 
technology  becomes  less  impc 
tant,  and  technology  of  course  h; 
been  the  major  U.S.  advantage, 
the  industry  is  growing  rapidly,  tl 
follower's  job  is  tougher  becau 
everybody  is  moving  rapidly.  Wh 
we've  got  now  is  a  temporary  lu 
and  that  always  gives  the  followe 
time  to  catch  up. 

Still,  vour  dismissal  of  the  Japane 
penetration  of  the  memory  mark 
smacks  of  complacency.  Detroit  mac 
the  same  mistake  with  small  cars  an 
Xerox  with  small  copiers.  They  bo 
lived  to  regret  it 

Noyce:  I  think  everyone  in  th 
business  is  running  scared  so  I 
certainly  deny  complacency.  V 
will  be  jumping  into  64K-DRA1V 
with  both  feet,  let  me  assure  yo 
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Creative  insurance  services. 
We've  got  what  it  takes. 


American  suppliers  are 
going  to  come  on  with 
the  second-generation 
64K-DRAM  sooner  than 
the  Japanese. 


Second  generation? 
Noyce:  Yes.  The  real  problem  with  just 
straight  upgrading  of  the  16K-DRAM 
is  that  it's  too  expensive.  The  custom- 
ers won't  go  from  one  generation  to 
the  next  unless  there's  a  real  cost  sav- 
ing. Prices  on  the  64K-DRAM  now — 
using  the  old  technology — are  at  about 
cost.  You've  got  to  use  the  new  tech- 
nology to  make  it  profitable.  The  real 
issue  is  how  much  you  want  to  subsi- 
dize the  market  at  this  point. 

You  make  it  sound  almost  as  if  the 
industry  has  no  problem  meeting  the  Jap- 
anese challenge. 

Noyce:  We  do  have  some  very  signifi- 
cant problems,  and  I  don't  mean  to 
downgrade  them.  For  one  thing,  we 
have  an  enormous  shortage  of  trained 
manpower  in  the  U.S.;  we've  got  to 
graduate  more  engineers  and  fewer 


lawyers,  if  I  can  put  it  that  way.  An- 
other problem  is  shared  by  the  rest  of 
American  industry.  The  investment 
rate  in  Japan  is  a  third  of  their  GNP 
and  ours  is  15%  or  so.  For  a  growth 
industry,  that  makes  a  tremendous 
difference.  You  can  reflect  that  sav- 
ings rate  back  into  the  cost  of  capital 
in  the  two  countries.  And  that  gives 
them  a  significant  advantage. 

This  year,  at  any  rate,  the  industry's 
returns  have  dropped  very  sharply.  Isn't 
that  going  to  create  problems  long  term? 
Noyce:  I  just  don't  think  you  can  look 
at  12  months,  hang  management  with 
that,  and  then  complain  of  American 
management's  "short-term  view."  I 
don't  think  you  can  look  at  today's 
return  on  capital  and  say  it's  going  to 
be  that  way  for  the  next  five  years.  If 
anybody  in  the  industry  believed  that, 
we'd  all  quit  and  go  home. 

You  certainly  don't  sound  like  you're 
ready  to  do  that. 

Noyce:  This  is  one  race  the  nation 
can't  afford  to  lose.  But  the  U.S  semi- 


conductor industry  has  been  compet 
ing  with  the  Japanese  for  a  long  time 
as  a  matter  of  fact,  the  seven  larges 
Japanese  companies  have  been  in  th 
business  longer  than  most  of  the  play 
ers  in  the  U.S.  industry.  What  hap 
pened?  The  Japanese  were  driven  ou 
of  the  transistor  market  when  th 
American  industry  went  to  cheap  sili 
con  transistors.  They  were  driven  ou 
of  small-scale  integrated  circuit 
when  they  got  caught  in  the  pric 
crossfire  between  Texas  Instrument 
and  National  Semiconductor.  S 
we've  been  there  before. 

The  difference  now  is  that  the  Jap; 
nese  have  made  it  an  item  of  nation; 
purpose,  so  they're  going  to  be  a  littl 
tougher.  But  U.S.  industry  still  has  th 
technological  lead,  there  is  very  littl 
doubt  about  that.  The  fundament; 
research  has  been  done  here.  The  Jaj 
anese  are  very  strong  in  memory,  bi 
they  are  not  nearly  so  strong  in  moi 
innovative  products.  The  next  mov 
is  the  microprocessor  and  all  of  il 
affiliated  devices.  And  there  they  ai 
strictly  following  the  U.S.  lead.  ■ 


Electronics 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5 -year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5- 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rai 

Schlumberger 

35.5% 

1 

37.8% 

0.1 

35.6% 

1 

32.8% 

22.2% 

24.6% 

5 

35.4% 

Teledyne 

35.4 

2 

28.2 

0.4 

19.8 

3 

24.2 

12.3 

11.0 

22 

44.0 

EG&G 

27.0 

3 

28.3 

0.1 

25.4 

4 

23.1 

4.6 

25.3 

4 

25.8 

AMP 

27.0 

4 

20.6 

0.1 

18.3 

5 

23.1 

9.8 

17.7 

13 

22.2 

1 

Intel 

26.2 

5 

10.2 

0.3 

7.7 

2 

25.1 

5.6 

38.7 

1 

29.5 

Raytheon 

24.2 

6 

23.9 

0.1 

22.8 

6 

22.4 

5.8 

15.9 

15 

24.3 

Harris  Corp 

21.1 

7 

20.8 

0.3 

13.7 

13 

15.9 

6.6 

18.5 

11 

32.1 

Tektronix 

19.9 

8 

15.8 

0.3 

13.0 

11 

17.3 

7.6 

23.8 

7 

25.6 

Natl  Semiconductor 

19.9 

9 

12.1 

0.2 

8.5 

14 

15.4 

3.2 

31.6 

3 

19.6 

V 

Avnet 

19.7 

10 

16.3 

0.1 

15.2 

10 

17.5 

5.2 

15.0 

16 

13.8 

1 

Hewlett-Packard 

19.5 

11 

19.8 

0.0 

18.9 

8 

18.8 

8.7 

24.1 

6 

22.9 

1 

M/A-COM 

19.3 

12 

24.4 

0.1 

26.6 

7 

19.9 

7.8 

35.3 

2 

24.9 

General  Instrument 

18.8 

13 

19.4 

0.1 

16.8 

15 

15.2 

9.0 

11.5 

20 

36.6 

Perkin-Elmer 

18.5 

14 

17.8 

0.2 

15.3 

12 

16.7 

6.8 

23.3 

8 

20.9 

1 

Texas  Instruments 

18.3 

15 

10.7 

0.2 

10.0 

9 

17.8 

3.0 

18.8 

10 

14.9 

1 

Motorola 

16.4 

16 

15.8 

0.3 

13.3 

16 

14.6 

5.6 

14.2 

17 

15.4 

1 

Beckman  Instruments 

15.7 

17 

12.3 

0.5 

10.2 

17 

13.1 

5.8 

18.1 

12 

23.3 

1 

Honeywell 

15.1 

18 

15.1 

0.2 

11.6 

19 

11.7 

5.5 

10.9 

23 

18.4 

1 

North  Amer  Philips 

14.9 

19 

16.4 

0.3 

10.7 

21 

10.2 

3.5 

17.3 

14 

12.5 

2 

Corning  Glass  Works 

14.9 

20 

13.1 

0.2 

11.1 

18 

12.6 

7.4 

8.2 

24 

13.7 

1 

General  Tel  &  Elec 

14.4 

21 

14.3 

1.0 

6.7 

23 

7.1 

6.5 

11.1 

21 

7.2 

2 

Gould 

13.9 

22 

9.9 

0.5 

8.1 

20 

10.5 

4.2 

20.3 

9 

6.1 

2 

American  Tel  &  Tel 

13.1 

23 

13.0 

0.7 

7.5 

22 

7.5 

12.1 

11.6 

19 

8.9 

2 

Varian  Associates 

6.3 

24 

def 

0.6 

0.6 

24 

5.9 

def 

12.5 

18 

6.2 

2 

Industry  medians 

19.1 

16.1 

0.2 

13.2 

16.3 

6.2 

17.9 

21.6 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
def:  deficit. 
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I  think  VISION  is  on  a  level  where  I  would  never 
doubt  the  accuracy  and  the  seriousness  of  the 
information. 


ALBERT  COPPE, 
Chairman  Societe  Generate 
de  Banque  Brussels. 


^  I  believe  what  we  need  is  one  business 
lagazine  which  appears  in  the  major  languages 
and  has  individual  national  identification  in 
terms  of  it's  reporting,  that  is  interesting, 
irrespective  if  you  read  it  in  the  U.K.,  France, 

Germany  or  Italy. 


HORST  DIETER  ESCH, 
Chairman  and  Chief  Executive,  IBM  Holdings,  Frankfurt 


The  largest  Pan-European 
business  publication 

:or  more  information  on  advertising  costs  and  subscriptions, 

ontact  Jo  Campbell  Brand  or  Dana  Hibbard  at  30  Lincoln  Plaza,  Suite  25D,  New  York, 
I.Y.  10023.  Tel.  (212)  5823863. 


The  minicomputer  makers  first  made  possible 
the  vast  new  office  computer  market.  But  only 
now  have  they  begun  to  exploit  it.  


Computers 


TRRNSM/T 


i 


By  Kathleen  K.  Wiegner 

Y1  ears  ago  Kenneth  Olsen,  co- 
founder  and  president  of  $3.2 
billion  Digital  Equipment  Corp., 
was  talking  about  "personal  comput- 
ing."  Now  it's  the  "professional  per- 
sonal computer."  There's  a  world  of 
difference  between  those  two  terms. 
DEC,  you  may  recall,  pioneered  the 
minicomputer  back  in  the  days  when 
computers  came  in  only  one  size — 
big,  and  for  one  price — expensive. 
DEC's  computers,  selling  for  thou- 
sands, rather  than  millions,  of  dollars, 
spawned  a  whole  industry. 

Then  along  came  Apple  and  Tandy 
in  the  late  1970s  and  made  personal 


computing  a  bit  more  personal.  They 
put  computers  on  the  desks  of  doc- 
tors, lawyers,  secretaries  and  execu- 
tives, many  of  whom  had  seen  a  com- 
puter only  in  the  movies.  Personal 
computers  became  office  computers. 

Suddenly,  DEC  and  the  minimakers 
were  looking  at  a  vast  new  market. 
They  saw  the  light:  The  computer 
was  the  key.  Word  processors,  elec- 
tronic mail  systems  and  graphics  ter- 
minals were  simply  another  form  of 
distributed  data  processing. 

The  light  became  a  blinding  flash 
last  summer  when  IBM  entered  the 
personal  office  computer  market. 
DEC,  Hewlett-Packard  Co.  and  Data 
General  Corp.  wasted  no  time  getting 


in  themselves  (see  p.  148) 

Why  didn't  they  move  sooner'  For 
very  good  reason,  says  Winston  F 
Hindle  Jr.,  DEC's  vice  president  ( 
corporate  operations:  "We  had  a  lim: 
to  our  manufacturing  capacity.  Ovt 
the  last  couple  of  years,  in  fact,  w 
could  not  maintain  deliveries;  excep 
for  IBM  we  have  had  some  of  th 
longest  lead  times  in  the  industry. 
The  fact  is  minicomputer  companu 
were  growing  as  fast  as  any  compan 
could  without  harming  itself.  DEC 
growth  rate,  for  example,  is  31%  con 
pounded  annually  over  the  last  fiv 
years.  "Nobody  can  do  everything, 
explains  Olsen,  shifting  his  6-foot- 
frame  more  comfortably  in  his  chai 
"We  didn't  have  the  resources,  even 
we  had  the  concept." 

The  concept  is  now  crystal  clea 
Personal  computers  are  growing  ; 


Computers 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5- 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

ra 

Wang  Laboratories 

30.2% 

1 

25.0% 

0.5 

16.1% 

3 

19.7% 

9.0% 

46.0% 

46.8% 

Storage  Technology 

30.0 

2 

24.8 

1.0 

12.9 

5 

19.0 

7.8 

44.4 

2 

37.4 

IBM 

22.7 

3 

21.0 

0.1 

18.9 

2 

21.5 

12.4 

12.7 

9 

12.0 

Data  General 

21.5 

4 

12.4 

0.4 

10.0 

4 

19.3 

5.6 

42.2 

3 

28.0 

Amdahl 

21.1 

5 

9.6 

0.1 

to.i 

24.2 

6.3 

23.0H 

7 

-17.7tt 

1 

Hewlett-Packard 

19.5 

6 

19.8 

0.0 

18.9 

6 

18.8 

8.7 

24.1 

6 

22.9 

NCR 

19.0 

7 

13.7 

0.2 

12.3 

8 

15.0 

6.8 

8.7 

13 

33.8 

Digital  Equipment 

18.1 

8 

16.7 

0.0 

15.5 

7 

16.4 

•11.1 

36.2 

4 

31.8 

Honeywell 

15.1 

9 

15.1 

0.2 

11.6 

9 

11.7 

5.5 

10.9 

11 

18.4 

Sperry 

14.0 

10 

9.4 

0.3 

6.8 

10 

10.4 

4.0 

10.4 

12 

11.7 

1 

Burroughs 

10.0 

11 

0.8 

0.2 

1.1 

11 

8.9 

0.6 

12.5 

10 

3.7 

1 

Control  Data 

9.8 

12 

10.6 

0.3 

9.4 

13 

8.1 

3.9 

14.3 

8 

19.6 

Memorex 

9.5t 

13 

def 

1.0 

def 

12 

8.2 

def 

24.1 

5 

D-P 

Industry  medians 

19.0 

13.7 

0.2 

11.6 

16.4 

6.3 

23.0 

21.3 

All-iudustry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 

t  Four-year  average.    ttThree  year  growth    D  P:  deficit  to  profit;  not  ranked,    def:  deficit 
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ngland,nowonly$3.00 


We  just  reduced  the  price  of 
ing  business  with  England, 
e  new  low  rate  is  $3.00  for  a 
ninute  call  when  you  dial  the 
1  yourself,  Monday  to  Saturday, 
m.  to5  p.m.  And  it's  only  $2.40 
other  times.  A  nice  price  to 
r  for  the  fastest  way  to  close  a 
il  today. 

If  you  don't  have  International 
ding  in  your  area,  you  still  get 
same  low  rate  as  long  as  it's  a 
lple  Station  phone  call, 
rson-to-person,  credit  card 
I  collect  calls,  for  example,  cost 
re  because  they  require  special 
:rator  assistance.)  Just  tell  the 
al  Operator  the  country,  city, 
I  telephone  number  you  want. 
Here's  how  to  dial  London: 

OTIONAL  COUNTRY  CITY 
5  CODE       CODE  CODE 

.1  +  44+  1  +  LOCAL  NUMBER 
(If  you  are  calling  from  a 
ich-Tone*  telephone,  press  the 
"  button  after  dialing  the  entire 
nber.  This  will  speed  your 
I  along.) 

Only  $3.00  to  close  a  deal  on 
spot.  What  a  nice  surprise! 
as  they  say  in  England, "That  ^ 

esthe  biscuit!'  ♦Trademark  of  AT&T  Co. 
Vant  to  know  more?  Then  call  our 
national  Information  Service,  toll  free: 

1-800-874-4000 

In  Florida,  call  1-800-342-0400 

(§)  Bell  System 


INITIAL  3-MINUTE  DIAL  RATES 


FROM  THE  US 
MAINLANDTO: 

DAY  RATE 

LOWER  RATE 

Austria 

$4.05 

A 

Belgium 

4.05 

$3.15  B 

Denmark 

4.05 

3.15  B 

Finland 

4.05 

3 

15  B 

France 

4.05 

— 

A 

Germany 

4.05 

3 

15  C 

Greece 

4.05 

— 

A 

Ireland 

3.00 

2 

40  B 

Italy 

4.05 

3 

15  B 

Luxembourg 

4.05 

3 

1  r  n 

15  B 

Monaco 

4.05 

A 

Netherlands 

4.05 

3 

15  B 

Norway 

4.05 

3 

15  B 

Portugal 

4.05 

3 

15  B 

San  Marino 

4.05 

3 

15  B 

Spain 

4.05 

3 

15  B 

Sweden 

4.05 

3 

15  B 

Switzerland 

4.05 

A 

United 

Kingdom 

3.00 

2. 

40  B 

Vatican  City 

4.05 

3 

15  B 

A)  No  lower  rate  period 

B)  Nights5pm-5am&Sunday 

C)  Nights  5pm-5am  only 

Thecharge  for  each  additional 
minuteisl/3theinitial  3:min. 
dial  rate.  Federal  excise  tax  of 
2%isadded  on  all  calls  billed 
in  the  United  States. 


lose  to  40%  a  year  while  traditional 
unicomputers  have  slowed  to  20%. 
1  fact,  it  is  estimated  that  desk-top 
omputers  will  represent  nearly  one- 
uarter  of  the  computer  industry  mar- 
et  by  1985.  DEC  alone  has  poured 
150  million  into  repackaging  its  data 
rocessing  machines  for  the  office — 
nth  extensive  software  offerings. 
Software  is  so  critical  to  the  person- 
1  office  computer  buyer  that  experts 
ay  it  will  eventually  exceed  hardware 
i  sales.  But  there  are  problems. 
More  and  more  of  the  value  added 
lese  days  is  software,"  says  Hindle, 
but  we  in  systems  have  not  discov- 
red  well  enough  how  to  make  a  good 
^turn  on  it." 

Minicomputer  companies  also  face 
marketing  problem.  When  DEC  was 
irgely  selling  hardware,  its  customers 
'ere  sophisticated  users — scientists, 
^searchers  and  OEM  manufacturers 
rho  developed  their  own  systems, 
ut  a  smaller  computer,  often  sold  to  a 
rst-time  user,  must  be  a  complete 
ackage  requiring  totally  different 
larketing  channels.  DEC  was  the 
rst  computer  company  to  open  com- 
any-owned  stores  to  retail  directly  to 
le  customer,  but  its  25  stores  have 
ot  met  with  the  success  of  Tandy's 
adio  Shack  chain.  Servicing  small 
ustomers,  which  DEC  once  left  to 
lird-party  service  outfits,  also  re- 
uires  some  new  skills.  "To  service 
ur  low-end  customers  we  put  what 
ley  need  in  a  van,"  says  [ohn  Shields, 


vice  president  for  customer  service. 
"We  also  have  a  center  where  people 
can  bring  the  product  in  for  repair  and 
have  it  back  in  24  hours/' 

The  minimakers  arrive  at  the  great 
office-of-the-future  watershed  with 
work  still  to  do;  as  of  now,  none  has 
all  the  pieces  in  place. 

For  example,  H-P  won't  have  an 
electronic  mail  system  until  some- 
time this  year.  And  DEC,  lacking  a 
personal  computer  as  "dedicated"  as 
Apple's,  is  offering  a  computer  board 
that,  when  attached  to  its  hot-selling 
VT-100  terminal,  turns  it  into  a  multi- 
purpose small  computer.  DEC  now 
lacks  a  product  in  the  $2,000-to- 
$3,000  range;  Olsen  hopes  first-time 
users  will  quickly  exhaust  the  poten- 
tial of  their  Apples  and  want  more 
computer.  "People  are  learning  to  use 
computers  and  Apple  has  done  this," 
says  he.  "But  then  they  will  want  to 
trade  up  to  a  real  computer." 

The  new  battle  in  minis  will  be 
heated  and  expensive,  and  the  mini- 
makers  .  won't  be  competing  only 
against  IBM  and  each  other.  There  are 
also  the  semiconductor  companies 
moving  up:  Intel  Corp.,  for  example, 
which  recently  announced  a  "micro- 
computer" competitive  with  DEC's 
PDP-11.  Says  Theodore  Johnson, 
DEC's  vice  president  for  sales:  "The 
small  businessman  is  looking  for  peo- 
ple he  can  trust."  If  he  places  that 
trust  with  the  minimakers  they  could 
have  a  bonanza  on  their  hands.  ■ 


igital  Equipment  President  Ken  Olsen  tries  out  a  new  DEC  machine 
aking  personal  computing  even  more  personal. 


Positions  

Of  Excellence 

North  American  Royalties, 
Inc.,  continues  to  maintain 
positions  of  excellence  in  two 
industries  which  help  provide 
strength  to  a  nation  seeking 
economic  renewal. 

Through  its  Oil  and  Gas 
Division,  NAR  pursues  the 
discovery,  development  and 
production  of  energy  in  the 
continental  United  States. 
Through  its  Wheland  Foundry 
Division,  NAR  makes  grey  iron 
castings  that  become  parts  of 
more  than  half  the  automo- 
biles manufactured  in  this 
country. 

A  company  that  has  suc- 
cessfully met  the  economic 
challenges  of  116  years  of 
American  history,  NAR  is 
proud  of  its  operations  in  two 
industries  vital  to  our  nation's 
future. 

For  information,  write 
Corporate  Communications 


North 
American 
Royalties,  Inc. 

Chattanooga,  Tennessee  37402 


Here  come  the  computer  companies.  And  if  the 
office  of  the  future  is  not  to  be  theirs,  the  old 
guard  had  better  move  fast. 


Office  equipment 
and  services 


By  Kathleen  K.  Wiegner 

Last  fall,  Digital  Equipment 
-  Corp.  and  Hewlett-Packard  Co. 
I  chose  the  same  day  to  announce 
their  invasion  of  the  office  equipment 
market — in  everything  from  word  pro- 
cessing to  electronic  mail.  Less  than  a 
month  later,  NCR  Corp.  and  Data 
General  Corp.  joined  them. 

All  four  are  computer  companies, 
homing  in  on  a  natural  and  historic 
target  that  many  believe  will  be  their 
biggest  market  of  all.  Already  there 


are  Wang  Laboratories  Inc.  and  Data- 
point  Corp.  There  from  the  begin- 
ning, of  course,  was  IBM.  Increasingly 
now,  the  office  equipment  industry  is 
becoming  an  adjunct  of  the  computer 
industry.  At  least  140  companies  sell 
some  kind  of  word  processing  office 
equipment  today,  some  as  large  as 
IBM,  some  as  tiny  as  $25  million 
(sales)  Vector  Graphic  of  Thousand 
Oaks,  Calif. 

This  is  not  traditional  office  equip- 
ment such  as  copiers  and  dictating  and 
mailroom  equipment.  That  market 


continues  to  grow,  but  with  none  of  th 
breathtaking  curves  shown  by  wor 
processing,  for  example,  which  Dat£ 
quest,  the  Cupertino,  Calif  .-based  mai 
ket  research  group,  estimates  will  mor 
than  double  from  $2  billion  to  $5  billio: 
in  the  next  four  years. 

The  impact  on  some  of  those  tradi 
tional  old-line  office  suppliers  ha 
been  devastating.  For  example,  AA 
International,  Inc.  is  in  deep  trouble 
It  is  trying  to  sell  off  the  high-technol 
ogy  divisions  that  might  have  pre 
vided  a  presence  in  the  computerize 
office;  it  now  seems  able  only  to  mil 
the  remaining  cash  out  of  its  agin 
offset  duplicating  business.  Once: 
prosperous  Nashua  Corp.  and  SavL 


Office  equipment  &  services 
Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total 

capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-y 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

ran 

Office  equipment 

Savin 

44.1% 

.  1 

def 

1.4 

def 

1 

34.2% 

def 

42.0% 

1 

120.9% 

1 

Electronic  Data  Syst 

23.6 

2 

26.6% 

0.1 

22.5% 

2 

21.3 

8.5% 

21.1 

2 

10.4 

5 

Pitney  Bowes 

20.3 

3 

14.9 

0.3 

10.6 

5 

14.3 

4.8 

18.0 

3 

31.3 

2 

Moore  Corp 

18.9 

4 

18.2 

0.2 

15.3 

4 

15.1 

6.3 

13.3 

6 

10.2 

6 

Xerox 

18.6 

5 

17.5 

0.2 

15.1 

3 

15.7 

7.3 

14.8 

5 

11.6 

4 

Nashua 

17.2 

6 

9.3 

0.3 

8.3 

6 

13.2 

2.2 

15.9 

4 

17.8 

3 

Bell  &  Howell 

4.1 

7 

8.1 

0.3 

6.9 

7 

3.8 

2.1 

7.4 

8 

-8.0 

7 

AM  International 

def 

8 

def 

0.5 

def 

8 

def 

def 

7.8 

7 

P-D' 

8 

Medians 

18.8 

12.1 

0.3 

9.5 

14.7 

3.5 

15.4 

11.0 

Office  services 

Computer  Sciences 

33.3% 

1 

18.0% 

0.6 

12.8% 

4 

17.4% 

"  3.0% 

20.6% 

4 

43.9% 

1 

Kelly  Services 

29.4 

2 

26.6 

0.0 

26.4 

1 

29.4 

3.9 

24.3 

3 

26.8 

2 

Parker  Pen 

25.1 

3 

14.0 

0.1 

13.4 

2 

22.9 

3.5 

29.9 

1 

24.8 

5 

Auto  Data  Processing 

21.5 

4 

19.1 

0.2 

15.1 

3 

18.9 

8.4 

26.4 

2 

20.9 

4 

Purolator 

15.9 

5 

25.8 

0.5 

17.5 

5 

12.1 

4.0 

11.9 

5 

4.6 

5 

Medians 

25.1 

19.1 

0.2 

15.1 

18.9 

3.9 

24.3 

24.8 

Industry  medians 

20.3 

17.5 

0.3 

13.4 

15.7 

3.9 

18.0 

17.8 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 
P-D:  profit  to  deficit,    def:  deficit. 


EGINS  AT  HOME 

Gannett,  the  nationwide  informa- 
i  company,  is  a  world  of  different 
:es,  each  speaking  independently 
its  community. 

Those  voices  consist  of  85  daily 
1 27  non-daily  newspapers;  seven 
:vision  and  13  radio  stations;  the 
;est  outdoor  advertising  company 
forth  America;  news,  marketing, 
earch,  production  and  satellite 
imunications  branches.  They 
ve  in  35  states,  in  the  U.  S.  terri- 
es of  Guam  and  the  Virgin  Islands, 
i  in  Canada. 

Yet,  as  a  matter  of  principle, 
inett  has  no  single  voice.  That 


principle  is  freedom.  And  that  freedom 
is  rooted  in  the  First  Amendment. 

Each  Gannett  voice  is  free  to 
express  its  own  opinions,  free  to  serve 
its  own  community,  free  to  meet  its 
own  professional  responsibilities,  free 
to  speak  as  its  own  local  professional 
managers  see  fit. 

That  means  being  a  source  of 
enlightenment  and  understanding,  as 
the  Gannett  News  Service  did  in  its 
revealing  13-part  series,  "Equality: 
America's  Unfinished  Business." 

It  means  offering  help  to  the  dis- 
tressed, as  The  Sun  in  San  Bernardino 
did  by  mobilizing  the  community  to 
aid  victims  of  a  major  forest  fire. 

It  means  demonstrating  good 
citizenship,  as  Gannett  television 
and  radio  stations  in  six  cities  did  by 
cosponsoring  Health  Fairs.  Or,  as 
Gannett  Outdoor  of  Northern  Cal- 
ifornia did  by  promoting  a  parents' 
safety  patrol  on  Halloween. 


Gannett 's  24,000  men  and  women 
have  a  commitment  to  freedom— free- 
dom to  share  in  the  blessings  of  a  free 
society  and  free  enterprise  system, 
freedom  to  fulfill  our  First  Amendment 
obligations,  freedom  to  serve  the  infor- 
mation needs  of  each  community. 

At  Gannett,  that  freedom  rings 
from  Rochester  to  Reno,  from  Hono- 
lulu to  Huntington,  from  Fort  Myers  to 
Fort  Collins.  It  rings  in  news  coverage, 
in  editorial  opinions,  in  community 
service,  as  each  member  serves  its 
own  audience  in  its  own  way. 

GANNETT 

A  WORLD  OF  DIFFERENT  VOICES 
WHERE  FREEDOM  SPEAKS 


For  more  information  about  Gannett's  world  of  different  voices,  write  Gannett,  Lincoln  Tower,  Rochester,  N.  Y.  14604,  or  call  (716)  546-8600. 


Corp.  are  struggling  as 
they  try  to  come  up  with 
small  copiers  to  replace 
the  profitable  business 
they  have  had  selling 
Japanese-made  Ricohs  because  those 
sales  agreements  run  out  in  several 
years.  Last  month  Savin,  counting  on 
its  name  in  office  copiers,  introduced 
a  series  of  office  systems  that  also 
allow  users  to  tailor  general  software 
specifically  to  their  own  needs.  Mean- 
while, the  Japanese  continue  to  burn 
up  the  market  for  low-end  copiers,  a 
world  market  that  is  expected  to  more 
than  double  to  $15  billion  by  1985.  In 
office  equipment  the  Japanese  threat 
is  about  where  it  was  in  autos,  say,  a 
decade  ago — way  behind,  but  deter- 
mined to  catch  up. 

Unlike  AM,  not  every  old-time  of- 
fice equipment  firm  is  in  bad  shape. 
For  example,  Moore  Corp.,  the  largest 
maker  of  printed  business  forms,  has 
invested  $25  million  in  the  last  three 
years  in  an  office  system  that  comput- 
erizes record  keeping  for  small  and 
medium-size  businesses,  using  Texas 
Instruments  or  Altos  computers  and 
Moore's  own  software.  Moore  recog- 
nized early  the  threat  from  computer 
printers  that  can  act  as  sophisticated 
photocopiers,  enabling  businesses  to 
obviate  Moore's  forms  by  making 
their  own. 

Compurite,  another  Moore  product, 
links  a  computer  with  a  printing 
press,  allowing  direct  mail  solicita- 


Assembling  Xerox'  new  electronic  typewriters 

Xerox  goes  after  another  IBM  stronghold  in  the  office  of  the  future. 


tions  to  be  "personalized."  (It's  also 
used  by  the  Internal  Revenue  Service 
to  label  individual  tax  returns.)  So  far, 
high-tech  products  account  for  less 
than  5%  of  Moore's  $1.8  billion  sales, 
but  President  Richard  Hamilton  ex- 
pects them  to  contribute  a  much  larg- 
er percentage  in  five  years. 

Pitney  Bowes,  the  big  mailing- 
equipment  maker,  has  added  Ricoh 
and  Minolta  copiers  to  its  existing 
older  line  and  has  also  been  in  the 
word  processing  business  since  1980, 


A  friend  in  Abu  Dhabi— and  Aberdeen,  too 


Eleven  years  ago  three  enterpris- 
ing young  men,  one  of  them  a 
student  lawyer,  came  up  with  the 
idea  of  a  courier  service  for  ship- 
ping companies  that  needed  mani- 
fests delivered  to  Hawaii  before 
their  ships  docked.  Today  their 
brainchild,  DHL,  carries  not  only 
manifests  but  seismic  reports, 
blueprints  and  bank  documents  to 
all  parts  of  the  globe.  It  is  the  oldest 
and  largest  international  courier 
service  providing  desk-to-desk  de- 
livery of  documents  and  small  par- 
cels. Last  year  DHL  flew  10  million 
shipments  between  268  cities  as 
far-flung  as  Abu  Dhabi  in  the  Unit- 
ed Arab  Emirates,  Pago  Pago  in 
American  Samoa  and  Kuantan, 
Malaysia. 

DHL  is  two  separate  compa- 
nies— DHL  Corp.,  headquartered 
in  Burlingame,  Calif.,  and  DHL  In- 
ternational, operating  out  of  Hong 
Kong.  Each  company  acts  as  the 


exclusive  agent  for  the  other. 
While  privately  held  DHL  will  not 

disclose  its  overseas  revenues,  Da- 
vid Allen,  36,  president  of  DHL 
Corp.,  says  the  U.S. -based  com- 
pany did  about  $100  million  in 
sales  last  year. 

Allen  is  confident  his  company 
is  secure  from  attack  by  new  com- 
petition or  even  established  and 
aggressive  outfits  like  Federal  Ex- 
press, which  is  trying  to  expand 
overseas.  "International  courier 
service  is  very  complex  and  spe- 
cialized," he  says.  "You  need  to 
have  a  lot  of  contacts  with  air- 
ports, customs,  as  well  as  approv- 
als from  governments."  But  look- 
ing ahead  to  the  day  when  elec- 
tronic mail  could  erode  the  need 
for  hand-carried  document  deliv- 
ery, DHL  has  begun  marketing 
word  processing  systems  that  can 
eventually  be  linked  to  facsimile 
machines. — K.K.W. 


when  it  acquired  Artec  Internationa 
PB  is  looking  for  that  day  in  the  futui 
when  electronic  mail  and  funds  tran 
fers  make  the  postage  meter  a  mus 
um  piece,  as  the  hand-held  calculate 
did  the  slide  rule. 

Among  the  old  guard,  only  Xerc 
can  match  companies  like  IBM,  DEC 
Wang,  Datapoint  and  H-P  in  touchir 
all  bases  of  the  office  of  the  futur 
Xerox  is  going  after  IBM's  hamme 
lock  on  the  typewriter  business  wit 
its  own  electronic  typewriter.  F; 
from  a  mundane  product  these  day 
the  typewriter  is  in  fact  one  of  th 
keys  to  the  future:  By  1983,  IBM  ar 
most  other  typewriter  makers  wi 
have  switched  from  electric  to  elei 
tronic;  add  data  communications  c; 
pability  and  text  editing  function 
and  these  typewriters  can  becoir 
computer  terminals.  With  its  St; 
"multifunction  workstation,"  whic 
does  word  processing  and  informatio 
retrieval,  Xerox  has  another  produ< 
geared  to  the  future.  Dataquest's  Rol 
ert  Costain  believes  that  such  worl 
stations  may  ultimately  replace  pe 
sonal  computers  in  the  office. 

Moore,  Pitney  Bowes  and  Xerc 
had  the  vision  to  see  the  change  con 
ing  and  the  will  and  wherewithal  I 
do  something  about  it.  But  Bell  < 
Howell  will  have  to  settle  for  a  corm 
of  the  market.  It  has  a  strong  positio 
in  micrographic  equipment  for  mal 
ing  microfiche  and  computer  outpi 
microfilm,  accounting  for  over  30%  < 
the  company's  sales.  Micrographic 
are  an  estimated  $2.5  billion  industi 
and  expanding  at  about  13%  a  yea 
But  13%  is  slow  by  the  standards  < 
this  superdynamic  industry.  ■ 
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'he  new  tax  law  is  not  going  to  bail  out  ailing 
lachinery  companies.  Even  an  economic  re- 
overy  may  not  do  the  trick. 

Construction, 
mining,  transport 
equipment 


By  Barbara  Rudolph 


What  happens  when  interest 
rates  come  down,  the  econo- 
my recovers  and  the  new  tax 
ackage  comes  into  full  effect?  Listen 
)  the  optimists  in  heavy  machinery 
id  you  would  think  all  problems  will 
e  solved,  for  strong  and  weak  alike.  It 
lay  not  be  nearly  that  simple. 
Right  now  the  optimists  are  rum- 
laging  through  the  goodies  in  the 
conomic  Recovery  Act — accelerated 
epreciation  and  the  sale  of  invest- 
lent  tax  credits  in  the  form  of  leasing 
^uipment.  Says  Willis  Fisher,  senior 
ice  president  for  construction  equip- 
lent  at  Harnischfeger  Corp.: 
Thanks  largely  to  the  accelerated  de- 
reciation  schedules  in  the  package, 
re  expect  our  business  will  be  way  up 
1  the  spring.  For  example,  our  lift- 
rane  business,  which  is  now  running 
third  idle,  should  be  going  full  steam 
y  then." 

Also,  according  to  the  optimists' 
:enario,  the  "fictional  transaction" 
;asing  provisions  of  the  tax  package 
'ill  be  the  salvation  of  railcar-leasing 
ompanies  such  as  GATX  or  ACF  In- 
ustries.  Imagine  a  cash-rich  com- 
any  looking  for  a  tax  break.  It  pays, 
if,  $20,000,  or  20%,  down  for 
100,000  worth  of  new  railcar  equip- 
lent  and  owes  the  remaining  80%  to 
le  cash-poor  leasing  company.  The 
iller  gets  the  cash  and  still  manages 
)  retain  legal  ownership  of  his  equip- 
lent.  The  buyer  gets  the  tax  credit. 

What's  wrong  with  that?  This  is 
ne  of  those  benefits  that  works  best 
'hen  times  are  good.  "If  you  can't 
et  cash,  then  what  good  does  it  do 
ou?"  wonders  Joy  Manufacturing 
)o.  Chairman  J.W.  Wilcock.  "We've 
ot  the  cash,  but  we  still  wouldn't 
lake  investment  decisions  on  the 
asis    of    depreciation  schedules." 


Agrees  Robert  Gerstenberger,  senior 
vice  president  for  industrial  equip- 
ment at  John  Deere  &  Co.:  "Unless 
the  economy  picks  up,  the  tax  pack- 
age won't  swing  enough  sales  to  real- 
ly help.  It  won't  spell  the  difference 
between  go  and  no  go."  Says  Jim 
Phillips,  a  partner  at  Ernst  &  Whin- 
ney  who  advises  many  capital  goods 
manufacturers:  "There's  no  question 
that  leasing  is  hot  right  now,  but  I 
don't  think  it  is  going  to  do  any  good 
without  underlying  demand." 

And  demand,  of  course,  just  isn't 
there.  Housing  starts  are  at  the  lowest 
level  in  15  years.  Highway  construc- 
tion is  off.  The  future?  Typical  is 
American  Hoist  &.  Derrick's  view: 
"We  see  1982  as  a  rerun  of  1981,"  says 


a  spokesman.  And  mining  machinery 
companies  are  still  waiting  for  the 
renaissance  of  coal. 

Rail  equipment  companies  provide 
perhaps  the  gloomiest  outlook  in  all  of 
heavy  machinery.  At  the  end  of  the 
year,  demand  for  railcars  was  down  an 
alarming  57%  over  1980,  in  large  part 
because  of  the  huge  overbuilding  of 
capacity  in  1979  and  1980.  Add  to 
that  the  current  sluggish  railroad  traf- 
fic and  the  trend  toward  mergers  in 
the  railroad  industry — which  reduces 
demand  for  cars — and  the  final  pic- 
ture is  very  bleak  indeed.  One  stark 
example:  In  the  Norfolk  &.  Western- 
Southern  merger,  Southern  will  be 
getting  all  its  hopper  cars  from  N&W 
because  N&W's  building  facilities  are 
far  more  efficient.  As  a  result,  South- 
ern will  be  almost  completely  out  of 
the  marketplace. 

A  sure  sign  that  railcar  makers  are 


Joy's  oilfield  "Hydra-Hook" 
Coal  is  coming,  but  oil  is  here. 


worried:  The  American 
j     j/TylCj  Railway  Car  Institute,  a 
|M  trade  group  that  normal- 

 '..  -^jj       keeps  out  of  public 

55mi^H  view,  has  taken  the  un- 
usual— though  probably  futile — step 
of  intervening  in  the  proposed  N&W- 
Southern  merger.  The  institute  ar- 
gued to  the  ICC  that  the  merger 
would  present  a  "serious  problem 
which  might  well  threaten  the  viabil- 
ity of  the  independent  railcar  manu- 
facturing industry." 

How  long  will  this  go  on?  Maybe 
through  1985.  Kidder  Peabody's 
Graeme  Lidgerwood  estimates  the 
railcar  industry  will  deliver  only  about 
47,000  cars  a  year  until  then.  That's  a 
mere  55%  of  total  capacity  and  a  drop 
of  about  40,000  cars  a  year  from  1979, 
when  the  industry  was  running  at 
near  capacity. 
In  fact,  Lidgerwood  believes  that 


consolidation  is  brewing  in  the  railcar 
industry  to  match  the  consolidation 
of  the  railroads  themselves.  Pricing  is 
already  fiercely  competitive,  and 
earnings  are  down  for  most  firms.  A 
probable  winner  in  this  coming 
shakeout:  Amsted  Industries,  the  low- 
cost  producer  and  the  most  financially 
fit.  It  has  no  long-term  debt  whatso- 
ever, compared  with  Tiger  Interna- 
tional, where  long-term  debt  is  73% 
of  capital,  GATX  (52%)  and  ACF 
(40%).  But  even  Amsted  has  some- 
thing to  complain  about:  Ironically,  it 
invested  some  S80  million  in  new 
buildings  and  equipment  last  year — 
instead  of  waiting  until  after  Jan.  1, 
when  it  might  have  profited  from  the 
tax  package. 

There  could  be  a  shakeout  coming 
in  the  construction  and  mining  ma- 
chinery industry,  too.  Even  solid,  sol- 
vent Clark  Equipment  has  had  to  pull 


out  of  the  market  for  big  road  scrap 
ers  and  road  graders.  And  Fiat-Alli: 
the  joint  Italian-U  S.  venture,  is  re 
portedly  considering  abandoning  th 
North  American  market  altogethe: 
Automated  factories  are  making  lif 
trucks,  a  longtime  staple  of  the  cor 
struction  machinery  market,  obsc 
lete.  Lift-truck  sales  were  off  a: 
alarming31%  in  1981  and  down  42°/ 
from  the  high  point  of  1979.  Clark 
number  two  behind  Hyster  in  lil 
trucks,  is  especially  hurt;  40%  of  it 
sales  are  in  lift  trucks. 

Overall,  Hyster  Chairman  Williar 
Kilkenny  claims  the  U.S.  construe 
tion  materials  market  is  "stable."  H 
concedes  there  is  a  trend  toward  autc 
mation  in  the  U.S.  but  sees  growt 
markets  in  South  America  and  the  Fa 
East  (outside  of  Japan,  where  Komats 
is  dominant). 

Maybe  so,  but  here's  a  straw  in  th 


Construction,  mining,  transport  equipment 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-1 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rar 

Construction,  materials 

handling 

Caterpillar  Tractor 

20.1% 

1 

17.9% 

0.3 

14.8% 

2 

15.3% 

6.9% 

14.0% 

2 

12.7% 

Hyster 

20.0 

2 

9.8 

0.2 

8.7 

1 

16.4 

5.1 

13.0 

3 

24.3 

Clark  Equipment 

13.4 

3 

7.9 

0.2 

6.8 

3 

10.5 

3.5 

4.2 

6 

6.7 

Amer  Hoist  &  Derrick 

12.6 

4 

11.0 

0.5 

8.4 

4 

9.2 

3.6 

9.0 

5 

4.4 

Hamischfeger 

8.5 

5 

16.3 

0.9 

10.7 

6 

6.4 

4.5 

14.2 

1 

-4.4 

Pettibone 

7.3 

6 

def 

1.2 

2.1 

5 

6.7 

def 

12.2 

4 

^3.1 

Medians 

13.0 

10.4 

0.4 

8.6 

9.9 

4.1 

12.6 

5.6 

Mining  &  drilling  equipment 

L  B  Foster 

96.1%t 

1 

78.7% 

1.5 

22.5% 

7 

15.2%t 

4.0% 

GEO  International 

37.2t 

2 

51.3 

0.4 

41.5 

1 

27.1 

10.7 

30.3% 

4 

32.8%i 

1 

Western  Co  No  Amer 

30.6 

3 

35.6 

1.3 

16.2 

10 

13.0 

13.6 

37.2 

1 

31.8 

Geosource 

25.3 

4 

32.8 

0.3 

33.6 

2 

22.8 

8.0 

28.4J 

5 

28.9t 

! 

Baker  International 

25.2 

5 

30.9 

0.3 

22.2 

4 

17.9 

10.5 

33.6 

2 

28.8 

t 

Smith  International 

21.7 

6 

25.1 

0.3 

19.9 

3 

18.2 

11.3 

257 

6 

22.9 

1 

Cameron  Iron  Works 

20.9 

7 

24.6 

0.4 

16.9 

8 

14.2 

11.4 

18.4 

'7*'' 

20.0 

'4 

Hughes  Tool 

20.4 

8 

24.5 

0.1 

20.9 

5 

17.2 

13.7 

32.5 

3 

25.8 

e 

Dresser  Industries 

19.3 

9 

19.0 

02 

15.7 

6 

15.4 

6.9 

18.3 

8 

17.2  • 

( 

Bucvr  us-Erie 

16.2 

10 

9.6 

0.2 

8.3 

11 

12.8 

8.4 

12.2 

10 

13.5 

1( 

Joy  Manufacturing 

15.3 

11 

20.3 

0.2 

17.0 

9 

13.2 

8.0 

13.5 

9 

13.7 

? 

Medians 

21.7 

25.1 

0.3 

19.9 

15.4 

10.5 

27.1 

24.4 

Rail  equipment 

Amsted  Industries 

20.2% 

1 

14.3% 

0.0 

13.9% 

1 

19.7% 

6.0% 

12.4% 

3 

19.0% 

1 

Ampco-Pittsburgh 

14.5 

2 

15.8 

0.5 

13.4 

2 

12.8 

3.2 

21.0 

2 

15.6 

1 

ACF  Industries 

12.6 

3 

8.0 

0.7 

5.1 

3 

7.1 

3.3 

12.2 

4 

6.9 

3 

Tiger  International 

12.2 

4 

5.3 

2.7 

3.9 

4 

5.9 

1.4 

25.5 

1 

6.8 

4 

GATX 

11.2 

5 

12.9 

1.1 

5.6 

5 

5.1 

6.0 

9.1 

5 

3.3 

1 

Medians 

12.6 

12.9 

0.7 

5.6 

7.1 

3.3 

12.4 

6.9 

Industry  medians 

19.7 

17.1 

0.4 

14.4 

13.7 

6.5 

14.2 

15.6 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 

tFour-year  average.    tFour-year  growth    def:  deficit    "Not  available;  not  ranked 


and:  Caterpillar,  which  is  the  stron- 
est  of  all  construction  equipment 
lanufacturers,  has  reportedly  been 
)rced  into  price  concessions  on  some 
f  its  large  orders,  which  hasn't  been 
one  for  about  ten  years. 

Probable  outcome:  Margins  will  be 
queezed  this  year,  and  the 
eavyweights  of  this  heavyweight  in- 
ustry — Caterpillar  in  construction, 
)y  in  mining  and  Amsted  in  rail  equip- 
lent — are  going  to  move  even  further 
head  of  the  pack.  They  have  the  f  inan- 
ial  strength  to  weather  the  bad  times 
nd  the  luxury  of  choice  in  good  times 
3  make  the  capital  investment  needed 
3  maintain  their  edge.  Joy,  for  exam- 
le,  raked  in  healthy  profits  on  mining 
quipment  in  1975  and  1976,  when  a 
□al  boom  seemed  just  around  the  cor- 
er,  and  immediately  made  substantial 
lvestments  in  product  improvements 
nd  cost  reductions. 

Unlike  a  major  competitor,  Inger- 
Dll-Rand,  Joy  did  not  overexpand  in 
aal-mining  equipment  because,  says 
!EO  Wilcock,  "We  saw  it  as  a  purely 
yclical  thing."  So  when  the  coal- 
line  tide  turned  in  1977,  Joy  wasn't 
urdened  with  excess  capacity;  and 
rhen  demand  recovered  somewhat  in 
979,  Joy  gained  market  share  at  IR's 
tpense.  Result:  Now  that  demand 
as  softened,  Joy  is  again  in  a  position 


Joy  Manufacturing  Chairman  Wilcock 
Being  the  preferred  brand  helps. 


to  spend  while  some  of  its  competi- 
tors are  forced  to  retrench. 

Joy  is  investing  an  impressive  $100 
million  in  new  plant  and  equipment 
this  year.  And  in  its  last  fiscal  year 
(ending  Sept.  30,  1981),  net  income 
was  up  a  handsome  47%  on  a  17% 
increase  in  sales  largely  because  of  the 


right  product  mix:  Some  45%  of  Joy's 
profits  came  from  rig  and  wellhead 
equipment  for  the  oil  industry.  But 
the  company  was  also  able  to  make 
money  in  the  depressed  coal-mining 
market  because,  as  market  leader,  it 
grabbed  most  of  the  business  there 
was.  "We  are  the  preferred  brand  in 
many  cases,  and  that  helps  a  lot,"  says 
Wilcock. 

Will  Joy's  competitors — and  their 
counterparts  in  construction  and  rail 
equipment — be  permanently  injured 
by  a  long  recession?  Will  even  the 
survivors  actually  prosper  anytime 
soon?  Hyster's  Kilkenny  is  hopeful: 
"There's  a  great  deal  of  pent-up  de- 
mand out  there."  Agrees  Deere's  Ger- 
stenberger:  "Like  MacArthur,  it  will 
return." 

But  tax  breaks — even  economic  re- 
covery, whether  early  or  late — will 
not  take  the  place  of  foresight  and 
good  management.  Warns  Richard 
Sanderson  of  Investors  Diversified 
Services:  "There  is  a  widely  held  mis- 
conception that  an  economic  recov- 
ery will  bail  out  weak  companies. 
Watch  out  this  time."  All  in  all,  pru- 
dent pessimists  like  Joy's  Wilcock 
sound  convincing:  "We  are  running 
our  business  on  this  basis:  Things  will 
be  getting  a  hell  of  a  lot  worse  before 
they  get  better."  ■ 


ix  new  ways  to  improve  your  next  presentation* 


torage  compartment  provides 
for  a  remote  control  and  a 
lamp. 


ear-access  projection 
makes  it  easy  to 
:e  lamp  or  entire 
module  without 
■bing  projector. 


■  New  high-efficiency,  long- 
life  lamp  provides  increased  illumina- 
tion with  improved  center-to-corner 
uniformity. 


ew  slide- 
bar  lets  you 
;e  and  cue  slide 
quickly  and  easily 
ut  having  to  plug  in 
irn  on  the  projector. 


uilt-in  viewing  screen  (on 
models)  makes  it  convenient 
t  or  view  slides  in  normal 
illumination. 


■  Front- 
elevation  foot 
increases  eleva- 
tion range  and  has  a 
quick-release  button 
in  addition  to  a  fine 
adjustment  control. 


When  we  designed  the  new  Kodak  Ektagraphic  III 
projector,  we  added  features  to  improve  performance 
and  increase  convenience.  But  we  kept  the  ones  that 
make  the  Ektagraphic  projector  a  favorite  of  audio- 
visual professionals. 

Features  as  dependable  as  gravity  and  as  simple  as 
the  wheel.  Choose  from  six  models  at  your 
dealer  in  Kodak  audiovisual  products.  Or 
use  the  coupon  for  details. 

The  new  Kodak 
Ektagraphic  tU  projector 


Eastman  Kodak  Company 
Dept.  A  40  5  2 
Rochester,  NY  14650 

Please  send  me  details  about  the  new  Kodak  Ektagraphic 
III  projector. 


Name 


Title 


Organization 


City 


State 


Slogging  through  the  apocalypse  may  have  its 
rewards — if  you  are  big,  strong  or  foreign. 

Industrial 
equipment 
and  services 


By  Barbara  Rudolph 


How's  this  for  clutching  at 
straws:  "Our  inquiry  rate  is 
high,"  says  a  Cincinnati  Mila- 
cron  executive.  "Our  engineers  are 
constantly  hearing  from  customers 
thinking  of  huying  equipment." 

Talk  is  cheap.  The  facts,  though, 
are  hard: 

Machine  tool  orders  are  now  hover- 
ing at  less  than  half  the  peak  of  1979 
and  about  35%  below  1980.  Industrial 
equipment  makers  have  used  up  most 
of  their  backlogs  as  well  as  the  tempo- 
rary benefits  of  the  auto  industry's 
frantic  retooling.  Now  it's  a  matter  of 
slogging  through  the  apocalypse. 

"We  keep  hoping  this  is  the  bottom 
of  the  cycle,  but  until  we're  sure,  we'll 
just  keep  hunkering  down, "  says  Par- 


ker-Hannifin's  Don  Manning.  An 
Acme-Cleveland  spokesman  talks 
about  a  "management  mandate  to  fo- 
cus on  the  cost  structure.  We're  not 
expecting  volume  growth  now,  but  we 
are  determined  to  improve  our  re- 
turns." 

Slogging  through  also  means  selling 
unprofitable  divisions.  Take  Re- 
search-Cottrell.  Last  year  the  manu- 
facturer of  pollution  control  equip- 
ment showed  a  frail  10.3%  return  on 
equity,  compared  with  an  industry  av- 
erage of  14.6%.  It's  hoping  to  sell  its 
marginal  chimney  and  cooling-towers 
division.  Potential  buyers  are  looking, 
a  spokesman  says,  but  nobody  is  bit- 
ing yet.  And  Rexnord,  which  last  year 
sold  its  fasteners  division,  is  consider- 
ing dumping  its  construction  machin- 
ery division. 


In  tact,  Research-Cottrell  may  we 
be  thinking  of  diversifying  itself  oi 
of  industrial  equipment  altogether  i 
favor  of  its  profitable  energy  servic^ 
division,  which  has  gone  from  zei 
earnings  in  1978  to  contributir 
about  half  of  last  year's.  The  compan 
insists  it's  not  "abandoning"  industr 
al  equipment,  but  an  executive  coi 
cedes:  "We're  stuck  with  lower  n 
turns  there,  and  you're  never  going  t 
dramatically  change  that." 

Healthier  machinery  companit 
have  kept  their  product  mix  as  varied; 
possible.  There  is  Illinois  Tool  Work 
for  instance,  which  makes  paekagir 
equipment,  precision  tools  and  indu 
trial  components.  "With  a  produi 
group  that  goes  across  the  board,  tht 
shouldn't  get  stung  on  all  fronts  ; 
once,"  says  Richard  Sanderson  of  Ii 
vestors  Diversified  Services. 

It  takes  financial  strength  to  divers 
fy,  of  course,  and  only  a  handful 
manufacturers  have  it.  But  these  final 


Research-CottrelVs  Hew  Mexico  chemical  processing  plant 

It's  known  as  a  maker  of  pollution  control  equipment,  but  about  half  of  profits  come  from  energy  services. 


lally  solvent  firms  are  in  a  powerful 
osition — they  can  make  it  through 
le  bad  times  and  build  in  anticipation 
f  the  next  upturn.  Take  Cross  & 
recker.  In  June  it  unveiled  new  verti- 
il  machining  centers — metal-cutting 
lachines  set  on  a  vertical  axis.  "The 
srtical  market  is  a  good  one  to  enter," 
lys  Vice  President  Leon  Musser,  be- 
luse  the  comparatively  low  price  of 
le  machines  attracts  a  broader  cus- 
)mer  base.  "We  had  dropped  out  of  it 
ve  years  ago  when  we  were  saddled 
ith  outdated  equipment."  In  the  mid- 
le  of  the  recession,  then,  C&T  has 
;en  able  to  invest  in  brand-new  com- 
^titive  products.  That's  the  kind  of 
ivantage  a  strong  balance  sheet  can 
ve  you. 

There  are  other  financially  sound 
jmpanies.  Briggs  &  Stratton  and  Illi- 
ois  Tool  Works  have  virtually  no  long- 
:rm  debt.  That's  where  the  optimism 


is — where  the  money  is.  The  industry's 
heavyweights  can  almost  taste  the  de- 
mand for  capital  goods  exploding  when 
the  economy  turns  around.  After  all, 
this  has  happened  before.  So  some 
companies  are  boldly  adding  capacity 
in  the  depths  of  the  trough.  Says  Cross 
&  Trecker's  Musser:  "We  might  have 
added  a  little  too  much  in  1 98 1 .  But  in 
this  business  you  are  either  too  late  or 
never  on  time." 

These  healthy  companies  may 
come  out  on  the  other  side  not  just 
healthier,  but  bigger.  Says  Morgan 
Stanley's  John  Mackin,  "We  don't 
think  the  mergers  and  acquisitions 
game  is  over  yet." 

For  weaker  companies,  though,  the 
situation  is  ominous.  Just  as  with  con- 
struction, mining  and  transportation 
equipment  makers  (see  p.  151),  ma- 
chine tool  companies  can't  expect  the 
new  tax  plan  to  bail  them  out  no  mat- 


ter what  benefits  accrue  to  the  overall 
industry.  And  even  those  that  survive 
this  downturn  may  find  that  a  buoy- 
ant economy  brings  scant  comfort. 
Imports  now  account  for  at  least  30% 
of  new  machine  tool  orders.  Even 
more  unsettling  is  that,  historically, 
Japanese  companies  such  as  Toshiba 
and  Fujitsu  Fanuc  have  made  their 
biggest  headway  when  demand  is 
strong — just  as  the  Japanese  have 
done  in  industries  like  semiconduc- 
tors. With  80%  of  the  400-odd  ma- 
chine tool  companies  in  the  U.S. 
standing  at  less  than  $50  million  in 
annual  sales,  the  possibilities  for  for- 
eign growth  seem  distinct. 

But  the  status  quo  is  no  bargain 
either,  and  if  most  small  manufactur- 
ers could  pick  their  poison,  it's  a  fair 
bet  they  would  take  their  chances 
with  foreign  competition  and  opt  for  a 
healthy  economy.  And  soon.  ■ 
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Here  comes  R2D2 


Can  robots  and  automated  machining  systems  res- 
cue the  savaged  machinery  business?  Maybe  not  by 
themselves.  But  a  big  market  is  projected  by  1985,  and 
a  few  companies — Cross  &  Trecker,  Cincinnati  Mila- 
cron,  Acme-Cleveland,  Giddings  &.  Lewis  and  Ex- 
Cell-0 — are  getting  ready  for  it. 

Some  studies  say  automation  will  be  40%  of  capital 
spending  by  industry  in  1985.  The  U.S.  is  far  behind. 
Analysts  say  Caterpillar  Tractor  is  the  leader  among  big 
U.S.  companies — about  10%  of  its  machine  tools  are 
computer  controlled.  But  according  to  American  Ma- 
chinist, the  average  among  all  U.S.  businesses  is  less 
than  2%. 

So  there's  a  big  future  need  to  fill,  and  the  leaders  are 
gearing  up.  Cross  &  Trecker  has  built  an  87,000-square- 
foot  plant  to  increase  its  manufacturing  capacity  by 
30% .  Acme-Cleveland  will  spend  $4.5  million  on  R&D 
for  automated  systems  in  fiscal  1982. 

A  machine  tool  maker  must  be  not  only  farsighted 
but  also  financially  strong  to  do  that  now:  A  recession 
is  hardly  the  time  to  expect  companies  to  make  the 
considerable  investment  required.  "Demand  right  now 
is  in  the  pits,"  concedes  Bernard  Howaniec,  a  Cross  & 
Trecker  product  manager.  "This  will  be  a  crummy 


year,"  says  Mitchell  Quain,  a  machinery  analyst  with 
Wertheim  &  Co.  "Until  operating  rates  move  higher, 
few  companies  can  afford  to  buy  these  nifty  products." 

What  will  it  do  for  productivity?  A  lot.  About  75%  of 
U.S.  metalworking,  for  example,  is  still  highly  ineffi- 
cient. It's  often  a  case  of  one  man  working  one  ma- 
chine. Flexible  manufacturing  systems — automated 
machines  controlled  by  a  central  computer — could 
mean  huge  increases  in  efficiency.  But  those  systems 
are  expensive.  Says  one  executive,  "There  are  less  than 
100  such  systems  in  the  world,"  and  they  cost  $5 
million  to  $10  million  each. 

Production  of  all  robots — machines  with  built-in 
controls  capable  of  stand-alone  operation — is  now  a 
$130  million-a-year  industry,  growing  fast — about  50% 
a  year,  according  to  some  estimates.  Cincinnati  Mila- 
cron  began  to  offer  robots  about  five  years  ago,  and 
analysts  estimate  it  has  invested  $4  million  a  year  in 
R&.D.  CM's  robot  sales,  about  $40  million  last  year,  are 
only  about  5%  of  total  revenues.  With  growth  rates  of 
40%  or  so,  the  percentage  should  climb. 

But  in  that  promising  market  will  be  a  familiar 
competitor — the  Japanese,  who  now  have  about  30%  of 
the  U.S.  computerized  machine  tool  market. — Anne  Field 
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tFour  year  growth.       P-D:  profit  to  deficit,    def:  deficit.    "Not  available;  not  ranked 
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'ising  energy  costs  are  an  onerous  burden  to 
nost  companies.  Why  are  they  such  a  boon  to 
tie  electrical  equipment  industry? 


Electrical 
equipment 


By  Laura  Rohmann 


Known  for  its  consistent 
growth  and  rigorous  planning 
system  (see  Forbes,  Mar.  20, 
178),  St.  Louis-based  Emerson  Elec- 
ic  Co.  recently  completed  its  24th 
Dnsecutive  year  of  earnings  growth, 
s  some  of  its  larger  competitors  di- 
ersify  into  areas  outside  the  indus- 
y,  Emerson's  youthful  chairman, 
ihuck  Knight,  45,  is  keeping  his  em- 
hasis  firmly  on  electrical  equipment. 
Forbes  talked  with  Knight  about 
le  recession  and  his  hopes  for  the 
ldustry  in  1982. 

How  does  Emerson  plan  to  maintain 
;  growth  record  through  the  recession? 
tight:  You  know,  it's  funny. — we've 
een  getting  ready  for  this  recession 


for  two  years  now.  I  thought  that  it 
was  coming  in  1980.  Now  I  think 
we're  into  an  important  recession  for 
the  next  six  to  nine  months.  But  we 
are  still  expecting  to  outperform  the 
economy.  Throughout  1982,  I  expect 
energy-related,  process  control  and 
government  businesses  will  continue 
strong.  Those  are  backlog  businesses 
for  the  most  part,  and  they  are  in 
pretty  good  shape.  In  fact,  govern- 
ment and  defense  will  have  record 
years  in  1982.  So  will  the  process  con- 
trol and  energy-related  businesses. 

How  about  the  rest  of  the  industry? 
Knight:  Everybody  is  going  to  find  it 
very  tough  in  the  appliance,  consum- 
er, tool  and  housing  markets.  We're 
going  to  find  better  markets  in  utility 


and  capital-related  businesses.  De- 
fense, energy  efficiency  and  produc- 
tivity improvement  will  be  the  mar- 
kets for  the  next  few  years. 

I  also  think  this  recession  will  end 
a  little  differently.  I  believe  the  recov- 
ery will  start  with  the  capital  goods 
businesses,  as  a  result  of  the  new  tax 
law.  I  expect  the  last  half  of  1982, 
with  the  full  impact  of  the  Economic 
Recovery  Tax  Act  in  place,  to  be  a 
reasonable  year. 

What  if  the  federal  deficit  keeps  interest 
rates  fairly  high?  Will  the  new  tax  law  be 
enough  to  spur  a  recovery? 
Knight:  As  long  as  I've  been  at  Emer- 
son, I've  been  hearing  the  theory 
about  government  spending  crowding 
out  business  in  the  market  for  money. 
It  just  never  happens  to  the  extent 
that's  predicted.  Now  it's  happened 
somewhat  this  time,  but  we're  still 
looking  for  interest  rates  to  come 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

down  slowly  in  1982. 
There  may  be  a  leveling 
period  in  this  drop, 
when  short-term  debt  is 
converted  to  long-term 
debt.  And  I  expect  interest  rates  to 
come  down  very  slowly ,  which  is  why  I 
don't  expect  housing  to  lead  the  re- 
covery. But  I  expect  the  Economic 
Recovery  Tax  Act  will  offset  the  slow- 
ness of  the  interest  rate  fall,  and  to- 
gether they  will  spur  capital  spending. 

And  don't  misunderstand  me.  Right 
now,  nonresidential  construction 
spending  and  capital  goods  spending 
are  not  good,  but  they're  not  bad,  and 
they  may  never  get  bad.  So  I  expect 
these  two  areas  to  provide  a  stabiliz- 
ing force  through  1982  or  to  lead  the 
recovery  in  the  second  half  of  1982. 

I  also  expect  consumer  spending  to 
come  back  in  late  1982.  I  think  there's 
a  pent-up  demand  for  replacement  of 
consumer  durables.  That  will  add  to 
the  recovery.  It  isn't  just  the  capital 
spending  strength  that  will  do  it.  It 
has  to  combine  with  other  factors. 

How  important  will  defense  work  be  to 
the  industry's  strength? 
Knight:  Some  companies  are  not  in 
defense  work  at  all,  but  for  those  who 
are,  their  defense  businesses  will  have 
excellent  years.  The  new  defense  bud- 
get provides  for  a  real  increase  in 
spending  and  a  couple  of  new  pro- 
grams. We're  looking  for  a  good  mar- 
ket for  the  next  five  years.  But  keep  in 
mind,  at  Emerson,  for  instance,  only 
8%  of  our  total  sales  are  in  defense. 
And  that's  characteristic  of  the  rest  of 
the  industry.  So  defense  is  just  a  help, 
it's  not  a  dominating  thing. 

You  said  earlier  that  you  expect  process 
control  to  be  a  strong  business  in  1982. 
For  what  reasons,  and  how  long  will  that 
market  remain  strong  after  1982? 
Knight:  I  continue  to  be  amazed  by  the 
fundamental  strengths  of  the  energy- 
related  process  control  business. 
We're  bidding  on  some  major  new 
projects  now,  and  all  of  them  depend 
on  the  efficient  use  of  very  valuable 
commodities,  like  oil.  These  people 
have  money  to  spend  and  they're  go- 
ing to  spend  it.  The  process  control 
business  is  coming  from  all  industries 
where  they  are  trying  to  conserve  en- 
ergy and  improve  production  efficien- 
cy. They  want  to  maximize  output  at 
minimum  cost,  and  I  see  no  slacking 
in  that  demand  in  1982. 

As  for  future  demand,  these  people 
are  upgrading  process  control  systems 
that  may  be  relatively  unsophisticat- 
ed. And  they're  upgrading  based  on 
returns.  So  as  long  as  it's  cost  efficient 


to  upgrade,  the  market  will  last.  But 
I'm  not  enough  of  a  clairvoyant  to 
know  exactly  how  long  that  will  be. 

The  electrical  equipment  industry  out- 
performed I-()khi-.<  all-industry  perfor- 
mance median  by  a  few  percentage 
points  this  year  Why  has  this  been  such  a 
healthy  industry 

Knight:  Those  companies  are  really 
good  companies,  all  well  managed, 
and  they've  all  done  a  good  job  over 
the  years  of  diversifying  in  the  busi- 
ness. And,  of  course,  all  of  us  have 
benefited  from  being  in  good  markets, 
but  we've  also  done  our  best  to  insure 
that  we  were.  Some  of  us  were  heavily 
into  utilities  work,  and  that  market 
has  been  no  good  in  the  last  five  years. 
Some  of  us  were  in  nuclear  work,  and, 
of  course,  the  domestic  nuclear  busi- 

We're  into  an  important  re- 
cession for  the  next  six  to 
nine  months.  But  we  are 
still  expecting  to  outper- 
form the  economy.  Through- 
out 1982,  I  expect  energy- 
related,  process  control 
and  government  businesses 
will  continue  strong. 

ness  has  disappeared.  And  look  at 
housing.  End-point  to  end-point,  it 
has  not  been  a  very  exciting  market. 
But  we've  gone  into  stronger  markets 
within  the  industry,  like  defense  and 
energy.  And  if  capital  and  consumer 
spending  recover  next  year,  as  I  ex- 
pect they  will,  I  think,  on  the  average, 
the  electrical  equipment  industry  will 
outperform  the  market  or  the  all-in- 
dustry performance  average  again. 

Over  the  years,  Emerson  has  made 
many  acquisitions  and  moved  into  these 
stronger  market  areas,  but  you  haven't 
diversified  into  areas  outside  the  electri- 
cal equipment  industry. 
Knight:  No,  and  I  doubt  that  we  will. 
We  want  to  stick  to  our  knitting,  do 
what  we  know  best.  But  in  all  our 
strategic  planning  we  try  to  inch  the 
company  into  faster-growing  areas.  If 
you  look  at  our  acquisitions,  you'll  see 
we've  tried  to  position  ourselves  in 
higher  technology  areas  and  in  areas 
related  to  energy  conservation  and  de- 
velopment. While  none  of  those  ac- 
quisitions by  themselves  are  big 
moves,  when  you  add  them  up  you 
can  see  where  we  are  heading. 

What  do  you  think  of  some  other  diver- 
sification in  the  industry? 
Knight.    Obviously,    the    one  move 
we've  all  seen  is  the  move  to  electron- 
ics. But  we're  all  affected  by  it.  At 


least  50%  of  Emerson's  businesses  ai 
related  to  electronics.  For  exampl 
almost  all  our  process  control  an 
more  than  50%  of  our  governmei 
and  defense  work  are  directly  relate 
to  electronics.  Almost  all  indu'tri, 
drive  and  control  equipment  has  sorr 
electronic  content.  Even  bench  proi 
ucts  and  tools  now  have  electron 
content.  It's  a  rapidly  expandir 
thing,  so  I  don't  consider  that  a  dive 
sification  outside  of  the  industry. 

Do  you  anticipate  any  increased  con 
petition  in  the  industry 
Knight  Well,  we  may  see  increase 
offshore  activity  in  some  of  our  ma 
kets,  but  not  to  the  extent  that  certai 
other  industries  have  seen  it.  There 
a  lot  of  industrial  and  commercial  or 
entation  to  the  business.  You  j 
through  distribution  systems  th 
have  been  long  established.  There's 
lot  of  engineered  content  and  applic 
tion  engineering  in  the  product. 

But  don  tyou  hat  v  those  same  factors  i 
electronics  and  other  industries  where  u 
have  seen  increased  offshore  competition 
Knight:  In  those  cases,  some  of  tr 
economies  of  scale  got  very  impo 
tant.  And  there  may  be  no  opportun 
ty  for  those  economies  in  some  of  tr 
equipment  areas.  But  offshore  comp 
tition  is  a  concern  in  some  areas  ar 
we  watch  it  closely. 

We  were  in  consumer  electronic 
and  it  was  a  very  serious  threat.  W 
ended  up  selling  our  major  busines 
Fisher  Radio  Corp.,  to  a  Japane: 
company-  In  process  control,  there  a] 
some  very  fine  Japanese  and  Europea 
competitors.  But  I  don't  think  ar 
fundamentals  exist  that  would  perm 
offshore  competitors  to  get  a  maji 
advantage.  As  long  as  we  spend  moi 
ey  on  R&D  and  do  a  good  job  in  coi 
trolling  our  manufacturing  costs  ar 
our  quality  levels,  there's  no  reasc 
why  we  shouldn't  be  able  to  maintai 
our  competitive  advantage  in  th 
marketplace. 

I  feel  very  optimistic  about  the  ele 
trical  equipment  industry  in  tl 
1980s.  If  the  Administration  wi 
stick  to  its  guns  and  not  fold  under  tl 
pressure  of  high  unemployment  rate 
high  interest  rates  and  the  recessic 
we're  in,  if  we  can  soak  inflation  oi 
of  this  economy,  we'll  probably  see 
slow  but  steady  recovery  in  the  ear 
1980s  and  very  strong  markets  for  oi 
fundamental  businesses.  I  think  thei 
will  be  a  real  boom  in  capital  equi] 
ment,  especially  on  the  productivit 
side.  The  fundamentals  are  getting  i 
place  for  us  to  have  a  solid  five  yeai 
for  our  industry.  ■ 
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ATSUSHITA  TECHNOLOGY  TODAY: 


he  brain  that  helps  our  robots  feel,  helps 
>ur  video  systems  think,our  microwave  ovens 
alkand  our  eyeglasses  hear 


re  to  take  a  tour  of  the  future?  Then  take 
ook  at  some  of  the  wonders  unveiled  by 
an's  largest  consumer  electronics  company, 
itsushita  Electric.  You'll  discover  a  Micro 
leo  recorder  with  a  built-in  camera.  The  en- 
:  unit  weighs  just  a  bit  more  than  4  lbs.,  yet 
1  record  up  to  2  hours.  At  the  other  end  of 
scale  is  a  projection  TV  with  a  screen  that 
asures  14  feet  diagonally.  And  in  between  are 
)t  more  surprises. 

;lcome.  Let's  shake  hands.  Wow!  What  a  grip!"  An  inter- 
ng  comment,  you  say,  but  hardly  anything  startling, 
haps  you'd  be  right  if  that  were  a  human  talking,  but 
:  quote  came  from  500  lbs.  of  metal  with  a  TV  camera  for 
s  and  an  assortment  of  sophisticated  sensors  for  brains— 
Robo  Sensor.  These  sensors,  developed  by  Matsushita 
)nounced  Mot-soosh-ta)  Electric,  let  this  robot  measure 
rything  from  room  or  body  temperature,  to  the  power  of 
r  handshake,  to  gas  leaks. 

^Tiile  the  Robo  Sensor  will  spend  its  time  at  exhibitions 
industrial  fairs,  Matsushita  makes  other  robots.  An  Arc 
ding  robot,  when  combined  with  a  C02  gas  laser  ma- 
le, can  handle  large  volume  production  jobs  including 
lplex  multiple  welding.  Other  robots  are  also  hard  at  work 
he  manufacture  of  TV  sets.  That's  one  reason  why 
sushita  is  one  of  the  world's  largest  manufacturers  of  TV, 
1  over  68  million  sets  made  since  1952.  Yet  none  are  quite 
the  TVs  planned  for  tomorrow. 

FROM  SATELLITES  TO  MOUSTACHES 

gine  a  TV  set  with  a  picture  that  looks  as  good  as  a 
im  color  slide.  That's  the  promise  of  Matsushita  High 
inition  TV  This  new  system  has  double  the  number  of 
nning  lines  (1125)  of  today's  standard  system.  The 
lit  is  picture  quality  that's  breathtakingly  sharp  and  real. 
lS  TV  technology  gets  better,  screen  sizes  seem  to  get 
;er.  And  Matsushita's  biggest  is  a  blockbuster  measur- 
in  at  a  colossal  8  Vi  by  11  feet.  This  projection  TV  has 
arkable  brightness  and  edge-to-edge  sharpness  thanks 
new  Cathode  Ray  Tube  and  lens  system.  A  bit  smaller, 
equally  interesting,  are:  Matsushita's  3-D  TV;  Teletext 
which  displays  news  and  other  graphic  information;  and 


Stylesetter  TV,  which  shows  how  you'll  look  in  a  different 
hairstyle  or  with  a  moustache.  Yet  even  with  all  these 
developments,  TV  is  only  part  of  the  Matsushita  video  story. 

4.2  LBS.  OF  VIDEO  RECORDER  MAGIC 

As  the  world's  leading  maker  of  home  video  tape  recorders, 
you  would  expect  Matsushita  to  come  up  with  the  big  news 
in  video  taping.  But  this  time  the  big  news  is  small— Micro 
Video.  A  combination  video  tape  recorder  and  video  cam- 
era that's  about  the  same  size  as  today's  Super  8mm  home- 
movie  cameras.  The  entire  unit  weighs  under  5  lbs.  yet  can 
record  for  up  to  2  hours,  thanks  to  yet  another  Matsushita 
breakthrough  — metal  evaporated  magnetic  video  tape  in  a 
cassette  that's  actually  smaller  than  today's  audio  cassettes. 

Video  and  the  robot-like  sensors  also  play  an  important 
part  in  Matsushita  Electric's  newest  microwave  oven. 

A  TALKING  OVEN  THAT  ALSO  SEES 

The  new  "Show  and  Talk"  microwave  oven  does  just  about 
everything  but  go  out  and  do  the  shopping.  At  the  press  of 
a  button  its  built-in  5"  TV  (meas  diag)  shows  you  a  selec- 
tion of  recipes  and  the  ingredients  needed  (it  will  also  give 
you  a  printout),  responds  to  your  verbal  instructions,  and 
announces  in  its  own  voice  when  the  meal  is  completed.  The 
built-in  TV  can  show  you  how  your  recipe  will  look  or  let 
you  watch  your  favoriteTVshow.lt  can  evenbe  hooked  up  to 
a  closed-circuit  TV  system  so  you  can  see  what's  happening 
in  the  children's  bedroom  or  at  the  front  door.  But  there's 
still  another  side  to  Matsushita  miracles— medicine. 

EYEGLASSES  TO  HELP  THE  DEAF  HEAR 

One  development  is  the  Bone  Conduction  Hearing  Aid. 
It  combines  a  microphone  and  an  amplifier-vibration 
mechanism  so  tiny  the  entire  device  fits  into  the  stem  of 
an  eyeglass  frame.  It's  so  sensitive  that  even  some  people 
without  an  eardrum  can  "hear"  sound  vibrations  through 
the  bone  at  the  back  of  the  ear.  Other  medical  advances  from 
Matsushita  are  a  low-cost  Braille  Duplication  System,  a 
simple  Fluoric  Ion  Applicator  to  help  prevent  tooth  decay 
and  a  Digital  Sphygmomanometer  that  measures  blood 
pressure  and  pulse  readings  quickly  and  accurately. 

In  all,  Matsushita  produces  more  than  10,000  different 
products,  made  by  more  than  130,000  people,  for  sale  in 
over  130  different  countries.  That  makes  Matsushita  one 
of  the  world's  largest  electronics  manufacturers.  In  1980, 
consolidated  worldwide  sales  for  its  Panasonic,  Technics, 
Quasar  and  National  brands  were  $13.7  billion.  And  the 
future  looks  even  brighter. 
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We  created  Executive  Class  with  you,  the  full- fare  business  traveller  in  mind. 
Here,  you'll  find  yourself  in  a  class  of  your  own.  Here,  you'll  meet  ranking 
executives  from  all  over  the  world.  And  here,  you'll  enjoy  the  perquisites  of  rank. 

To  name  but  a  few:  complimentary  earphones  and  drinks,  including  exquisite 
French  champagnes.  On  many  flights  you'll  have  a  choice  of  special  Western  or 
japanese  meals.  And  it's  all  served  up  in  an  ambiance  that  lets  you  best  deal 
with  the  business  at  hand.  Now  fly  JAL  Executive  Class.  Experience  what  it 
means  when  we  say  serving  you  is  our  way. 
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relieve  the  past  year  has  seen  a 
shed  in  U.S. -Japanese  relations.  In 
reas  as  trade  and  defense,  the  mettle 
relationship  was  tested  and  found 
itronger  than  ever.  That  our  two  na- 
:ould  jointly  confront  the  complex 
imetimes  highly  emotional  issues 
ced  us  during  the  past  year  and  re- 
them  in  an  atmosphere  of  friendship 
ust  is  a  tribute  to  the  depth  and 
ility  of  our  partnership.  The  U.S.- 
;se  relationship  is  a  highly  complex 
ivolving  a  wide  range  of  economic, 
;ic  and  cultural  issues.  In  any  rela- 
ip  of  this  size  and  breadth,  occasion- 
flicts  are  inevitable.  But  there  is  no 
in  my  mind  that  we  will  continue  to 


settle  them  in  a  manner  beneficial  to  both 
countries. 

The  meeting  held  in  Washington  this 
past  spring  between  President  Reagan  and 
Prime  Minister  Suzuki  further  cemented 
the  U.S. -Japanese  partnership.  Japan  has 
been  our  staunchest  ally  in  the  past  two 
years  in  confronting  the  crises  in  Iran  and 
Afghanistan.  Japan  cooperated  with  our 
economic  sanctions  against  Iran  to  achieve 
the  release  of  the  U.S.  hostages  held  there, 
and  joined  with  us  in  applying  sanctions 
against  the  Soviet  Union  for  its  aggression 
in  Afghanistan,  despite  the  loss  of  several 
lucrative  export  contracts  in  the  USSR  to 
European  companies.  The  Japanese  Gov- 
ernment is  also  moving  ahead  with  plans 


to  strengthen  Japan's  defense  capabilities 
For  example,  it  has  exempted  the  Defense 
Agency's  fiscal  year  1983  budget  from  a 
general  policy  of  zero  budget  growth,  de- 
spite the  need  to  reduce  a  very  large 
budget  deficit. 

TRADE 

The  biggest  trade  issue  between  the 
U.S.  and  Japan  in  1981  was  automobiles. 
Although  the  problems  in  the  U.S.  auto 
industry  were  not  caused  primarily  by 
Japanese  imports  but  rather  other  factors — 
including  higher  gasoline  prices  and  high 
interest  rates  —  the  U.S.  auto  industry  at 
the  beginning  of  the  year  was  facing  se- 
vere problems  and  imports  of  Japanese 


JAPAN'S 

SOGO 
SHOSHA 


are  actively 
participating 
in  the  export  of 
US  products  which  amount 

to  more  than 
26  billion  dollars  annually. 
This  represents 
12  percent 
of  the  total  worldwide 

US  exports  in  1980. 
For  more  information 
about  the  sogo  shosha, 
contact 
the  Japan  Foreign 
Trade  Council. 
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Sogo  Shosha  Committee 

Japan  Foreign  Trade  Council,  Inc. 

World  Trade  Center  Bldg.,  6th  Floor, 
2-4-1,  Hamamatsu-cho,  Minato-ku,  Tokyo  105,  Japan 
Chori  Company,  Ltd. 
C.  Itoh  &  Co.,  Ltd. 
Itoman  &  Co.,  Ltd. 
Kanematsu-Gosho  Ltd. 
Kawasho  Corporation 
Kinsho-Mataichi  Corporation 
Marubeni  Corporation 
Mitsubishi  Corporation 


Mitsui  &  Co.,  Ltd. 
Nichimen  Co.,  Ltd. 
Nissho  Iwai  Corporation 
Nozaki  &  Co.,  Ltd. 
Okura  &  Co.,  Ltd. 
Sumitomo  Corporation 
Toshoku  Ltd. 
Toyo  Menka  Kaisha,  Ltd. 


autos  were  increasing.  The  congruence  of 
these  two  factors  caused  enormous  press- 
ure in  our  country  and  in  the  Congress  to 
limit  Japanese  imports.  In  order  to  resolve 
this  problem  and  help  an  ally  through  a 
difficult  period,  Japan  agreed  to  voluntari- 
ly limit  its  export  of  autos  to  the  U.S.  for 
three  years.  This  action  largely  removed 
the  automobile  "problem"  from  U.S.- 
Japan relations,  and  improved  the  atmos- 
phere surrounding  our  trade  relationship. 

Despite  the  absence  at  this  time  of  any 
single,  major  sectoral  trade  problem  be- 
tween us,  both  our  governments  are  dis- 
turbed by  the  persistent  and  increasing  bi- 
lateral trade  deficit.  This  is  forecast  to  be 
$14  to  $15  billion  for  1981,  and  depending 
on  one's  assumptions,  perhaps  even  larger 
in  1982.  No  doubt  the  strength  of  the  U.S. 
dollar  and  economic  conditions  in  both 
countries  have  played  a  role.  But  bilateral 
deficits  of  this  size,  even  if  of  lessened  sig- 
nificance when  viewed  in  a  multilateral 
context,  have  political  significance  in  our 
bilateral  relationship  which  must  be  dealt 
with.  It  would  be  in  neither  of  our  in- 
terests to  seek  restrictive,  protectionist 
solutions.  Our  response  should  be  to  open 
markets,  not  to  close  them.  In  this  regard, 
the  Japanese  Government  has  taken  meas- 
ures to  stimulate  its  domestic  economy 
and  is  currently  devising  plans  to  increase 
imports,  particularly  of  manufactured 
goods.  Expected  low  U.S.  interest  rates 
should  lead  to  a  strengthened  yen,  more 
in  line  with  the  fundamentals  of  the 
Japanese  economy. 

As  the  free  world's  two  largest  econo- 
mies, the  U.S.  and  Japan  bear  a  special  re- 
sponsibility to  maintain  and  expand  free 
trade.  A  free  and  open  trading  system 
benefits  all  nations  by  offering  consumers 
the  highest  quality  goods  at  the  lowest 
prices  while  at  the  same  time  stimulating 
innovation  and  increased  efficiency  among 
producers.  As  a  concrete  example  of  U.S.- 
Japanese efforts  to  jointly  expand  trade 
opportunities  the  two  countries  agreed 
during  1981  to  accelerate  the  implementa- 
tion of  the  reduction  in  import  duties  on 
integrated  circuits  that  had  been  agreed  to 
during  the  Tokyo  round  of  the  MTN.  We 
need  to  build  on  this  example  if  future 
trade  problems  are  to  be  avoided.  The 
Japanese  market  and  society  must  be  more 
receptive  to  foreign  manufactured  goods 
and  agricultural  products,  and  to  foreign 
investment.  This  needs  to  become  a  pri- 
mary objective  of  the  Japanese  Govern- 
ment. At  the  same  time,  Americans  have 
to  realize  that  the  solution  to  their  prob- 
lems do  not  lie  in  protectionist  barriers  but 
in  efforts  to  boost  productivity  and  the 
competitiveness  of  the  products  they  pro- 
duce. In  addition,  our  manufacturers  are 
going  to  have  to  study  thorcughlv  all 


aspects  of  doing  business  in  Japan,  tailor 
their  products  to  the  Japanese  market,  ar 
be  willing  to  make  a  long-term  commitm 

INVESTMENT 

Direct  capital  investment  is  another 
aspect  of  our  economic  relationship  wher 
much  has  been  accomplished  but  which 
has  by  no  means  been  exploited  to  its  ful 
potential.  As  of  year-end  1979,  total  U.S. 
investment  in  Japan  was  $5.8  billion  and 
came  to  $20.8  billion  for  East  Asia  as  a 
whole.  However,  this  was  only  3%  and 
10.8%  respectively  of  total  U.S.  worldwic 
overseas  investment,  despite  the  huge 
volume  of  trade  between  the  U.S.  and  Ea 
Asia.  Of  all  our  exports,  9.5%  go  to  Japar 
and  12.1%  of  our  imports  originate  in 
Japan.  In  addition,  while  the  average  197 
79  rate  of  return  on  overseas  investment 
worldwide  for  American  firms  was  14.5"% 
it  was  17.1%  in  Japan  and  19.1%  for  all  ol 
East  Asia.  Not  only  is  investment  in  Japa 
profitable,  but  it  is  also  an  excellent  mear 
of  expanding  one's  share  of  the  large 
Japanese  market.  The  Japanese  market, 
particularly  for  manufactured  goods,  is  a 
highly  competitive  one,  and  the  America 
firms  that  have  done  well  in  it  such  as 
IBM,  Xerox,  Texas  Instruments,  and  Cate 
pillar  are  the  ones  who  have  made  major 
investments  in  their  Japanese  operations, 
am  convinced  that  increased  investment : 
Japan  can  and  will  play  a  key  role  in  grea 
er  penetration  of  the  Japanese  market  by 
U.S.  firms. 

Japanese  direct  investment  in  the  U.! 
has  expanded  rapidly  in  recent  years  to 
$4.2  billion  as  of  March  1980.  Japanese  in 
vestment  in  the  U.S.  consumer  electronic 
industry  has  played  a  major  role  in  revi- 
talizing the  U.S.  color  television  industry 
and  removing  this  product  as  a  subject  of 
trade  frictions.  The  Honda  Motor  Com- 
pany is  now  producing  motorcvcles  in  its 
Marysville,  Ohio  plant  and  is  carrying  ou 
a  $200  million  expansion  of  the  facility  to 
begin  producing  automobiles  in  1983.  In 
early  1981,  the  Nissan  Motor  Company  b 
gan  construction  of  a  $500  million  factory 
in  Tennessee  to  manufacture  small  trucks 
Those  Japanese  firms  that  have  made 
direct  investments  in  the  U.S.  have  founc 
that  in  addition  to  convenient  access  to  tr 
enormous  American  market,  abundant  re 
sources,  and  excellent  transportation  facil 
ties,  the  quality  of  U.S.  labor  is  as  good  a: 
that  found  anywhere  else  in  the  world. 
However,  given  the  level  of  Japan-U.S. 
trade,  further  economically  viable  invest- 
ments in  the  U.S.  on  the  part  of  Japanese 
firms  is  called  for.  Such  investments  will 
benefit  the  economies  of  both  our  coun- 
tries. It  will  benefit  Japan  through  in- 
creased profits  and  a  lessening  of  protec- 
tionist pressures  in  the  United  States.  It 
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So  what  sort  of  person  needs  a  Canon  NP-210 
copier?  Someone  who  wants  the  speed  and  flexibility 
of  a  big  copier,  but  the  size  and  price  of  a  compact. 
Someone  like  you. 

It  speeds  along  at  21  letter-size  copies  a  minute. 
And  it  gives  you  as  many  as  99  pages  at  one  setting. 

It  makes  big  copies  too.  Up  to  11  x  17.  On  virtually 
any  kind  of  paper. 

And  the  NP-210  is  compact  in  so  many  ways. 
It  even  has  a  fixed  copyboard  so  you  can  tuck  it  in  that 
inconspicuous  corner  in  your  office. 

You  can  even  get  an  optional  mini-sorter. 


It  gives  you  all  the  advantages  of  automatic  collation 
without  taking  up  much  room. 

And  the  NP-210  is  very  convenient.  With  a  single- 
sheet  bypass.  An  interrupt  function.  Not  to  mention  a 
unique  "clam  shell"  design  for  simplified  maintenance. 

But  the  thing  that  makes  the  NP-210  really 
different  is  the  fact  that  it's  a  Canon.  The  latest  addition 
to  Canon's  line  of  dry  monocomponent  Toner  Projection 
copiers.  All  with  micronics  technology  for  reliability 
and  excellent  copy  quality. 

The  Canon  NP-210.  Different  enough  for  the  sort 
of  business  you're  in. 


When  you're  thinking 
international  investment 
and  financing, 

think 

'Yamaichi  Securities! 


Investment  in  Japan 

Institutional  investors  who  seek  diversification  into  yen  know 
they  can  rely  on  Yamaichi's  long  experience  in  the  Japanese 
securities  market,  timely  and  resourceful  research  capabilities, 
and  thorough  knowledge  of  Japanese  corporations. 


Multi -National  fund  Management 

As  the  number  one  trader  in  foreign  securities  in  Japan, 
Yamaichi  provides  expert  advice  on  multi-nation  J  portfolios  to 
a  wide  range  of  Japanese  institutions.  Yamaichi  also  offers  over- 
seas investors  tailored  investment  services  and  advice  on  a 
global  scale  with  particular  expertise  in  Pacific  basin  economies. 


Financing  in  International  Capital  Markets 

With  historical  links  to  the  majority  of  Japan's  top  corporations, 
Yamaichi  has  long  been  a  leader  in  managing  Japanese  corporate 
issues  overseas.  Our  investment  banking  experts  are  also  active 
in  Japanese  and  major  international  capital  markets,  meeting  the 
many  and  varied  financing  needs  of  international  organizations, 
foreign  governments,  governmental  institutions,  etc. 


And... 

Whether  your  requirements  include  mergers,  acquisitions,  or 
project  financing,  if  they  involve  international  investment  and 
financing,  Yamaichi  can  help.  With  offices  in  every  major  finan- 
cial market,  chances  are  we're  merely  a  local  phone  call  away. 

A  growth  leader  since  1897,  Yamaichi  now  serves  you  in  key  capital 
markets  worldwide. 


YAMAICHI 

Uncommon  vision  in  international  finance. 

YAMAICHI  SECURITIES  CO..  LTD.  Head  Office:  4-1,  Yaesu  2-chome,  Chuo-ku,  Tokyo 
104.  Japan  Telex:  J22505Tel:  03-276-3181  Yamaichi  International  (America),  Inc.:  One  World  Trade  Center. 
Suite  5361,  New  York,  N.Y.  10048  Telex:  RCA  233738,  232357.  WUD-12244  Tel:  212-432-6600 
Lob  Angeles  Branch:  333  South  Hope  Street.  Los  Angeles,  Calif.  90071  Telex:  TWX  910  321-3890 

Tel:  213  626-0401 

ftris.  Bahrain,  Sydney,  London,  Amsterdam,  Frankfurt/Main,  Zurich,  Montreal,  Hong  Kong,  Singapore, 

Bangkok,  Sao  Raulo.  Seoul 
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will  benefit  the  U.S.  through  the  creation 
of  jobs,  the  introduction  of  capital,  new 
technology,  and  innovative  management 
which  will  help  to  raise  U.S.  productivity 
and  international  competitiveness. 

THE  U.S.  AND 
THE  PACIFIC  BASIN 

East  Asia  and  the  Pacific  Basin  in  the 
1980s  will  probably  provide  more  opporh 
nities  to  American  businessmen  for  trade 
and  investment  than  any  other  area  in  th 
world.  During  the  first  six  months  of  198 
total  trade  between  the  U.S.  and  East  Asi 
increased  thirteen  percent  to  $62.6  billion 
surpassing  the  S59.1  billion  in  trade  with 
Western  Europe  for  the  same  period.  Th< 
Pacific  Basin  has  experienced  extraordi- 
nary economic  growth  over  the  past  two 
decades  and  is  likely  to  continue  this  per 
formance  throughout  the  eighties.  The 
area  is  endowed  with  abundant  natural  r 
sources  and  even  more  importantly,  wrtt 
large,  high  quality,  hard-working  labor 
forces.  In  addition,  the  governments  of 
most  East  Asian  countries  place  a  high 
priority  on  rapid  economic  development 
and  are  eager  for  stronger  commercial  tie 
with  the  United  States. 

As  it  is  by  far  Asia's  largest  and  mos 
advanced  economy,  close  relations  with 
Japan  will  continue  to  be  the  cornerstone 
of  our  policies  in  East  Asia.  I  am  convinc 
that  the  United  States  and  Japan  have  en 
tered  the  1980s  with  our  relationship  in 
fundamentally  good  shape.  Keeping  it  th 
way  will  require  the  continued  attention 
governments  and  business  communities 
on  both  sides  of  the  Pacific.  There  will  cc 
tinue  to  be  obstacles  to  U.S. -Japanese 
cooperation,  but  1  believe  that  we  will  be 
as  successful  in  overcoming  these  prob- 
lems as  we  were  in  resolving  those  of  th< 
past.  If  we  both  continue  to  pool  our  ene 
gies  and  insights,  I  am  certain  we  will  se 
further  development  of  an  equal  and  pro 
ductive  partnership.  What  we  must  con- 
tinue to  recognize  is  that  the  U.S. -Japan 
relationship  is  the  most  important  bilater 
relationship  in  the  world. 


Mike  Mansfield, 

United  States  Ambassador 
to  Japan 


The  most  famous  name 
in  Japanese  quality  control 

is  American. 


His  name  is 
)r.  W.  Edwards 
)eming,  and  he's  a 
uality  control  expert 

In  1950,  the  Union  of 
ipanese  Scientists  and 
ngineers  (JUSE)  invited 
>r.  Deming  to  lecture  several  times  in 
tpan,  events  that  turned  out  to  be 
verwhelmingly  successful. 

To  commemorate  Dr.  Deming 's  visit 
nd  to  further  Japan's  development  of 
uality  control,  JUSE  shortly  thereafter 
itablished  the  Deming  Prizes,  to  be 
resented  each  year  to  the  Japanese 
Dmpanies  with  the  most  outstanding 
:hievements  in  quality  control. 

Today,  Dr.  Deming 's  name  is  well 
nown  within  Japan's  industrial 
Dmmunity,  and  companies  compete 
ercely  to  win  the  prestigious  Demings 


In  1953, 
Sumitomo  Metals 
was  fortunate 
enough  to  win  the 
Deming  Prize  For 
Application.  In  retrospect, 
we  believe  it  may  have  been 
the  single  most  important  event  in  the 
history  of  quality  control  at  Sumitomo. 
By  inspiring  us  to  even  greater  efforts,  it 
helped  us  to  eventually  become  one  of 
the  world's  largest  and  most  advanced 
steel -makers. 

Sumitomo  Metals  owes  a  great  deal  to 
the  American  quality  control  expert  who 
became  one  of  Japan's  greatest  inspira- 
tions. On  that  point,  the  management 
and  employees  of  Sumitomo  Metals 
would  like  to  take  this  opportunity  to 
say  simply,  "Thanks,  Dr.  Deming,  for 
helping  to  start  it  all." 
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«0>  SUMITOMO  METALS 


Sumitomo  metal  iNousTRiEs,  ltd.  Tokyo  &  Osaka.  Japan 
utofno  Metal  America.  Inc  Head  Office  420  Lexington  Ave  ,  New  York.  N  Y  10017.  USA  Phone  (212)  949-4760  Offices  in  Los  Angeles,  Chicago.  Houston 
IN  PRODUCTS  Tubes  &  pipe,  flat  rolled  products,  bars,  shapes  &  wire  rods,  rolling  stock  parts,  steel  castings  &  forgings.  and  a  wide  range  of  steel  products. 


Japan's  largest  asset: 


Japan's  largest  bank: 

DKB 


New  32-story 
Head  Office 
building 
in  Tokyo. 


DKB  is  Japan's  largest  bank,  with  total  assets  exceeding  US$95  billion  DKB  is  also  the 
international  bank  that  understands  the  Japanese  people  and  Japan's  financial  world 
through  its  vast  domestic  branch  network  and  close  financial  relations  with  almost  all  leadin 
Japanese  companies  A  few  of  the  important  reasons  behind  the  fact  that  one  out  of  every 
two  foreign  and  foreign-affiliated  companies  in  Japan 
today  banks  with  DKB  —  turning  to  DKB  as  the  kind  of 
corporate  partner  they  can  depend  on  for  up-to-date 
financial  data,  or  sophisticated  international  financing. 

If  you're  interested  in  putting  DKB's  far  reaching 
domestic  and  international  capabilities  to  work  for  you. 
contact  your  nearest  DKB  overseas  office  We're  located  in 
more  than  40  key  financial  centers  around  the  world. 

DKB  —  the  international  bank  that  'listens  and  has  the 
assets  to  act. 


Total  Assets 
Total  Deposits 

{Unit  Billion  Yen) 


^  We  have  your  interests  at  heart. 

S  DAMCHI  KANGYO  BANK 


Our  Network  in  U  S  A. 

New  York  Branch:  One  World  Trade  Center.  Suite  49 11.  New  York.  N  Y  10048  Los  Angeles  Agency:  707  Wilshire  Blvd  .  Suite  5700.  Los  Angele 
Calif.  90017  Chicago  Branch:  Mid- Continental  Plaza.  1 1 1  South  Wabash  Ave  .  Chicago.  Illinois  60603  Houston  Representative  Office:  1001 
Fannin.  Suite  3860.  Houston.  Texas  77002  Subsidiary  in  Los  Angeles:  Japan  California  Bank.  833  Wilshire  Boulevard.  Los  Angeles.  Calil  9001' 

Head  Office:  1-5.  Uchisaiwaicho  1-chome,  Chiyoda-ku.  Tokyo  100.  Japan  Tel  (03)  596-1 1 1 1 


d justing  to  Structural  Changes- 
New  Challenge  for  the  Japanese  Economy 


In  November  1981,  Japanese  gov- 
iment  officials  gathered  in  their 
ices  clustered  around  the  Kasumi- 
;eki  area  in  Tokyo,  to  consider  im- 
mentation  of  measures  that  would 
•mally  have  been  unheard  of  in 
ice  time.  They  had  in  their  minds 

possibility  either  of  imposing  ex- 
•t  surcharges  or  of  invoking  the 
?ort  Trade  Control  Act  as  a  means 
lolding  in  check  the  rapid  outflow 
apanese  exports.  Barring  times  of 
r,  many  would  have  found  it  hard 
relieve  that  such  extreme  measures 

1  actually  become  the  subject  of  se- 
as debate  by  policy  makers  in  a 

2  market  economy. 

These  irregular  developments 
re  the  result  of  a  complicated  poli- 
dilemma  that  confronted  the 
anese  government  at  that  time. 

On  the  one  hand,  there  was  the 
'-rocketing  of  U.S.  interest  rates 
t  worked  to  hold  down  the  yen's 
hange  rate  against  the  dollar  and 
cheap  yen  in  its  turn  induced  ever 
her  rates  of  export  growth.  Mean- 
ile,  structural  changes  in  the 
nestic  economy  towards  less  ener- 
consumption  and  a  generally  more 
cient  use  of  natural  resources  had 
lught  about  a  marked  slowdown  of 
v  materials  imports.  As  a  result, 
re  seemed  no  end  to  the  expansion 
iapan's  already  large  current 
ount  surplus. 

Given  these  circumstances,  a  re- 
ction  in  Japan's  interest  rates 
uld  have  been  the  theoretically  ob- 
us  policy  choice,  since  measures  to 
nulate  domestic  demand  for  im- 
rts  were  badly  called  for.  However, 
/ering  interest  rates  at  that  stage 
s  a  potentially  dangerous  move  as 
ould  have  resulted  in  a  further  de- 
viation of  the  yen  and  an  even 
ire  rapid  expansion  of  exports. 
:ed  with  this  problem,  policy  mak- 
were  placed  in  a  position  where 
ire  was  little  that  they  could  do  to 
end  the  situation  in  the  way  of 
rmal  economic  policy. 

ERGY  CONSERVATION  AND 
CHANGING  INDUSTRIAL 
RUCTURE 

The  existence  of  non-tariff  bar- 
rs  and  a  complex  distribution  sys- 


tem that  baffles  foreign  exporters  are 
often  cited  as  being  the  major  culprits 
that  have  kept  Japan's  imports  from 
growing  as  fast  as  its  exports.  But  for 
those  who  are  well  acquainted  with 
the  Japanese  economy,  it  is  common 
knowledge  that  Japan's  non-tariff  bar- 
riers are  by  no  means  exceptionally 
high  by  international  standards  and 
that  the  distribution  system  is  no 
more  complex  than  is  the  rule  among 
other  free  market  economies.  A  more 
fundamental  cause  behind  Japan's 
lagging  imports  is  to  be  found  in  the 
rapid  transformation  of  the  country's 
industrial  structure  that  has  triggered 
off  energy  and  resource  saving 
changes  throughout  the  economy. 

VEERING  TOWARDS 

LESS  ENERGY  CONSUMPTION 

In  fiscal  year  1973  (April  1973- 
March  1974),  the  level  of  Japan's 
gross  national  product  was  488.46  bil- 
lion dollars  in  real  terms  (based  on 
calendar  year  1975  prices)  and  257.7 
million  kilolitres  of  crude  oil  were  re- 
quired to  achieve  this  level  of  produc- 
tion. In  FY  1980,  while  real  GNP  had 
expanded  by  31.8%  over  FY  1973  and 


stood  at  643.66  billion  dollars,  total 
crude  oil  consumption  had  levelled 
off  to  228.0  million  kilolitres.  Con- 
sumption of  crude  oil  per  unit  of  GNP 
actually  declined  by  32.9%  within  the 
FY  1973-1980  period.  This  reduction 
in  the  oil  consumption  to  GNP  ratio 
was,  for  the  most  part,  attributable  to 
conservation  and  the  shift  to  alterna- 
tive energy  resources  in  the  business 
sector  which  normally  consumes 
close  to  60%  of  Japan's  total  energy 
intake. 

The  steel  industry,  by  way  of  ex- 
ample, has  seen  a  decline  of  12%  in 
total  energy  consumption  per  pro- 
duction unit  between  FY  1973  and 
FY  1980  and  the  corresponding  figure 
for  the  crude  oil  consumption  to 
production  ratio  was  a  remarkable 
57% .  The  situation  was  even  more 
striking  in  the  cement  industry 
where  consumption  per  unit  of  pro- 
duction declined  by  20.9%  for  total 
energy  and  68.2%  for  crude  oil  in 
the  same  FY  1973-1980  period.  Similar 
trends  were  apparent  in  other  indus- 
tries such  as  paper  and  pulp,  sheet 
and  plate  glass,  petrochemicals 
and  dying  and  forming  of  textiles. 


hanges  in  crude  oil  consumption 
unit  of  production  by  industry 


FY  1973  level 
FY  1980  level 

(as  a  percentage  of  FY  1 973  levels:  figures  for  autos  are  for  FY  1 979) 
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Source:  Ministry  of  International  Trade  and  Industry 


To  invest  in  Japan 
like  a  professional; 
see  Nikko. 


Japan's  growth  is  hardly  a  secret  but  profitable  investing 
isn't  always  easy  in  unfamiliar  territory.  No  doubt  that's 
why  so  many  of  the  world's  leading  institutions  and  inter- 
national investors  use  Nikko's  proven  services. 

Nikko  has  six  decades  of  experience,  an  international 
network,  and  extensive  facilities  to  research  your  problems 
accurately.  And  our  carefully  trained  personnel  will  pro- 
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FUNDAMENTAL  CHANGES 
LOOMING 

Conservation  efforts  at  the  indi 
vidual  industry  level  were  not  the 
only  factors  that  worked  to  restrain 
overall  energy  consumption.  A  shif 
in  the  whole  pattern  of  Japan's  in- 
dustrial structure  has  also  contribuf 
significantly  to  this  trend  in  that  th< 
proportion  of  those  basic  materials 
dustries  that  require  large  volumes 
energy  input  for  production  has  de 
clined,  while  industries  of  the  assei 
bly  and  processing  type  that  can  dc 
with  less  energy  arid  resources  hav 
gained  more  weight  in  the  Japanese 
economy. 

This  structural  change  has  beet 
particularly  evident  in  the  years  19J 
and  1981  following  the  second  oil  c 
sis.  From  the  July-September  quart 
of  1980  through  the  corresponding 
quarter  of  1981,  production  has  inv 
iably  undershot  previous  year  level 
in  the  major  basic  materials  industr 
such  as  steel,  non-ferrous  metals, 
stone  and  clay,  paper  and  pulp  anc 
chemicals.  Meanwhile,  electrical 
machinery,  transportation  equipme 
precision  machinery,  machine  tools 
and  the  like  with  relatively  low  lev< 
of  energy  consumption  have  main- 
tained strong  momentum  and  have 
contributed  substantially  to  the  ex- 
pansion of  total  industrial  producti 


ow  there's  a  better  way  to  stop  the  action. 


>wer  technology  at  work. 
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CA2550.  Simulated  p.clun 


Thanks  to  Toshiba's  new  4-head  video-cassette- 
recorder  configuration,  you  can  now  view  freeze  frames 
and  slow  motion  without  the  annoyance  of  electronic 
noise.  Those  blurred  and  vibrating  pictures  have  given 
way  to  images  clear  as  crystal. 

Toshiba  now  gives  you  two  extra  heads  solely  for 
playback  effects.  To  give  you  maximum  viewing  pleasure, 
these  two  heads  function  only  when  the  normal 
operating  heads  stop.  They  give  you  complete  clarity 
from  40-times  play  speed  (Picture  Search)  to  "Super 
Slow"  and  "Super  Still."  For  you,  no  more  jittery  football 
players,  or  launch  pad  gyrations. 

At  Toshiba,  with  over  a  century  of  experience, 
more  than  100,000  people  are  dedicated  to  expanding 
the  applications  of  technology  to  make  the  world's 
energy  resources  go  as  far  as  possible  in  the  fields  of 
consumer  electronics  and  appliances,  industrial  electron- 
ics and  heavy  industrial  equipment. 
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Go  in  with  our  knowledge  on  your  side 


Everybody  has  their  own  way  of  doing  business,  and  Japan  is  no  exception. 
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America  over  the  past  100  years,  we've  developed  a  special  expertise 
in  linking  the  business  worlds  of  East  and  West. 

Today  our  800  offices  in  50  countries  connected  by  satt 
Speedlink  offer  the  full  spectrum  of  banking 
services  including  commercial  and 
merchant  banking,  insura 
finance  and  investment 
management,  and  trustee 
services. 


Our  Business  Profiles  on 
Asian  countries  are  just 
one  example  of  the  specialist 
service  we  can  provide. 
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Portland,  San  Francisco,  Seattle  and 
Washington  DC. 
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In  the  year  FY  1973,  the  assem- 
bly and  processing  industries  held  a 
share  of  29.2%  to  total  manufacturing 
production  (value  added  basis)  but  by 
FY  1979  this  percentage  had  risen  to 
33.3%.  Conversely,  the  basic  mate- 
rials industries  saw  a  setback  in  their 
share  of  manufacturing  output  from 
38.1%  in  FY  1973  to  36.2%  in  FY  1979. 
With  production  trends  as  they  were 
in  1980-1981,  this  structural  shift  to- 
wards a  proportionately  larger  assem- 
bly and  processing  sector  ought  to 
have  seen  further  progress  over  these 
two  years.  Moreover,  industries  man- 
ufacturing household  goods  such 
as  clothing,  processed  foods  and 
wooden  products  have  also  suffered  a 
reduction  in  their  production  levels 
due  to  the  low  income  growth  of  re- 
cent years  that  has  depressed  private 
consumption. 

In  this  fashion,  with  energy  and 
resource  conservation  as  the  center- 
piece of  the  whole  process,  Japan's 
industrial  structure  is  currently  un- 


The  gracious  traditions 
you  expect. 

The  international  standards 
you  demand. 

A  400-year-old  garden  is  proof  that  The  New 
Otani's  roots  are  firmly  planted  in  antiquity.  It  is 
from  here  that  traditional  Japanese  hospitality 
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California  only  (800)-252-0197,  Other  USA  (800)  421-8795  London:  (01)  629- 
3722  Honolulu:  (808)  923-1555.  Reservations  are  also  available  through  Travel 
Agents  &  Air  Lines  throughout  the  world. 


dergoing  a  drastic  and  fundamental 
change.  Though  the  Japanese  econ- 
omy has  seemingly  weathered 
through  the  two  consecutive  oil  crises 
with  comparative  ease,  these  struc- 
tural changes  that  are  now  taking 


place  indicate  that  the  process  has  by 
no  means  been  a  painless  one. 

JAPANESE  BUSINESS  EXPANDS 
ITS  OVERSEAS  OPERATION 
With  these  structural  changes 


A  resource 
for  resources 


Efficient  use  of  known  resources 
and  exploration  for  new  ones  are 
more  important  today  than  ever 
before.  The  Bank  of  Tokyo  itself 
is  an  excellent  resource  for 
such  activities.  It  offers 
clients  a  wide  range  of 
international  finance 
functions. 

You  are  assured  of 
reliable  services  to  meet  I 
your  specific  needs  by 
the  priceless  assets  of 
experience,  diversified 
activities  and  tested 
resources  of  the  Bank  of 
Tokyo.  Knowledgeable 
bankers,  investors  and 
businessmen  know  that  the  Bank 
of  Tokyo  is  the  proven  Japanese 
specialist  in  international  finance. 

With  its  own  extensive  world- 
wide network,  the  Bank  of  Tokyo 
is  an  important  part  of  the 
international  network  that 


determines  the  direction  of 
today's  global  economy.  We 
invite  you  to  use  our 
resources  for  your  own  pur- 
poses. 


Active  on  all  five  continents — 
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and  the  rigorous  energy  saving  effc 
of  individual  industries  at  work,  co 
pled  with  sluggish  personal  con- 
sumption, there  can  certainly  be  nc 
simple  remedy  for  Japan's  low  imp 
growth.  On  the  other  hand,  Japan': 
exports  could  not  but  grow  given 
their  competitive  edge  in  terms  of 
quality  and  high  U.S.  interest  rates 
that  lead  to  an  undervalued  yen. 

These  were  the  factors  that  cor 
bined  to  result  in  the  rapidly  expan 
ing  current  account  surplus  which 
presented  the  Japanese  governmen 
with  the  alarming  prospect  of  expo 
surcharges  and  systematic  export  c 
trols.  To  solve  this  type  of  a  prob- 
lem without  resorting  to  controls  is 
obviously  not  an  easy  task.  Howev 
one  way  out  of  the  situation  could 
found  in  the  expansion  of  overseas 
investments  by  Japanese  business. 
Indeed,  many  Japanese  companies 
have  already  started  to  move  in  thi 
direction. 

The  total  value  of  Japan's  forei 
investments  comprising  direct  invc 
ments,  export  credit,  loans  and  in- 
vestment in  securities  increased  m< 
than  threefold  between  calendar  v< 
1973  and  1980.  Where  the  value  of 
outstanding  overseas  Japanese  inv 
ments  stood  at  18.8  billion  dollars  i 
December  1973,  the  figure  had  bulj 
to  66.5  billion  dollars  by  December 

1980.  Especially  prominent  was  tht 
growth  of  direct  investments,  of 
which  the  expansion  of  offshore  pi 
duction  was  the  major  objective. 
From  4.5  billion  dollars  at  the  end  i 
calendar  year  1973,  overseas  direct 
vestments  by  Japanese  firms  in- 
creased bv  4.3  times  to  stand  at  19. 
billion  dollars  in  December  1980. 

The  number  of  direct  investm< 
projects  carried  out  by  the  manufai 
turing  sector  grew  from  3753  in  fisc 
1975  to  6494  in  fiscal  1980,  corre- 
sponding to  a  growth  rate  of  73%. 
Among  the  various  major  manufac 
turing  industries,  the  electrical  ma- 
chinery industry  boasts  the  largest 
number  of  investment  projects  to  c 
with  a  total  of  1056  projects  outstai 
ing  at  the  end  of  FY  1979;  an  increc 
of  75.1%  over  FY  1975. 

Although  the  yen's  exchange 
rate  against  the  dollar  was  relativel 
undervalued  for  the  good  part  of 

1981,  so  that  conditions  were  by  nc 
means  favorable  for  overseas  inves 
ments,  this  did  nothing  to  dampen 
the  enthusiasm  of  Japanese  busine 


Before  this  RCA 
silicon  image  sensor, 
these  little  stars  were  just  a  twinkle 
in  the  astronomer's  eye. 


that  used  to  be  no  more  than  a  dim  blur  in  the  telescope  § 
)w  having  their  pictures  taken  with  astonishing  clarity     »  * 
rilliance  by  a  tiny  silicon  chip  produced  by  RCA  engineer^, 
cientists.  *. 
he  chip,  called  a  CCD  or  Charge-Coupled  Device,      *  •  * 
t  into  a  camera  attached  to  a  telescope.  It  makes  today's 
powerful  telescopes  5  to  10  times  more  powerful.         '  • 
he  CCD  is  capable  of  reading  light  from  stars  too  dim 
captured  by  conventional  photography.  It  transforms  the 
st  visual  image  into  thousands  of  electrical  signals  -    *  * 
information  that  can  be  displayed  on  a  TV  screen  or      •  { 
sod  by  computer. 

/CD  technology  allows  the  astronomer  to  see  what  could 
be  seen  before,  giving  us  a  clearer  picture  of  our  universe 
ve  have  ever  had  in  the  past. 

his  CCD  image  sensor  is  a  product  of  RCA  research—the 
>f  dedicated  research  that  has  been  a  tradition  at  RCA  for 
I0  years,  Today,  many  years  after  Nipper  started  listening  to 
tester's  Voice!'  research  and  development  of  electronic 
cts  are  funded  at  the  highest  level  in  our  company's  history, 
c-mmitment  is,  as  it  has  always  been,  to  the  advancement 
linology— to  the  creation  of  products  that  expand 
iman  horizon.  ©i^  RCACbrtwriihti'        ,  . 
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Located  on 
exquisitely 
landscaped 
Japanese  gardens 
in  one  of  Tokyo's 

most  exclusive 
residential  districts. 


500  spacious 
guest  rooms  and 
suites. 

—  •  — 

9  distinctive 
restaurants, 
bar  and 
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Indoor 
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We  offer  quiet 
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personalized  service. 
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Other  Offices  and  Subsidiaries:  London.  Amsterdam,  Frankfurt,  Geneva,  Paris,  Toronto,  Sao  Paulo.  Sydney.  Hong  Kong,  Singapore 


for  offshore  activity,  japan's  ove 
direct  investments  reached  2.4  b 
dollars  in  the  first  six  months  (A 
September)  of  FY  1981,  a  figure  < 
to  that  of  the  annual  level  in  FY 
There  is  no  question  that  the  tot, 
value  of  direct  investments  for  tl 
whole  year  will  by  far  exceed  tht 
peak  of  2.9  billion  dollars  posted 
FY  1979. 

Japanese  trading  companies 
"sogoshosha,"  have  always  had 
role  to  play  in  smoothing  out  th< 
for  this  outflow  of  overseas  dire< 
vestments.  Mitsubishi  Corporati 
Japan's  largest  trading  company 
sides  carrying  out  its  own  foreig 
vestment  activity,  has  to  its  cred 
many  instances  in  which  the  cor 
pany  has  acted  as  organizer  for  l 
offshore  operation  of  domestic  r 
facturing  industries.  A  case  in  p< 
the  coal  mining  concern,  B.C.  C 
Canada,  in  operation  since  1970 
through  the  collaboration  of  Mit 
bishi  Corporation  and  two  majo 
manufacturers  Nippon  Steel  anc 
Kawasaki  Steel. 

STEEL— NEW  SOURCE  OF  VI 
Mainly  as  a  result  of  the  firs 
crisis,  the  Japanese  steel  industr 
crude  steel  production  dwindlec 
down  from  120  million  tons  in  F^ 
to  100.6  million  tons  in  FY  1977, 
lowest  production  level  in  recon 
since  FY  1971.  The  subsequent  r 
ery  of  production  due  to  the  gra 
pickup  of  domestic  demand  was 
short  yet  again  by  the  second  oi 
and  the  FY  1980  production  leve 
held  down  to  107.4  million  tons, 
decline  against  1979.  A  further  c 
cline  of  another  5%  which  will  b 
production  down  to  102  million 
is  anticipated  for  FY  1981. 

In  the  early  1970s,  it  was  an 
accepted  fact  that  Japan's  annua 
crude  steel  production  would  pi 
ently  reach  the  200  million  ton  1< 
Given  present  conditions  howe\ 
the  industry's  production  level  i 
likely  even  to  have  regained  its 
peak  of  120  million  tons  until  th 
ter  half  of  the  1980s.  Thus,  whei 
quantitative  expansion  is  concer 
Japan's  steel  industry  is  currentl 
placed  under  one  of  the  severes 
in  its  history. 

Nevertheless,  the  industry 
anticipating. a  modest  increase  il 
profits  for  FY  1981  as  a  result  of! 


NBC  PC-8000  Per/onol  Computer. 


NEC  turns  27years  of  computer  experien 

to  your  personal  advanta< 

It  takes  a  great  computer  company  to  make  a  great  personal  computer. 
And  from  the  start,  NEC  has  been  a  pioneer  in  computer  technology.  In  fac 
invented  the  all-semiconductor  computer  in  1959.  Now,  hundreds  of  innovat 
we've  made  it  personal. 

We  present  the  PC-8000,  a  powerful  and  friendly  business  tool  that  can 
get  more  done  in  a  day  than  you  ever  coujd  before.  It  combines  some  of  th( 
reliable  hardware  on  the  market  with  application  packages  designed  to  make 
of  its  unique  features.  In  addition,  the  PC-8000  accepts  popular  CP/M  bus 
software,  making  its  possibilities  virtually  limitless. 

The  entire  PC-8000  system  is  now  available  through  better  computer  de 
across  the  country.  And  that  means  more  than  hardware.  It  means 
effective  software,  the  finest  documentation  and  extensive  training  jW/ J 
to  help  you  get  the  most  from  your  personal  computer.  ^yf  M 

So  why  not  turn  our  system  to  your  personal  advantage  now.         Nippon  Bee 

NEC  Home  Electronics  (USA)  Inc.     NEC  Information  Systems,  Ir 
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onalization  and  energy  conserva- 
\  measures.  Production  by  con- 
ious  casting,  which  guarantees 
i  energy  consumption  and  a  higher 
d,  accounted  for  59.6%  of  the  in- 
itry's  total  production  in  FY  1980 
I  the  ratio  is  estimated  to  have  ex- 
ded70%  in  FY  1981. 
Another  factor  that  has  con- 
uted  to  the  steel  industry's  im- 
ved  profitability  is  its  strategy  of 
grading  its  products.  A  significant 
ect  of  recent  production  trends  in 
an's  steel  industry  has  been  the 
line  in  the  proportion  of  mass-pro- 
:ed  commercial  grade  items  to  total 
duction  and  the  corresponding  in- 
ise  in  the  ratio  of  higher  grade 
ducts.  Seamless  pipes,  high  ten- 
strength  sheets  and  plates,  corro- 
i  resistant  and  weather  proof 
ets  and  plates  are  typical  examples 
hese  high-grade  items. 
As  Yoshifumi  Kumagai,  Presi- 
it  of  Sumitomo  Metals,  points  out, 
oan's  steel  production  is  likely  to 
iain  at  much  the  same  level  as 
1981  for  two  to  three  more  years 
ome.  This  would  seem  inevitable 
iew  of  sluggish  domestic  demand 
I  increased  competition  from  the 
eloping  countries  which  will  re- 
in still  more  excess  capacity  at  the 
ja\  level."  These  conditions  will 
doubt  compel  the  Japanese  steel 
ustry  to  place  even  more  emphasis 
rationalization  and  high  grade 
ducts.  The  industry  actually  calcu- 
s  that  its  continuous  casting  ratio 
reach  907c  by  1983,  producing  a 
d  in  the  range  of  94  to  95%  which 
s  high  as  yield  rates  in  steel  pro- 
tion  are  ever  likely  to  go.  Higher 
de  products  will  take  up  a  rapidly 
wing  share  of  total  production  as 
or  manufacturers  invariably  strive 
neet  every  type  of  specialized  and 
histicated  demand. 
With  this  trend  towards  still 
re  rationalization  and  high  grade 
ducts  in  motion,  Japan's  steel  in- 
try  is  likely  to  meet  with  increas- 
overseas  demand  for  cooperation 
he  field  of  production  technology 
r  the  years  to  come.  Japanese 
nufacturers  in  their  turn,  are  ap- 
ently  quite  willing  to  offer  their 
istance  with  respect  to  the  mod- 
ization  of  existing  plants  in  the  be- 
that  having  healthy  rivals  abroad 
n  important  element  of  progress  in 
ns  of  efficiency  and  competitive 


power.  They  are  somewhat  reluctant, 
however,  to  assist  in  cases  where  the 
action  is  likely  to  lead  to  an  absolute 
increase  in  global  production 
capacity. 

Sumitomo  Metals,  under  the 
leadership  of  its  president,  Yoshifumi 
Kumagai,  has  been  one  of  the  most 
ambitious  manufacturers  of  high 
grade  products.  A  top  manufacturer 
of  seamless  pipes,  the  company's 
crude  steel  production  stood  at  12.2 
million  tons  in  FY  1980  with  a  share 
of  11.4%  in  total  industry-wide  pro- 
duction. Value  of  the  company's  total 
sales  amounted  to  6.0  billion  dollars 
in  that  same  year,  of  which  36%  was 
accounted  for  by  tubes  and  pipe. 

Sumitomo  receives  a  constant 
flow  of  requests  for  technological 
know-how  and  assistance  from  for- 
eign steel  manufacturers.  "Where 
rationalization  and  updating  of  exist- 
ing plants  are  concerned,  we  are  only 
too  happy  to  cooperate  regardless  of 
whether  the  request  comes  from  in- 
dustrialized or  developing  countries," 
(Y.  Kumagai).  True  to  its  word,  the 
company  concluded  a  technical  assist- 
ance agreement  with  United  States 
Steel  Corporation  in  1981  for  the  im- 
provement of  existing  pipe  mills  at 
U.S.  Steel's  National-Duquesne 
Works  in  Pennsylvania  and  Lorain- 
Cuyahoga  Works  in  Ohio.  There  have 
also  been  many  such  cases  of  coop- 
eration between  Sumitomo  and  Jones 
&  Laughlin  Steel  Corporation  of  the 
United  States.  With  respect  to  coop- 
eration with  the  developing  coun- 
tries, a  typical  example  is  Sumitomo 
Metal's  involvement  in  Mexico's  steel 
industry  development  project  via 
technical  assistance  towards  the  com- 
pany Productura  Mexicana  de  Tuberia 
regarding  its  large  diameter  pipe  mill. 

While  the  steel  industry  is  a 
typical  basic  materials  industry  and  as 
such,  cannot  avoid  the  problem  of 
structural  adjustment  towards  chronic 
excess  capacity,  Sumitomo's  case  in- 
dicates that  a  new  source  of  growth 
may  be  found  in  rigorous  rationaliza- 
tion and  the  production  of  sophisti- 
cated, higher  value  added  products. 
One  further  point  in  favor  of  this 
strategy  is  that  by  concentrating  on 
the  higher  grade  products,  Japanese 
steel  manufacturers  are  able  to  avoid 
direct  competition  with  their  counter- 
parts in  the  developing  countries, 
who  are,  for  the  most  part,  special- 


ized in  the  field  of  the  more  commer- 
cial grade  items.  It  is  to  be  hoped  that 
given  this  complementary  relation- 
ship with  the  developing  countries, 
the  Japanese  steel  industry  will  not 
seek  to  take  refuge  in  protectionist 
measures  against  the  gradually  in- 
creasing flow  of  imports  into  Japan 
from  these  countries. 

AUTOMOBILES— GOING 
STRONG  BUT  SOME  CAUSE  FOR 
GLOOM  IN  THE  SHORT-TERM 

The  predominant  feature  of  the 
Japanese  automobile  industry's  activi- 
ties in  the  1980-1981  period  was  the 
rapid  expansion  of  its  overseas  opera- 
tions. 

In  FY  1980,  Japan's  automobile 
production  reached  11.6  million  units 
and  with  this  Japan  became  the 
world's  top  manufacturer  of  auto- 
mobiles in  terms  of  annual  produc- 
tion volume.  This  was  the  outcome  of 
a  combination  of  the  quality  of 
Japanese  cars  and  a  worldwide  shift 
in  consumer  preference  towards  in- 
creased fuel  efficiency  that  favored 
the  smaller-sized  vehicles  which  have 
always  been  the  stronghold  of 
Japanese  auto  manufacturers. 

However  the  industry's  produc- 
tion is  expected  to  see  a  modest  de- 
cline in  FY  1981.  This  will  be  the  re- 
sult of  the  voluntary  export  restraint 
program  which  is  now  in  motion  re- 
garding the  U.S.  market  and  of  the 
overall  sluggishness  of  domestic  de- 
mand. One  exception  to  this  general- 
ly gloomy  outlook  is  the  market  for 
what  are  commonly  known  as  extra 
small  or  micro-mini  cars  (four-seaters 
of  550cc  and  less)  which  are  gaining 
increasing  popularity  with  Japanese 
motorists.  The  growing  number  of 
women  drivers  and  the  persistent  de- 
mand for  more  and  more  fuel  efficien- 
cy appear  to  be  the  factors  underlying 
this  trend.  While  the  major  auto  com- 
panies are  being  compelled  to  lower 
their  production  levels,  manufactur- 
ers of  these  mini-sized  vehicles  have 
expanded  their  FY  1981  production 
plans.  With  respect  to  profits,  even 
though  all  the  major  companies  are 
invariably  burdened  with  heavy  in- 
terest payments  and  depreciation 
costs,  the  relatively  undervalued  yen 
has  worked  to  offer  improved  profita- 
bility in  terms  of  exports,  so  that  total 
profits  for  the  year  are  seen  to  post  a 
modest  increase. 
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offer.  Teams  of  multinational 
professionals  working  out  of 
New  York,  London,  Frankfurt, 
Zurich,  Singapore,  Hong  Kong, 
Tokyo  and  many  other  financial 
centers  provide  clients  with 
expert  advice  and  assistance  on 
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over. 
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No  great  change  is  anticipated 
the  prevailing  situation  throughoul 
FY  1982.  Replacement  demand, 
which  now  accounts  for  the  greate 
part  of  the  domestic  market,  is  ex- 
pected to  see  only  very  minor  rates 
expansion  given  the  low  growth  of 
personal  incomes.  The  introductioi 
new  models  into  the  market  no  lor 
er  has  the  sales-boosting  effect  thai 
once  caused.  The  industry's  one  hi 
lies  in  the  growth  of  the  mini-car  n 
ket  and  virtually  every  company  is 
striving  to  capture  a  share  of  the 
rapidly  expanding  market.  Howev 
this  cannot  prevent  the  voluntary  i 
straint  program  from  depressing  e: 
port  sales  to  the  United  States.  No 
are  market  conditions  any  more 
favorable  in  Europe  than  in  the  UJ 
Some  increase  is  hoped  for  in  the 
sales  to  the  Oceanian  regions,  but 
the  whole  export  volume  is  expect 
to  see  very  little  change  from  FY  V 
Moreover,  should  the  yen  start  to 
appreciate,  as  it  is  likely  to  over  th 
coming  months,  profitability  of  ex- 
ports will  deteriorate,  bringing  wit 
an  overall  decline  in  annual  profits 
FY  1982. 

Japanese  manufacturers  appe< 
to  be  seeking  a  way  out  of  these  di 
pressed  conditions  through  the  ex 
pansion  of  their  overseas  business 
This  is  especially  the  case  with  re- 
spect to  their  investment  activity  ii 
the  United  States  and  Europe.  Qui 
number  of  plants  have  been  set  up 
Japanese  motor  companies  in  the  1 
and  the  various  countries  of  Europ 
and  there  have  also  been  many  ca: 
of  cooperation  and  joint  ventures  < 
one  form  or  another  between  Wes 
and  Japanese  manufacturers. 

Nissan  and  Honda  have  been 
two  most  active  Japanese  automob 
companies  in  terms  of  overseas  pr 
duction.  Honda  has  always  been  r 
ably  keen  on  expanding  its  overse 
activity  and  while  exports  currentl 
take  up  75%  of  the  company's  tots 
sales,  more  than  407c  of  these  expo 
are  accounted  for  by  offshore  knoc 
down  production.  Honda's  overse 
knock-down  facilities  are  stationec 
43  regions  spread  across  28  differe 
countries.  The  44th  plant  is  schedi 
to  begin  operation  in  the  State  of 
Ohio  by  the  end  of  CY  1982.  The 
Ohio  plant  is  already  in  action  as  i 
production  base  for  the  company': 
well  known  motorcycles  and  has  £ 
annual  production  capacity  of  60,C 


licles  per  annum.  Automobile  pro- 
:tion  will  begin  with  a  monthly 
acity  of  10,000  units  which  the 
ipany  intends  to  expand  to  12,000 
ntually.  The  plant  will  be  the  first 
omobile  production  plant  to  be 
It  within  the  United  States  by  a 
anese  Motor  Company. 

■CTRONICS— MARCHING  TO 
AST  AND  QUICKENING 
YTHM 

Electronics  is  literally  the  fastest 
wing  industry  in  Japan  now. 
ere  steel  was  once  regarded  as 
ig  the  most  basic  element  of  all 
lufacturing  activity,  integrated  cir- 
s  are  rapidly  becoming  another  in- 
?ensable  component  of  industrial 
duction.  The  value  of  Japan's  IC 
duction  expanded  by  no  less  than 
\  per  annum  between  calendar 
rs  1970  and  1980.  An  increase  of 
!  over  1980  is  expected  for  1981 
i  a  production  figure  of  well  over 
llion  dollars.  Among  others,  IC's 
use  in  micro-processors  and  video 
I  recorders  are  the  especially  fast 
wing  items. 

The  computer  market  is  another 
■ket  enjoying  buoyant  activity, 
nputers  are  relatively  immune  to 
effect  of  cyclical  fluctuations  in 
iness  activity  in  that  the  installa- 
i  of  computers  is  usually  related  to 
:  saving  and  rationalization  pur- 
es.  Carried  by  the  growing  tide  of 
:e  automation,  computer  produc- 
i  is  expected  to  have  expanded  by 
>  in  terms  of  dollar  value  in  calen- 
1981,  reaching  the  level  of  6.9  bil- 

dollars.  Word  processors,  per- 
al  and  office  computers,  plain 
er  copiers  and  facsimile  equip- 
it  are  the  currently  best-selling 
is  related  to  office  automation, 
inese  language  word  processors 
an  especially  promising  item  with 
ected  sales  of  20,000  units  in  1981 
ipared  to  a  sales  volume  of  just 
D  units  in  the  previous  year.  Plain 
er  copiers  will  also  have  seen  a 
s  growth  of  over  20%  in  1981  with 
duction  figures  in  the  range  of  1.1 
ion  units.  The  situation  is  such 
:  products  with  poor  sales  expecta- 
is  are  virtually  non-existent  in  the 
:e  automation  field. 

Although  sales  of  large-scale 
Iti-purpose  computers  have  been 
tively  slow  over  the  past  year  or 
,  the  successive  introduction  of 
I  large-scale  models  by  the  major 


electronics  companies  is  expected  to 
change  the  situation  considerably  in 
1982.  Beginning  with  Nippon  Elec- 
tee's introduction  of  its  ACOS  1000 
model  in  1979,  all  of  the  major  manu- 
facturers have  now  come  up  with 
their  own  new  large-scale  computers. 
Hitachi  introduced  its  HITAC  M280H 
model  in  1980  and  IBM's  3081  model 
also  came  out  in  that  year.  Fujitsu's 
introduction  of  its  FACOM  M-380  and 
M-382  models  in  1981  has  rounded  off 
this  series  of  moves  to  create  new 
large-scale  computers  by  the  major 
companies.  Fujitsu's  FACOM  M-382 
model  is,  to  date,  the  world's  largest 
computer  in  terms  of  total  capacity. 

FUJITSU,  Japan's  largest  manu- 
facturer of  computers,  holds  a  share 
of  29.2%  in  the  total  number  of  com- 
puters presently  installed  in  the  coun- 
try (as  of  June  1980).  The  correspond- 
ing figure  for  IBM  computers  was 
11.3%.  IBM  holds  the  larger  share 
(28.7%  versus  Fujitsu's  19.6%)  with 
respect  to  accumulated  total  sales 
value,  but  since  1979,  Fujitsu  has 
overtaken  IBM  in  terms  of  annual 
sales,  so  that  in  this  respect,  Fujitsu 
now  holds  the  number  one  position 
in  Japan's  domestic  computer  market. 

As  is  the  case  in  the  majority  of 
Japan's  leading  manufacturing  enter- 
prises, Fujitsu  holds  a  keen  interest  in 
overseas  operation.  Assistance  to- 
wards the  development  policies  of 
foreign  governments  in  the  field  of 
computer  technology  is  one  impor- 
tant aspect  of  the  company's  wide- 
ranging  overseas  activities.  Two 
such  cases  are  Fujitsu's  relationship 
with  SECOINSA  (Sociedad  Espahola 
de  Communicaciones  e  Informatica 
S.A.)  in  Spain  and  CCI  (Consolidated 
Computer  Inc.)  in  Canada.  OEM  pro- 
duction is  another  area  of  overseas 
activity  and  Fujitsu  has  a  close  rela- 
tionship with  Siemens  AG  of  West 
Germany  in  this  context.  Fujitsu 
currently  provides  Siemens  with  its 
FACOM  M-180  II  and  M-200  comput- 
ers and  the  company's  new  large- 
scale  models  FACOM  M-380  and 
M-382  will  eventually  be  included 
in  this  list  of  OEM  products.  In  1981, 
Fujitsu  entered  into  an  agreement 
with  the  British  company  ICL  (Inter- 
national Computers  Ltd.)  regarding, 
among  other  items,  technical  assis- 
tance with  respect  to  the  production 
of  large-scale  computers  and  OEM 
supply  of  FACOM  M-380  and 
M-382  models. 


While  manufacturers  of  large- 
scale  computers  are  enjoying  rapid 
sales,  office  automation  trends  have 
also  made  it  possible  for  companies 
other  than  the  traditional  suppliers  of 
office  equipment  to  enter  the  market. 
One  notable  example  is  CANON,  the 
well-known  camera  manufacturer, 
which  now  holds  a  growing  world 
market  for  its  plain  paper  copiers. 
Diversification  has  actually  been  a 
significant  feature  of  the  company's 
activities  over  the  recent  years  and 
PPCs  are  not  the  only  item  on  their 
list  of  new  areas  of  operation.  The 
company  is  also  known  as  a  manu- 
facturer of  desk-top  calculators,  semi- 
conductor production  equipment  and 
a  wide  range  of  equipments  related 
to  office  automation.  The  latter  two 
items  are  currently  enjoying  an  espe- 
cially rapid  growth  in  demand. 

CAN  THE  JAPANESE  ECONOMY 
RETAIN  ITS  VITALITY? 

The  second  oil  crisis  set  in  mo- 
tion a  series  of  basic  changes  in  the 
Japanese  economy.  The  materials  pro- 
ducing industries  which  were  once 
the  central  force  of  the  country's 
manufacturing  activity  have  been 
compelled  to  adjust  to  a  changing 
environment  of  increasingly  higher 
energy  prices,  worldwide  excess 
capacity  and  diminishing  growth 
opportunity.  On  the  other  hand,  the 
processing  and  assembly  type  indus- 
tries with  their  comparatively  low 
energy  intake  and  higher  value  added 
products  are  rapidly  expanding  their 
share  of  total  manufacturing  output. 
Moreover,  the  general  trend  towards 
higher  and  higher  degrees  of  com- 
puterization and  office  automation  is 
providing  the  assembly  industries 
with  a  vast  new  frontier  to  be  exploit- 
ed at  their  will. 

Besides  undergoing  this  period  of 
transition  in  its  industrial  structure, 
the  Japanese  economy  is  also  bur- 
dened with  the  highly  difficult  task  of 
trimming  down  the  central  govern- 
ment's currently  huge  budgetary  de- 
ficit. Under  these  circumstances,  the 
economy  cannot  be  expected  to  post 
very  high  rates  of  GNP  growth  over 
the  years  to  come.  MRI's  short-term 
forecast  anticipates  a  growth  rate  of 
3.3%  for  FY  1982.  Except  for  a  reason- 
ably high  rate  of  expansion  in  private 
investments,  the  forecast  figures  indi- 
cate a  serious  lack  of  growth  momen- 
tum in  the  economy. 


Forecast  of  the  Japanese  econom 


FY  1980 
(actual) 

FY  1981 
(estimate) 

Ichanges  from 
previous  year.  %) 

FY  1982 
(forecast) 

GNE  in  current  prices  (nominal  terms) 

8.0 

7.5 

7.3 

GNE  in  constant  prices  (real  terms) 

3.8 

3.9 

3.3 

Private  final  consumption  expenditure 

0.8 

2.7 

2.9 

Housing  investment 

-  9.5 

0.3 

3.4 

Private  plant  &  equipment  investment 

5.8 

5.2 

6.8 

Increase  in  stocks 

-  42.7 

-  23.5 

122.5 

Government  final  consumption  expenditure 

2.2 

0.8 

-  0.7 

Government  fixed  capital  formation 

07 

0.5 

-  1.5 

Surplus  of  the  nation  on  current  account 

239.9 

35.2 

16 

Exports 

16.9 

11.9 

3.4 

Less:  Imports 

3.4 

4.4 

4.1 

Index  of  industrial  production 
Wholesale  price  index 
Consumer  price  index 

Note  Roal  term  figures  based  on  calendar  1975  prices 
Stocks  include  inventories  ot  the  government  sector 

4.6 
13.3 
7.8 

3.1  4.6 
4.7  1.2 
1.5  4.1 

Source  Mitsubishi  Research  institute 

Nevertheless,  while  the  outlook 
is  admittedly  dark  with  respect  to  the 
GNP  growth  rate,  it  must  be  stressed 
that,  for  the  moment  at  least,  the 
economy  appears  to  be  adjusting  re- 


markably well  to  the  evolution  of  its 
industrial  structure.  There  have  not 
been  many  instances  in  the  past 
where  such  changes  did  not  generate 
problems  of  high  unemployment  and 


social  instability.  Japan's  case  wou 
seem  to  be  proof  of  the  fact  that  to 
extent  that  an  economy  retains  its 
potential  for  dynamic  change,  moj 
problems  may  be  dealt  with  succes 
fully.  Economic  history  indicates  tl 
as  a  country's  internal  markets 
approach  saturation  and  industrie: 
begin  to  seek  new  opportunities  fc 
growth  in  overseas  activity,  the 
domestic  economy  is  apt  to  lose  its 
vigor  and  flexibility.  Japan  is  now 
the  very  stage  when  overseas  opei 
tions  become  an  integral  part  of  in 
dustrial  activity.  However,  even 
though  the  outflow  of  overseas  in- 
vestments have  certainly  grown 
rapidly  in  recent  years,  there  has  £ 
ways  been  a  parallel  flow  of  invesf 
ments  within  the  domestic  econon 
seeking  new  areas  of  production,  : 
that  for  the  time  being,  there  appe 
to  be  little  cause  to  fear  a  serious  d 
terioration  in  Japan's  economic 
dynamism.  ^ 


One  of  Wisconsin's  most  popular 
breweries  makes  Soy  Sauce. 


World  Renowned  Quality  Since  1630 


KIKKOMAN  CORPORATION 

339  Noda,  Noda  Ctly,  Chiba  278,  Japan 
KIKKOMAN  FOODS.  INC.,  P.O  Box  69.  Walworth, 
Wisconsin  53184.  U  SA 

KIKKOMAN  INTERNATIONAL  INC  .  50  California 
Street.  Suite  3600,  San  Francisco,  Calil  941 11, 
U  S  A  /Branches,  Los  Angeles.  New  York. 
Chicago  and  Atlanta 


We  built  our  Soy  Sauce  brewery  in 
Walworth,  Wisconsin,  in  1973  to  be  cloi 
to  the  superlative  ingredients  Kikkomar 
quality  demands  —  carefully  selected 
midwestern  soybeans  and  wheat.  Thes 
are  used  in  the  natural  brewing  proces 
that  Kikkoman  has  been  perfecting  for 
over  350  years.  Kikkoman's  high 
standards  of  quality  have  made  it  the 
world's  largest  selling  Soy  Sauce.  In 
Japan,  with  over  3,000  competing  bran 
Kikkoman  is  far  and  away  the  best  sell 
America  leads  the  nearly  100  other 
nations  that  today  enjoy  Kikkoman 
savory,  versatile  flavor.  And  now, 
Kikkoman  is  America's  best-selling  So} 
Sauce.  Not  surprisingly,  among  Americ 
leading  brands,  only  Kikkoman  is 
naturally  brewed.  (Others  are  chemicall 
processed.) 

Quality  ingredients  and  slow,  natural 
brewing  —  in  Kikkoman,  they  make  a 
world  of  difference. 


f  your  company  can  survive  a  "slump"  that  has 
>ersisted  for  the  past  three  years,  it  can  prob- 
bly  survive  just  about  anything. 


Building 
materials 


By  Jonathan  Greenberg 

r|  his  thing  ain't  gonna  last  for- 
ever," says  Frank  Herbert 
cheerfully.  "At  14%  [mortgage 
Dan  rates],  we'll  be  back  in  business, 
'here's  a  pent-up  demand  for  2  mil- 
ion  housing  starts  a  year  for  the  next 
sn  years." 
Herbert  is  senior  vice  president  of 
m  Walter  Corp.,  the  big  (1981  sales, 
2  billion)  building  materials  and  nat- 
ral  resources  company.  His  is  the 
heerfulness  born  of  stoicism.  After 
11,  the  housing  "slump"  has  been  go- 
ig  on  since  November  1978.  If  it  goes 
n  another  six  months  or  eight 
lonths  or  another  year,  what  then? 
^ell,  the  survivors  will  go  on  surviv- 
ng.  For  them,  prosperity  is  a  happy 
lemory  By  now,  the  companies  that 
lake  lumber,  gypsum,  roofing  mate- 
ials  and  glass  are  lean  and  mean. 

Look  what  has  just  happened  to 
hem.  Compared  with  1980,  which 
/as  bleak  enough,  1981  was  a  disas- 
er.  Housing  starts,  at  about  1  million, 
it  their  lowest  level  since  1946.  Thus 
be  industry  talks  about  recession  not 
n  the  present  or  future  tense,  but  as 
amething  that  has  been  around  for  a 
ang  time.  "You've  got  to  look  at  how 
eep  this  recession  has  been,"  says 
lerman  J.  Smith,  president  of  the  Na- 
ional  Association  of  Home  Builders. 
In  housing  it  started  36  months  ago 
nd  has  grown  progressively  worse 
ver  since." 
What  to  do?  To  keep  volume  up  in  a 
eclining  market,  many  building  ma- 
erials  companies,  especially  regional 
uppliers,  cut  their  prices.  So,  despite 
relation's  pushing  up  their  own  costs, 
nanufacturers  of  roofing,  cement  and 
ypsum,  such  as  Jim  Walter,  Lone  Star 
ndustries  and  Manville  Corp.  had  to 
lash  their  prices  by  about  10%.  Re- 
ult:  Margins  shrank  paper-thin  or 


disappeared.  At  Manville,  for  exam- 
ple, roofing  products  operations 
earned  $7.76  million  in  the  first  nine 
months  of  1980— but  lost  $12.4  mil- 
lion in  the  same  period  in  1981.  Some 
other  Manville  product  lines  were 
down  over  25%,  and  per-share  earn- 
ings were  off  50%  from  last  year. 
That's  a  precipitous  four-fifths  drop 
since  the  prosperous  days  of  1978. 

Even  diversification  can  boomer- 
ang. Jim  Walter  has  spent  $284  mil- 
lion since  1978  developing  its  six  coal 
mines.  The  company's  earnings 
plunged  80%  last  year,  partly  because 
of  a  50%  rise  in  annual  interest  ex- 
pense. Still,  says  Herbert,  the  diversi- 
fication will  pay  off  eventually.  Says 
he:  "It's  changing  our  very  nature 
from  a  building  materials  company  to 
a  natural  resources  company." 

Virtually  the  only  building  material 


shielded  from  the  downswing  has 
been  fiberglass.  That's  why  Owens- 
Corning  Fiberglas,  the  leading  manu- 
facturer of  glass  fiber  products,  regis- 
tered a  30%  earnings  gain  in  the  first 
three  quarters  of  1981.  With  energy 
costs  rising,  more  insulation  is  going 
into  new  homes,  and  homeowners  are 
reinsulating  old  ones. 

In  commercial  construction,  says 
Carmine  J.  Muratore,  executive  vice 
president  of  cementmaker  Lone  Star 
Industries,  there  is  a  backlog  of  de- 
mand that  was  stopped  virtually  in  its 
tracks  in  early  1980.  "Because  of  the 
abruptness  in  the  way  interest  rates 
rose,  you  had  a  complete  stoppage," 
Muratore  says.  "There's  a  very  signifi- 
cant underlying  desire  just  waiting 
out  there." 

"Underlying  desire"?  Sounds  suspi- 
ciously like  pent-up  demand — the 
building  materials  companies'  favorite 
term.  But,  in  fact,  that  pent-up  de- 
mand should  not  be  taken  for  granted. 
For  example,  housing  "may  not  auto- 


Insulating  a  home  to  cut  energy  costs 
Nothing  but  the  bare  necessities. 
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matically  be  back  in  business  at  14% ," 
in  the  view  of  some  experts.  "There  is 
tremendous  pressure  on  savings  and 
loans  to  diversify  into  investments 
other  than  home  mortgages,  like  con- 
sumer loans/'  says  Goldman,  Sachs 
analyst  Morris  Mark.  "It  will  be  more 
difficult  to  get  mortgage  money  than  it 
would  have  been  at  a  comparable  point 


in  the  interest  rate  cycle  previously, 
and  you'll  have  to  pay  a  higher  rate. 
You  can't  look  to  housing  to  lead  us  out 
of  the  recession." 

Maybe  not,  but  you  may  have  a 
hard  time  convincing  someone  like 
Graham  J.  Morgan,  CEO  of  U.S.  Gyp- 
sum Co.  Morgan  has  been  in  this  busi- 
ness for  42  years,  and  he's  confident 


the  dam  will  break  sooner  or  later.  He 
has  cut  his  payroll  by  2,500  workers  in 
18  months  and  slashed  inventory  and 
new  capital  commitments  "to  get  rid 
of  all  the  fat."  Now  he's  looking 
ahead.  When  the  rates  come  down,  he 
says,  "we  should  experience  perhaps 
the  highest  level  of  prosperity  we've 
ever  known."  He  means  it  ■ 


Building  materials 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-yei 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rank 

Lumber 

Willamette  Inds 

16.9% 

1 

9.1% 

0.5 

6.9% 

1 

12.4% 

3.9% 

16.8% 

2 

9.4% 

4 

Georgia-Pacific 

15.8 

2 

9.1 

0.5 

6.0 

3 

10.1 

3.7 

15.0 

3  - 

9.2 

5 

Weyerhaeuser 

15.3 

3 

7.6 

0.5 

6.3 

2 

10.9 

5.0 

11.7 

5 

6.6 

6 

Louisiana-Pacific 

15.0 

4 

A  7 

3.6 

4 

9.9 

21.1 

1 

9.9 

3 

Champion  Intl 

14.0 

5 

8.0 

0.4 

5.9 

6 

8.7 

3.4 

8.8 

8 

5.9 

7 

Boise  Cascade 

12.9 

6 

9.4 

0.6 

6.4 

5 

9.4 

3.8 

13.9 

4 

31.6 

1 

Southwest  Forest  Inds 

12.3 

7 

5.6 

1.0 

5.7 

7 

8.5 

2.5 

9.4 

7 

15.2 

2 

Edward  Hines  Lumber 

5.3 

8 

def 

0.3 

def 

8 

5.4 

def 

10.1 

6 

-6.0 

8 

Medians 

14.5 

7.8 

0.5 

6.0 

9.7 

3.6 

12.8 

9.3 

Cement  and  gypsum 

United  States  Gypsum 

17.3% 

1 

11.6% 

0.2 

9.0% 

1 

12.4% 

5.1% 

11.8% 

2 

20.3% 

1 

Ideal  Basic  Inds 

16.5 

2 

11.2 

0.7 

5.4 

3 

10.9 

8.7 

11.3 

3 

12.1 

5 

Gifford-Hill 

15.5 

3 

14.6 

1.4 

10.6 

2 

11.3 

4.3 

16.1 

1 

15.3 

2 

Lone  Star  Industries 

14.8 

4 

1 1.8 

0.6 

7.8 

5 

9.9 

5.6 

8.0 

5 

14.9 

4 

National  Gypsum 

13.9 

5 

y.z 

u.o 

7.2 

4 

10.5 

o.o 

8.4 

4 

14.9 

3 

Penn-Dixie  Inds 

def 

6 

n  7 

u.  / 

def 

6 

def 

Get 

1.0 

6 

P-D 

6 

Medians 

15.2 

11.4 

0.7 

7.5 

10.7 

5.2 

9.9 

14.9 

Other  building  materials 

Evans  Products 

17.0% 

1 

5.3% 

1.0 

4.9% 

4 

11.2% 

1.4% 

6.6% 

12 

37.8% 

1 

H  H  Robertson 

16.6 

2 

23.8 

0.4 

18.0 

1 

12.8 

4.3 

9.2 

8 

16.5 

3 

Owens-Corning  Fbrgls 

16.1 

3 

8.6 

0.4 

6.7 

3 

12.4 

2.7 

19.9 

1 

14.9 

4 

Masonite 

1  A  A 
1H.O 

A 

10.2 

0.1 

o  n 
y.u 

>> 

L 

1  1  7 

5.0 

10.3 

6 

11.4 

5 

PPG  Industries 

14.2 

5 

15.5 

0.3 

11.4 

5 

10.6 

6.9 

11.2 

4 

10.7 

6 

DeSoto 

12.9 

6 

MA 

u.o 

10.2 

6 

10.3 

O.J 

5.3 

14 

16.7 

2 

}im  Walter 

12.8 

7 

2.7 

0.8 

3.2 

10 

8.2 

1.0 

9.9 

7 

3.6 

10 

Intprnarp 

12.2 

8 

9.6 

0.3 

7.6 

8 

8.3 

3.7 

5.6 

13 

10.6 

7 

Manville 

10.4 

9 

3.5 

0.4 

4.4 

9 

8.2 

2.6 

13.6 

2 

7.0 

8 

Armstrong  World  Inds 

10.2 

10 

9.8 

0.2 

8.5 

7 

8.5 

4.1 

8.7 

9 

4.6 

9 

Ceco 

9.9 

11 

12.2 

0.2 

9.9 

11 

8.2 

3.1 

8.4 

11 

3.1 

11 

Certain-teed 

8.3 

12 

def 

0.4 

0.9 

12 

7.1 

def 

10.8 

5 

-0.2 

12 

Sherwin-Williams 

5.4 

13 

12.5 

0.7 

8.2 

14 

4.2 

2.5 

8.7 

10 

-8.0 

13 

Bird  &  Son 

5.3 

14 

def 

0.2 

def 

13 

6.0 

def 

12.3 

3 

-18.5 

14 

Medians 

12.5 

9.7 

0.4 

7.9 

8.4 

2.9 

9.6 

8.8 

Building  equipment 

Dover 

26.7% 

1 

28.3% 

0.1 

25.3% 

1 

23.1% 

9.3% 

17.8% 

2 

22.3% 

3 

American  Standard 

25.2 

2 

21.3 

0.4 

14.6 

2 

17.2 

5.4 

8.0 

7 

29.1 

1 

Masco 

23.9 

3 

22.4 

0.9 

12.6 

4 

14.5 

10.0 

20.5 

1 

18.2 

4 

Norris  Industries 

17.0 

4 

14.0 

0.1 

13.0 

3 

15.6 

5.5 

10.3 

4 

9.9 

6 

Scovill 

15.6 

5 

9.9 

0.6 

8.8 

6 

11.6 

2.2 

8.1 

6 

28.2 

2 

Butler  Manufacturing 

15.6 

6 

10.9 

0.2 

9.5 

5 

12.9 

4.1 

10.1 

5 

8.5 

7 

Trane 

13.4 

7 

13.2 

0.4 

10.0 

7 

10.8 

4.1 

12.3 

3 

15.1 

5 

Medians 

17.0 

14.0 

0.4 

12.6 

14.5 

5.4 

10.3 

18.2 

Industry  medians 

14.6 

9.8 

0.4 

7.6 

10.5 

3.8 

10.3 

10.7 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
P-D:  profit  to  deficit    def:  deficit. 
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'ou  can't  go  home  again,  said  Thomas  Wolfe, 
lie  big  engineering  and  construction  compa^ 
lies  tried  it  anyway.  So  far,  Wolfe  is  right. 


Contractors 


By  Anne  Bagamery 


IVY  e're  very  confident  the 
WKjM  economy  will  pick  up  in  mid- 
■  ■  1982,  as  it's  expected  to  do," 
ays  Winton  (Red)  Blount,  chairman 
f  Montgomery,  Ala. -based  Blount, 
ic.  "Then  again,"  he  adds  with  a 


rueful  chuckle,  "that's  what  we  said 
last  year." 

Last  year  was  a  rueful  story  indeed. 
That's  when  the  big  American  engi- 
neering and  construction  firms  were 
supposed  to  get  mountains  of  domes- 
tic work:  $5  billion  in  manufacturing- 
plant  improvements,  another  $5  bil- 


'orkers  on  a  Blount-buill  housing  and  medical  development  in  Tabuk,  Saudi  Arabia 
\mericans  are  having  to  earn  their  way  overseas  as  never  before." 


lion  in  refinery  upgradings,  a  whop- 
ping $12  billion  in  synthetic-fuels 
plants.  That  landslide  couldn't  have 
been  better  timed,  since  American 
companies  have  been  badly  squeezed 
by  foreigners  in  markets  they  used  to 
own  in  the  rest  of  the  world. 

But  the  big  domestic  bonanza  is 
still  aborning.  Interest  rates  are  only 
grudgingly  giving  way,  gasoline  de- 
mand has  plummeted  and  the  Reagan 
Administration  has  turned  a  cold 
shoulder  to  synfuels.  Result:  "We 
were  lucky  to  compete  for  half  the 
work  we  were  promised,"  says  T.J. 
Feehan,  president  of  the  big  Brown  & 
Root  subsidiary  of  Halliburton  Co. 
"We  even  saw  a  softening  in  Houston , 
for  God's  sake." 

Admittedly,  firms  like  Brown  & 
Root,  Fluor  and  Parsons  can  live  com- 
fortably off  their  multibillion-dollar 
backlogs  until  U.S.  capital  spending 
gets  going.  But  only  a  few  giant  engi- 
neering companies  can  do  that.  What 
are  the  others  to  do  in  the  meantime? 
Answer:  Go  back  overseas  to  try  to 
get  the  kind  of  mammoth  engineering 
and  construction  projects  that  used  to 
be  American  companies'  stock  in 
trade  but  which  have  been  increasing- 
ly captured  by  the  Japanese  and  Kore- 
ans. Now,  too,  the  competition  isn't 
only  the  upstart  Asians  but  also  big 
European  firms  such  as  Technip  of 
France,  Snamprogetti  of  Italy  and 
George  Wimpey  Ltd.  of  the  U.K. 

"We've  seen  the  end  of  the  glory 
days  when  American  companies 
would  waltz  off  with  any  project  vir- 
tually unchallenged,"  says  one  Wall 
Street  analyst.  "The  Americans  are 
having  to  earn  their  way  overseas  as 
they  never  have  before." 

What  are  the  stakes  overseas?  Take 
the  Middle  East.  Refining,  petro- 
chemical plants  and  urban  develop- 
ment alone  are  expected  to  amount 
to  $100  billion  in  contracts  over  the 
next  five  years.  South  America,  push- 
ing to  develop  its  domestic  oil  and 
minerals  industries,  should  account 
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"Everything  is  relative" 


Tlhe  U.S.  is  the  biggest,  most  robust  home-building 
market  in  the  world,"  says  Houston  builder  Walter 
Armstrong.  "You  can't  believe  how  good  it  is  over 
here." 

Wait  a  minute — robust?  Yes,  says  Armstrong.  He  is 
vice  president  of  American  SCREG,  the  U.S.  arm  of 
France's  second-largest  home  builder,  and  as  he  ex- 
plains: "Everything  is  relative." 

SCREG  (for  Socie'te'  Chimique  Routiere  et  d'Entre- 
prise  Gene'rale)  is  one  of  a  dozen  or  more  French, 
fapanese,  Canadian  and  other  foreign  home  builders 
moving  into  the  U.S.  Sick  though  Americans  may  think 
the  industry  to  be,  foreigners  think  it's  great.  Says 
Armstrong:  "In  France,  land  is  at  a  premium,  inflation 
has  been  25%  a  year  and  you  have  to  give  your  workers 
six  weeks'  vacation  or  they  won't  touch  a  nail." 

Besides,  he  figures  Americans  are  ready  for  Europe- 
an-style homes.  "They're  getting  away  from  the  tradi- 
tional picture  of  a  big  house  with  a  lot  of  yard  and  a 
wooden  fence  around  it.  They  can't  afford  that  any- 
more, so  they'll  have  to  settle  for  a  simpler,  smaller, 
more  modularized  home— just  the  kind  the  Europeans 
have  been  building  for  years." 

SCREG  entered  the  U.S.  seven  years  ago  by  buying  a 
smallish  Houston  home  builder  and  then  moved  into 
Dallas  a  year  later,  hoping  to  cash  in  on  a  home- 
building  boom  it  figured  local  firms  wouldn't  be  able  to 
supply.  That  was  cheeky  since  the  "local"  firms  are 
Houston-based  U.S.  Home  and  Dallas-based  Centex, 
the  two  biggest  U.S.  builders.  Still,  by  sticking  to  sim- 
ple designs  and  low-cost  construction,  Armstrong,  a 
48-year-old  native  Clevelander,  has  seen  his  sales  jump 
from  $2  million  to  $50  million  in  just  three  years. 

The  Americans  are  taking  note.  Last  year  U.S.  Home 
started  building  European-size  houses  in  Florida  in  a 
joint  venture  with  Socie'te'  des  Maisons  Phe'nix, 
France's  largest  home  builder  (and  18%  owner  of  U.S. 
Home).  Three  big  Canadian  developers  also  have  sin- 
gle-family housing  divisions  in  the  U.S.  And  two  years 
ago  Japan's  big  Daiwa  House  Corp.  set  up  its  first 


American  SCREG's  Hamlet  Cherbourg  in  Houston 


American  subsidiary,  Daiwa  House  Corp.  of  Texas;  its 
sales  have  gone  from  $2  million  to  over  $10  million. 

How  do  the  foreigners  cope  with  high  interest  rates? 
For  one  thing,  says  Armstrong,  they're  used  to  it;  20% 
mortgages  have  been  traditional  in  Europe  for  decades. 
So  American  SCREG  plans  for  periodic  slumps — elimi- 
nating costly  middle  management,  keeping  sales  pro- 
jections low.  "We  don't  take  a  really  optimistic  ap- 
proach," says  Armstrong.  "That  way  we're  often  pleas- 
antly surprised." 

But  although  they  are  noticing,  the  big  American 
firms  don't  seem  overly  worried  by  the  foreign  inva- 
sion so  far.  They  figure  that,  when  housing  does  turn 
up,  there  will  be  more  than  enough  work  to  go  around. 
They  had  better  hope  so.  Remarks  a  fapanese  banker: 
"Now  that  Daiwa  House  is  here,  I'm  sure  the  other 
Japanese  companies  will  come,  too.  It's  only  a  matter 
of  time." — A.B. 
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rani 

Heavy  construction 

Parsons 

29.7% 

1 

27.7% 

0.2 

24.2% 

1 

23.5% 

3.2% 

9.4% 

11 

26.0% 

1 

Fluor 

24.2 

2 

22.0 

0.1 

14.1 

3 

18.9 

2.2 

31.6 

3 

25.3 

2 

Kaneb  Services 

23.3 

3 

17.3 

0.6 

11.6 

4 

13.8 

9.2 

37.1 

1 

13.5 

6 

Blount 

19.8 

4 

13.8 

0.8 

8.5 

6 

12.4 

1.3 

11.2 

10 

15.8 

4 

Turner  Construction 

19.2 

5 

25.0 

0.0 

25.7 

2 

19.3 

0.5 

14.8 

7 

10.7 

8 

Morrison-Knudsen 

16.5 

6 

14.7 

0.1 

13.0 

5 

12.9 

1.8 

14.4 

8 

20.6 

3 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
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3r  another  $25  billion.  Then  there 
re  billions  of  dollars  more  in  Austra- 
la,  with  its  underdeveloped  alumi- 
um,  coal  and  oil  shale  properties; 
be  mineral-rich  countries  of  Central 
drica;  and  the  fledgling  oil  industry 
i  Southeast  Asia. 

Overall,  the  international  market  is 
;ckoned  at  over  $100  billion.  True, 
tie  U.S.  domestic  market  is  about  the 
ame  size.  But  margins  can  be  twice 
s  high  overseas,  and  the  market  is 
till  largely  untapped.  Tapping  that 
larket,  though,  once  taken  for  grant- 
d,  is  now  difficult.  U.S.  companies 
nee  had  a  clear  technical  advantage. 
We  used  to  be  able  to  march  on  the 
:ene  and  declare,  'Hi,  we're  the  great 
rown  &  Root,  and  we  have  the  best 
rilling  rig  in  the  world,'  "  says  B&R's 
eehan.  "Now,  Snamprogetti  has  a  rig 
rat's  every  bit  as  good  as  ours  and 
ampetitively  priced."  The  Europeans 
rid  Asians,  too,  often  have  the  finan- 
ial  backing  of  their  home  govern- 
lents.  Result:  Americans  have  been 
ushed  out  of  some  markets — South 
.merica,  for  example — and  into  nar- 
iw  corners  of  others,  such  as  the 
liddle  East. 


"Unless  the  project  requires  very 
specialized  expertise,  which  we  alone 
possess,  we're  trying  to  stay  out  of 
very  competitive  markets,"  explains 
ER.  Mason,  senior  vice  president  of 
Raymond  International.  "Often 
there's  just  no  way  we  can  compete 
on  cost." 

Of  course,  one  way  to  beat  the  com- 


"We  used  to  be  able  to  march 
on  the  scene  and  declare,  'Hi, 
we're  the  great  Brown  &,  Root, 
and  we  have  the  best  drilling 
rig  in  the  world.'  Now,  Snam- 
progetti has  a  rig  that's  as 
good  as  ours  and  competi- 
tively priced."  Result:  Ameri- 
cans have  been  pushed  out  of 
some  markets. 


petition  is  to  join  it.  In  the  past  two 
years,  American  firms  have  formed 
joint  ventures  with  the  foreigners  on 
more  than  half  a  dozen  big  contracts, 
including  the  $1.7  billion  University 
of  Riyadh  that  Blount  will  build  in 
Saudi  Arabia  with  Bouygues  of 
France. 

For  the  most  part,  though,  U.S. 


firms  are  dealing  with  the  competi- 
tion by  trying  tp  avoid  it — concen- 
trating on  markets  the  Europeans 
haven't  yet  really  exploited,  such  as 
Southeast  Asia.  But  that  can  expose 
U.S.  firms  to  a  good  deal  more  risk, 
since  many  of  those  untouched  mar- 
kets are  international  hot  spots.  Ray- 
mond International,  for  example,  is 
helping  build  a  huge  aluminum  smelt- 
er in  Libya,  and  Blount  is  looking 
hungrily  at  Egypt.  Could  they  be  for- 
getting that  Brown  &  Root  and 
SEDCO  are  still  out  over  $200  mil- 
lion in  claims  against  Iran? 

Not  to  worry,  says  Raymond's  Ma- 
son: If  anything,  the  U.S.  firms  are 
"paranoid"  after  what  happened  in 
Iran.  They  have  taken  out  $500  mil- 
lion worth  of  insurance  since  1979 
with  the  government's  Overseas  Pri- 
vate Investment  Corp.  In  fact,  Brown 
&  Root  even  insures  small  offshore 
projects  in  Mexico,  just  two  hours 
away  from  its  Houston  headquarters. 
"I  know  it's  hard  to  think  of  Mexico 
as  foreign,"  says  Feehan.  "But  these 
days  we  have  to  go  to  the  darnedest 
places  for  work,  and  wherever  we  go 
we  have  to  hold  our  breath."  ■ 
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5 
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19.0 
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0.6 

14.9 
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CO 

15.8 
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27.9 
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9.9 

25.1 
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11.9 

5 
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20.7 
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18.3 
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stry  medians 

18.1 

16.9 

0.4 

12.9 

12.2 
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15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

After  all  tho.se  years  tied  to  Detroit's  apron 
strings,  asking  auto  suppliers  to  expand  over- 
seas is  like  asking  it  of  a  Sears  supplier.  But  the 
world  car  will  require  the  world  supplier.  ~ 


Auto  suppliers 


By  Lisa  Gross 


T|  ALK  ABOUT  GOING  OUT  in  the 
cold:  Fully  20  of  the  30  major 
U.S.  auto  supply  companies 
won't  survive  as  pure  auto  suppliers 
past  the  middle  of  this  decade,  pre- 
dicts Robert  Orsini,  vice  president  of 
Cleveland's  Wm.  C.  Roney  &  Co.  The 
restructuring  required  will  be  mas- 
sive, and  few  of  them,  he  says,  have 
the  money,  let  alone  the  inclination. 

Indeed,  some  have  already  called  it 
quits  in  auto  supply.  Take  $2.5  billion 
1 1980  sales)  Dana  Corp.,  for  example. 
Although  30%  of  Dana's  business  is 
still  in  trucks  and  7%  in  passenger 
cars,  it  no  longer  considers  itself  an 
across-the-board  automotive  supplier. 
Carl  Hirsch,  Dana's  vice  president  of 


corporate  planning,  says  Dana  will 
concentrate  in  the  future  on  compo- 
nents for  hydraulics,  electronics  and 
mechanical  transmissions — for  indus- 
trial markets,  not  autos. 

The  big  hurdle,  of  course,  is  that 
auto  suppliers  must  soon  be  in  busi- 
ness all  over  the  world  because  cars 
will  be  manufactured  all  over  the 
world.  After  all  those  years  tied  to 
Detroit's  apron  strings,  that's  a  tough 
decision — like  asking  a  Sears  supplier 
to  open  plants  in  Belgium,  Holland 
and  Argentina.  On  this  point,  says 
Orsini,  a  good  many  auto  supply  com- 
panies "have  blinders  on.  They're 
spending  too  much  time  blaming 
things  like  interest  rates  instead  of 
facing  up  to  their  problems." 

But  farsighted  companies  have  al- 


ready made  the  first  steps.  Take  $45: 
million  (1980  sales)  Sheller-Globe 
whose  return  on  equity  last  year  wa: 
17.5%,  up  from  a  negative  return  ii 
1980.  How  was  it  done?  By  cuttinj 
back  capacity — Sheller-Globe  cai 
break  even  on  a  5  million-unit  yearb 
domestic  auto  production — and  shut 
ting  down  its  tool-and-die  and  pad 
ded-products  businesses.  "We're  mov 
ing  into  the  world-car  concept  rapidly 
and  we'll  be  making  acquisitions  ii 
the  European  market,"  says  Chair 
man  Chester  Devenow. 

The  Bristol,  Conn.-headquartere< 
Barnes  Group  has  been  moving  over 
seas  for  more  than  a  decade,  and  nov 
provides  parts  to  companies  like  Gen 
eral  Motors  and  W.  Germany's  Rober 
Bosch.  "In  the  late  1960s  we  decide< 
worldwide  sourcing  was  where  to  be,' 
says  Chairman  Wallace  Barnes.  "Wi 
moved  into  Germany,  Holland,  En 
gland,  Sweden,  France,  Spain,  Mexico 


Making  ITT  brakeline  tubing  in  Europe 
Get  out  into  the  world,  or  get  out. 


If  it's  good  for  GM,  is  it  good  for  A.O.  Smith? 


There's  a  stubborn  streak  run- 
ning through  A.O.  Smith  Corp. 
Three  years  ago  GM  decided  to 
phase  out  a  full  70%  of  Smith's 
auto-division  production  by  1985. 
Result:  The  Milwaukee-based 
chassis  builder's  1979  profits 
dropped  106%,  to  a  $1.7  million 
loss,  in  1980.  After  an  experience 
like  that,  you  would  think  Smith 
would  move  heaven  and  earth  to 
spread  its  customer  base. 

Not  at  all.  Smith  has  spent  more 
than  $20  million  on  a  rear-axle 
manufacturing  plant  in  Tennessee 
to  supply  GM  (which  uses  Smith 
axles) — and  Chrysler.  It/5  a  diversi- 
fication from  frames,  and  Smith  « 
adding  another  customer.  But  it 
will  still  have  50%  of  its  eggs  in 
just  two  Detroit  baskets.  Says 
Timothy  Reiland  of  Robert  W. 


Baird  &  Co.:  "Smith  needs  a  9- 
million-plus  car  market  to  return 
to  acceptable  levels  of  profitabil- 
ity." What  it's  likely  to  get  is  8.5 
million  units  at  best  for  1982,  may- 
be 10  million  in  1985.  The  strate- 
gy? "First  of  all,  the  frame  business 
isn't  ailing  compared  with  1980," 
says  J.R.  Parker,  Smith's  64-year- 
old  company  president.  "We're  not 
at  all  pessimistic."  Why?  The  old 
story:  "There's  a  lot  of  pent-up  de- 
mand out  there." 

What  does  it  prove?  Probably 
two  things:  1)  that  Smith  is  com- 
mitted— stubborn  as  a  mule,  some 
would  say — when  it  comes  to  the 
U.S.  auto  business;  and  2)  that  it's 
betting  the  future  on  one  customer 
that  has  rejected  it  to  a  great  degree 
already  and  another  whose  future 
is  at  best  uncertain. — Bess  Gallanis 


razil  and  Argentina." 
Perhaps  the  best  positioned  of  all  is 
iternational  Telephone  &  Tele- 
aph's  $1.8  billion  (1981  sales)  auto- 
lotive  division.  A  full  55%  of  that 
1.8  billion  came  from  outside  the 
.S.  in  1981. 

ITT,  of  course,  was  accustomed  to 
unking  in  global  terms  because  of  its 
orldwide  communications  business. 
}  it  entered  the  auto  supply  business 
i  the  early  Seventies  by  buying  parts 
>mpanies  such  as  Holland's  Koni  In- 
jstries  (shock  absorbers),  Italian- 
ised IAO  (mufflers,  oil  seals)  and 
igbee  Industries  (tubing  for  diesel  in- 
ction  systems  and  brakes),  based  in 
le  U.S.  but  with  plants  in  Germany 
id  England. 

Of  course,  ITT  knows  that  auto  pro- 


duction is  still  the  key,  wherever  the 
market  is,  and  the  huge  North  Ameri- 
can market  is  still  the  major  part  of  it. 
"It  will  be  a  slow  first  half,"  says  Ed- 
mund Carpenter,  an  ITT  vice  presi- 
dent and  automotive  group  executive. 
"We're  hoping  for  increased  sales  in 
the  third  and  fourth  quarters.  But 
overall  we're  planning  for  a  flat  year, 
especially  in  North  America." 

Getting  overseas  is  not  the  only 
problem.  As  auto  companies  retool,  so 
must  their  suppliers.  In  fact,  it's  esti- 
mated that  the  suppliers  must  match 
the  producers  dollar  for  dollar:  If  the 
automakers  are  spending  $70  billion 
to  retool,  the  suppliers  must  spend  the 
same.  Why  not  wait  to  see  how  it  all 
comes  out  and  then  retool?  "I  hope 
people  who  do  that  are  all  my  com- 


petitors," laughs  ITT's  Carpenter. 
"It's  a  dangerous  attitude  to  take." 

In  fact,  for  many  companies  the 
wisest  course  probably  will  be  to  try 
to  dominate  a  niche  in  auto  supplies, 
while  diversifying  a  good  chunk  of  the 
business  into  other  fields.  Take  Mo- 
torola, for  example,  with  less  than 
10%  of  sales  now  to  the  auto  indus- 
try— microprocessors  for  ignitions,  al- 
ternator charging  systems,  and  sen- 
sors— and  with  the  rest  of  its  sales  to 
the  communications  and  semicon- 
ductor markets. 

The  world  car — built  of  compo- 
nents manufactured  all  over  the 
globe — is  close  to  reality.  To  help 
build  it,  a  brand-new  breed  of  auto 
suppliers  is  emerging.  The  old  breed's 
days  are  numbered.  ■ 
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2.6 

22  2.5 

0.4 

3.7 

22 

-22.0 

22 

lans 

15.3 

14.1 

0.4 

10.1 

12.2 

3.9 

13.0 

13.6 

stry  medians 

13.9 

12.4 

0.4 

9.8 

10.1 

3.3 

10.6 

10.6 

ndustry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 
P-D:  profit  to  deficit    def:  deficit. 
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Is  Roger  Smith  whistling  past  the  graveyard?  Or 
is  unflagging  optimism  simply  part  of  every 
General  Motors  chairman's  job?  


Autos  and  trucks 


By  Maurice  Barn  father 

T|  HE  U.S.  AUTO  INDUSTRY  has  Col- 
lectively  lost  $5.5  billion  over 
the  last  two  years,  and  it  may 
lose  another  $1.4  billion  this  year. 
Sales  barely  staggered  past  6.3  million 
vehicles  last  year,  compared  with 
1978's  peak  of  11.3  million,  and  the 
automakers  are  now  girding  for  a 
wages  and  benefits  battle  with  the 
UAW  in  which  the  union  seems  any- 
thing but  tractable. 

Yet  optimism  seems  to  come  with 
the  territory  in  the  chairman's  job  at 
General  Motors,  where  the  incum- 
bent, Roger  Smith,  is  already  talking 
about  the  return  of  the  midsize  car 
and  the  future  "competitive  disadvan- 
tage" the  Japanese  will  face  in  the 
U.S.  market. 


Is  Smith  whistling  past  the  grave- 
yard; Forbes  sat  down  for  a  chat  with 
him  to  find  out.  We  began  by  asking 
when  he  thought  auto  sales  would 
turn  up. 

Smith:  We  expect  a  50%  increase  by 
1985  from  our  current  depressed  lev- 
els. By  1990  it  should  be  50  million 
cars  and  trucks  worldwide,  about  19 
million  of  them  in  the  U.S. 

Doesn't  a  forecast  like  that  depend  on 
whether  the  "pent-up  demand"  the  auto 
industry  talks  about  is  really  out  there? 
Smith:  I  talk  to  dealers  and  they  tell  me 
they're  getting  some  cars  in  that 
couldn't  go  another  1,000  miles,  cars 
that  were  held  together  with  baling 
wire  and  Scotch  tape.  I  don't  think 
our  car  buyers  have  left  us.  They  are 
laying  back  and  waiting  it  out.  We're 


General  Motors  Chairman  Roger  Smith 

"It  doesnt  mean  there  a  rent  going  to  be  any  more  big  cars. 


still  a  growth  industry.  Of  that  I  fee 
very  confident. 

Why  do  U.S.  manufacturers  continm 
to  build  so  many  big  cars  when  the  mar 
ket  seems  to  indicate  that  US.  bit  yen 
want  small  cars? 

Smith.  There  definitely  has  been  a  shif 
to  smaller  cars,  there's  no  questioi 
about  that.  Part  of  it  is  permanent 
But  it  does  not  mean  there  aren't  go 
ing  to  be  any  more  big  cars.  Abou 
25%  of  the  families  in  America  havi 
five  or  more  people.  Consider  hov 
many  of  them  are  hauling  trailers 
boats,  snowmobiles,  motorcycles 
There's  still  a  big  market  for  big  cars 
The  point  is  not  big  versus  small;  th( 
point  is  fuel  efficiency.  You  don' 
have  to  buy  a  little  car  to  get  fue 
efficiency.  Our  plan  is  not  to  forci 
everybody  down  to  a  little  car  but  t< 
give  fuel  economy  across  the  board. 

Do  you  see  the  tide  turning  agains 
small  cars  and  back  to  big  cars  someday? 
Smith:  I  don't  think  you  are  going  t< 
see  swings  back  and  forth.  What  hap 
pened  was  that  people  who  were  go 
ing  to  get  small  cars  anyway  go 
rushed  into  buying  them.  The  gu; 
who  wanted  a  middle-size  or  large 
car  didn't  run  in.  He's  the  one  whi 
will  swing  back,  because  he  stayed  ou 
of  the  market.  I  think  he's  still  ou 
there,  waiting  for  the  car  he  wants  a 
the  fuel  economy  he  wants  and  at  th 
price  he  can  afford.  That's  why  I  sa^ 
you  are  going  to  get  a  lot  of  people  int< 
a  new  market. 

What's  holding  these  people  back  now': 
Smith:  I  think  it's  sticker-price  shock 
combined  with  the  buyer's  economr 
expectations.  When  the  economy  i 
moving  up,  a  fellow  says,  "I  don' 
mind  buying  a  car  on  time  because 
know  I'm  going  to  have  a  job."  Bu 
when  he  says,  "I  might  get  laid  off"  o 
"I  don't  know  if  I'm  going  to  make  a 
much  money  next  year,"  that's  whei 
he  slows  down  on  buying.  Also,  we'vi 
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t  on  our  cars  right  now  about  $1,125 
)rth  of  government-mandated 
uipment,  and  our  consumers  don't 
:  the  value  to  most  of  that. 

Ire  you  concerned  about  Japanese 
npetition  in  the  midsize  car  market? 
ith:  I  don't  think  it's  that  cut-and- 
ied.  We're  concerned  about  all  our 
mpetition.  But  if  I  were  a  Japanese 
aducer  and  I  got  a  look  at  General 
otors'  new  midsize  cars,  I  think  I'd 
i  to  shift  all  my  midsize  cars  to 
rica.  I  think  they're  going  to  be  at 
extreme  competitive  disadvantage. 

Vhere  does  GM  stand  with  robotics? 
ith:  I  think  we're  more  advanced 
in  people  may  think.  There's  a 
jblem  of  definition  when  you  talk 
out  robots.  I  can  take  you  to  one  of 
r  automated  body  shops  where  all 
;  parts  on  the  side  of  a  car  are  put 
wn  flat  on  a  machine  that  is  maybe 
lr  times  the  size  of  this  room.  It 
ts  them  in  the  exact  position  and 
ikes  something  like  100  welds — 
rig,  right  like  that — instead  of  start- 
l  a  body  and  adding  a  piece  on  here 
d  a  piece  on  there  with  robots, 
rhere  are  smart  robots  and  there 
:  dumb  robots.  I've  seen  robots  in 
>anese  plants,  the  kind  that  sneak 
t  and  make  a  big  pinch-weld,  and 
e  stood  there  and  watched  when, 
some  reason,  there  wasn't  a  car  [on 
;  line],  and  the  old  robot  went  out 


Robot  "equivalency" 


Automation  in  a  General  Motors  body  plant 

Entire  side  of  auto  body  is  welded  by  computer  system. 


Completed  side  goes  to  quality  control  and  inspection 
"There  are  smart  robots  and  dumb  robots." 
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12 
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13 
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5.0 
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14 
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0.9 
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P-D 

12 

y-Ferguson 
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14 
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1.7 
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13 
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8.4 
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P-D 

12 

try  medians 

13.4 

7.3 

0.3 

6.0 
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2.2 

12.1 

7.2 

dustry  medians 

15.5 

14.7 

0.4 

10.9 
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4.5 

14.0 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51 
P-D:  profit  to  deficit,    def:  deficit. 
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FREE  REPORT 
SHOWS 

HOW  TO 
MAKE  MONEY 
WITH  A  $1,1 
VIDEO 

CAMERA 

32-page  report  shows  how 
you  can  get  into  this  lucra- 
tive, new  field.  Research 
shows  most  operators  start 
at  home  part-time  and  with- 
in 3  to  6  months  have 
waiting  lists  of  customers 
and  a  full-time  business 
that  nets  over  $50,000  a 
year.  Many  fields  wide  open 
—  medical  malpractice 
prevention,  legal  docu- 
mentation, weddings,  ama- 
teur sports  events,  wills, 
and  many  other  noncom- 
petitive areas. 

WRITE  FOR  FREE 
REPORT  TODAY 

f©  IEA,  2311  Pontius  Ave.,Suite  E-919 1 
Los  Angeles,  CA  90064 


Research  Department,  Suite  E-919 
IEA,  2311  Pontius  Avenue 
Los  Angeles,  CA  90064 

□  YES,  I  want  to  learn  the 
ways  I  can  make  mon- 
ey with  a  simple-to-use 
video  camera.  Send 
your  free  32-page  re- 
port today.  I've  en- 
closed $1.00  for  post- 
age and  handling. 

Name  


Address 

City  

State  


E-919 


Zip- 


and  welded  anyway.  On 
I  the  other  hand,  robots 
jare  mueh  better  for  jobs 
|  like  painting  or  quality 
I  control.  We  probably  use 
many  more  robots  for  checking  gaug- 
ing and  tolerances  than  we  do  for 
manufacturing. 

How  far  will  interest  rates  have  to 
come  down  before  the  auto  market  is 
revived? 

Smith:  I'd  be  happy  to  see  12%  or  13% 
for  a  while.  I  think  we  have  a  good 
chance  of  getting  there. 

Are  you  rethinking  your  $40  billion 
capital  investment  program? 
Smith:  If  you  are  asking  whether  we 
have  made  any  major  changes  in  our 
investment  plans,  the  answer  is  no. 
We've  never  had  a  $40  billion  program 
per  se;  we  had  a  program  that  was 
going  to  cost  $40  billion.  There's  a  big 
difference.  I'd  say,  if  anything,  we're 
probably  going  to  spend  more  than 
that  in  order  to  get  done  what  we 
want  to  do.  People  have  to  quit  get- 
ting frantic  every  time  we  decide 
we're  going  to  make  a  left  turn  or 
right  turn. 

For  example,  we  knew  the  analysts 
were  way  off  on  our  third-quarter  re- 
sults. But  you  don't  call  a  press  con- 
ference to  say,  "Hey,  you  guys  are 
off."  The  SEC  has  rules  about  what 
you  do  and  don't  say  to  people.  What 
they  did  not  realize  is  that  we  had 
nearly  twice  the  "down"  weeks  be- 
cause we  were  changing  over  the  big- 
car  lines,  and  we  had  three  plants 
start  up,  all  brand-new,  on  a  brand- 
new  product. 

Now  people  say,  "Axe  you  going  to 
slow  down  on  your  product  program 
or  your  plant  spending?"  I  put  it  to 
you  the  other  way:  With  housing  con- 
struction in  this  country  at  an  alltime 
low,  in  fact,  this  is  a  wonderful  time 
to  build  a  factory. 

How  much  are  you  spending,  then,  in 
capital  improvements? 
Smith:  We  haven't  really  priced  it  out. 
How  the  $40  billion  got  in  there  was 
that  people  added  up  what  our  spend- 
ing was  going  to  be  from  1980  to 
1984.  You  could  have  gone  1980  to 
1985  and  got  a  different  number. 

Will  you  have  to  raise  new  capital  in 
the  U.S.  in  1982? 

Smith:  I  don't  know.  That  depends  on 
how  much  our  earnings  are.  Our  plan 
is  to  finance  what  we  can  through 
depreciation  and  the  cash  generated 
by  the  business.  If  the  economy  turns 
up  and  if  there  is  an  opening  in  the 
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market  that  looks  attractive,  we 
probably  get  some  [financing!  just 
increase  our  safety  margin. 

How  do  you  see  joint  ventures  with  tk 
Japanese? 

Smith:  Suzuki  is  the  world's  large 
manufacturer  of  minicars,  a  compar 
with  outstanding  quality  and  reliabi 
ity.  We  can  help  them  on  emissioi 
and  safety,  and  they  can  help  us  t 
supplying  a  product  that  we  can  se 
all  over  the  world.  Why  should  v 
put  tremendous  investments  in  c 
that  end  of  the  market  when  we  a 
make  a  good  arrangement  with  Si 
zuki  right  now?  It  would  be  vei 
difficult  for  us  in  this  country  I 
produce  a  car  that  Suzuki  can  at  tl 
same  cost  it  can. 

Is  the  J  car  a  disaster? 
Smith:  The  people  I  judge  the  J  car  c 
are  the  dealers,  and  they  say  we  have 
winner  and  should  hold  on  and  hai 
tough.  I  can  give  you  an  argument  th 
the  worst  thing  that's  happening  to  j 
is  bringing  out  all  these  beautifi 
brand-new  products  in  a  dumb  mark 
that's  way  down. 

Why  won't  your  new  S  car  be  launcht 
here  until  1985  or  1986? 
Smith:  I  don't  know  where  you  get  tl 
1985-86.  Don't  believe  everything  yc 
read  in  the  newspapers.  I'm  not  goii 
to  tell  you  when  we're  going  to  ha1 
an  S  car,  because  our  competitic 
would  love  to  know. 

Does  GM  have  plans  to  diversify'? 
Smith:  I  don't  think  you'll  see  us  b 
coming  a  widespread  conglomerate 
think  we'll  grow  where  our  talen 
take  us.  Right  now  General  Motors 
the  world's  largest  manufacturer 
controlled  computers.  I'd  say  dow 
the  road  we  might  be  a  surprisii 
factor  in  robots,  simply  because 
think  we  have  more  technology 
robots  right  now  than  most  of  tl 
people  that  are  making  them. 

Do  you  think  government  energy  po> 
cy  was  at  the  bottom  of  the  U.S.  am 
industry's  troubles? 

Smith:  Before  Iran  and  the  big  c 
crunches  came,  we  had  difficulty  sel 
ing small  cars.  Had  a  more  reasonab 
energy  policy  been  followed  in  pri 
ing,  we  could  have  made  this  trans 
tion  over  a  period  of  time  without  tl 
trauma  and  shock  we're  all  goii 
through  right  now.  But  I've  got  to  sj 
that,  in  some  respects,  maybe  it  a 
hasn't  been  so  bad  for  us.  It  certain 
got  us  turned  around  faster  than  v 
would  have  ordinarily.  ■ 
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the  new  chairman  of  the  ICC  trying  to  slow 
>wn  deregulation  of  the  trucking  industry  by 

It 


ossing  every  "t"  and  dotting  every 


1  P 


xtainly  looks  that  way. 


Truckers  and 
shippers 


By  Beth  Brophy 


Jum  raps,  bum  raps!"  Reese 
Taylor  Jr.  is  ordinarily  a  conge- 
nial son,  but  the  new  chairman 
:he  interstate  Commerce  Commis- 
n  was  more  than  a  little  nettled  by 
question:  Is  he  slamming  the 
kes  on  trucking  deregulation? 
er  all,  his  appointment  has  been 
iely  regarded  as  President  Reagan's 
itical  payoff  to  the  Teamsters, 


with  whom  deregulation  is  about  as 
popular  as  the  FBI. 

"I  have  no  Teamster  connection," 
Taylor  insists  vehemently.  "Most  of 
my  labor  relations  practice  was  spent 
representing  management  and  fight- 
ing the  Teamsters.  My  biggest  prob- 
lem is  the  misconception  of  the  Mo- 
tor Carrier  Act  of  1980.  Anything  I  do 
is  perceived  as  a  step  backwards." 

Misconception?  "It's  a  misnomer 
to  call  the  act  the  'deregulation'  law," 


U 


says  Taylor.  "Congress  didn't  intend 
total  deregulation."  What  sets  him 
apart  from  his  predecessor,  Darius 
Gaskins,  a  committed  deregulator,  is 
a  "stricter  interpretation"  of  the 
1980  law,  Taylor  says.  The  commis- 
sion was  too  liberal,  he  contends,  in 
granting  operating  licenses,  some- 
times giving  truckers  more  operating 
authority  than  they  sought  or  could 
handle.  Of  course,  that  "stricter  in- 
terpretation" sounds  ominously  like 
even  more  regulation. 

Taylor  also  says  he  will  look  for 
"predatory"  pricing,  another  major 
shift  from  the  laissez-faire  attitude 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51 

TFour-year  average,    def:  deficit.    "Not  available;  not  ranked    NE:  negative  equity 

ftBES  IANUARY  4  1987 


193 


that  formerly  prevailed 
at  the  ICC.  "We're  the 
referees  on  the  football 
field,"  he  says.  "We 
can't  lie  down  if  we  see 
blatant  abuses."  ICC  examiners  have 
turned  up  cases  of  discounts  offered 
only  to  big  shippers,  he  says.  "The 
Act  wasn't  passed  to  benefit  only  a 
Sears,  Roebuck  or  a  General  Electric," 
he  says.  "The  quickest  way  to  get  re- 
regulation  is  to  set  up  the  ball  game  so 
only  the  big  guys  make  it.  Then  in 
three  to  five  years  someone  will  come 
charging  in  on  a  white  horse  and  say 
we  have  to  re-regulate.  I'd  like  to 
avoid  that." 

In  fact,  says  Taylor,  all  tariffs  will 
come  under  increased  scrutiny. 
"Just  because  something  is  filed 
as  a  tariff  doesn't  mean  it's  not 
an  illegal  rebate.  Not  to  check  it 
is  as  ridiculous  as  the  IRS'  decid- 
ing not  to  audit  any  tax  re- 
turns," says  Taylor. 

But  can't  the  free  market  take 
care  of  excessive  rates?  Can't 
shippers  take  their  business 
elsewhere?  "Once  a  rate  has 
been  filed  with  the  ICC,"  says 
Taylor  solemnly,  "it's  like  the 
Good  Housekeeping  Seal  of  Ap- 
proval. The  rate  does  not  get 
challenged." 

Cracking  down  on  the  thousands  of 
uninsured  truckers  is  another  of  his 
enforcement  priorities.  Taylor  cites 
several  unauthorized  routes  operating 
between  Las  Vegas  and  Los  Angeles. 
"We're  going  to  pick  out  representa- 
tive routes  and  make  an  example  of 
them."  He's  worried,  too,  that  "dou- 
ble-layer" insurance  requirements  for 
hauling  hazardous  wastes  are  largely 
ignored. 

To  be  sure,  Taylor  says  he  would 
like  to  see  the  ICC  gain  more  credibil- 


ity with  the  independent  owner-oper- 
ators who  assume  that  the  ICC  is  on 
the  side  of  the  big  wheels  in  truck- 
ing— the  big  American  Trucking  As- 
sociation and  Teamster-staffed  firms. 
He  also  wants  to  eliminate  Outdated 
and  unnecessary  rules — simplifying 
ratemaking,  motor  carrier  mergers, 
loss  and- damage  claims  and  the  leas- 
ing of  motor  vehicles. 

In  Taylor's  view,  the  big  problem 
facing  the  trucking  industry  this  year 
is  the  economic  downturn,  not  regula- 
tory matters.  "Some  truckers  have 
told  me  their  traffic  is  down  to  75%  of 
1979  levels,"  he  says.  Industry  ton- 
nage for  1980  plummeted  to  its  lowest 
level  since  1967.  Almost  one-third  of 


New  ICC  Chairman  Reese  Taylor  Jr 
Deregulation  is  a  misnomer. 


the  100  largest  carriers  suffered  losses 
in  1980.  Freight  tonnage  plummeted 
16%  for  the  20  biggest  trucking  com- 
panies, and  revenues  were  up  only 
2%.  The  American  Trucking  Associ- 
ation says  that  of  a  group  of  338  com- 
panies with  revenues  of  more  than  $1 
million  it  has  been  tracking  since 
1974,  bankruptcies  and  mergers  have 
left  only  220  intact.  As  truckers  strug- 
gle to  compete  openly  since  the  1980 
law,  they  are  chasing  fewer  truckloads 
of  goods. 


Of  course,  good  times  and  bad  an 
the  breaks  of  the  game.  The  questioi 
is,  how  committed  to  the  free  marke 
is  Taylor,  a  former  law  partner  of  Sen 
ator  Paul  Laxalt  (R-Nev.),  one  of  Rea 
gan's  closest  advisers.  Phrases  such  a 
"stricter  interpretation"  and  "preda 
tory  pricing"  sound  suspiciously  hk 
code  words  for  dampening  free  com 
petition.  In  fact,  says  a  Senate  Com 
merce  Committee  staffer,  "We'v 
heard  several  complaints  from  truck 
ers  in  Nevada  and  Nebraska  whos 
operating  authorities  have  been  pulle 
back  or  who  have  been  denied  broade 
routes."  Also,  although  Taylor  ha 
thrown  independent  truckers  a  bon 
in  the  form  of  the  fuel  surcharge  pas« 
through,  the  commission  is  sti] 
dragging  its  feet  on  a  propose 
ruling  to  allow  owncr-operatoi 
to  lease  their  equipment — wit 
drivers — directly  to  shipper: 
cutting  out  the  licensed  carriei 
and  their  fat  commissions  er 
tirely  (Forbes,^/:  13,  1981 ). 

No  ICC  chairman,  probably 
could  stop  deregulation  in  it 
tracks.  It's  an  idea  whose  tirn 
clearly  has  come.  Also,  there  ai 
still  four  vacancies  on  the  se\ 
en-person  commission.  Th 
still-unconfirmed  Republica 

  nominees  are  former  ICC  staffs 

Malcolm  Sterrett  and  Indiana  bus: 
nessman  Frederic  Andre;  Democrati 
names  currently  being  floated  are  J( 
seph  Simmons  HI,  an  Amerada  Hes 
vice  president,  and  Thomas  Domer 
cich,  a  transportation  economist.  Ar 
dre  is  an  avid  deregulator,  and  some  c 
the  others  may  not  share  Taylor 
penchant  for  crossing  every  "t." 

But  Taylor  obviously  could  slow  th 
unshackling  of  the  trucking  industr 
On  the  record  so  far,  it  looks  as  if  h 
intends  to  try.  ■ 


Freedom's  child 


In  1972  the  company  I  used  to  work  for  applied  for 
an  operating  authority  to  run  from  Atlanta  to  Mont- 
gomery, Ala.,  160  miles  away,"  says  trucker  Larry 
White,  38.  "The  company  spent  $150,000  on  the 
application  and  waited  eight  years  for  ICC  permis- 
sion. That's  the  way  it  was  then." 

That's  not  the  way  it  is  now.  White  is  president  and 
co-owner  of  Whatley- White,  Inc.,  a  company  he  start- 
ed in  Dothan,  Ala.  in  1979  with  12  employees  and  six 
trucks  on  $400,000  in  borrowed  funds.  There  was  an 
open  window  then;  Congress  was  working  on  the 
deregulation  bill,  and  enforcement  of  existing  rules 
was  falling  apart.  "There  was  about  as  much  deregula- 
tion then  as  now,"  he  says. 

White  started  by  running  scrap  metal  around  the 
South.  The  first  year  he  took  in  $800,000  and  the 


company  has  grown  like  a  kudzu.  White  has  65  employ- 
ees, 45  trucks,  $5  million  in  annual  revenuesandexpects 
to  add  10  to  1 2  trucks  and  $2  million  in  revenues  in  1 982. 
With  the  1980  trucking  deregulation  act,  there  are  few 
barriers  to  White's  ambitions.  "I've  applied  for  new 
operating  authorities  and  had  them  in  120  days." 

Headquartered  in  southeast  Alabama,  14  miles  equi- 
distant from  Florida  and  Georgia,  White  carries  a 
variety  of  cargo  including  tobacco,  children's  toys, 
playground  apparatus  and  steel  prefabricated  doors." 

Will  deregulation  cause  ruinous  price  wars  that  will 
drive  out  small  truckers  like  White?  He  thinks  not. 
But  competition  has  increased.  "We're  good  manag- 
ers, but  it's  harder  to  stay  in  business."  Still,  in  today's 
economy  his  5%  net  profits  are  not  bad:  "The  better 
carriers  are  faring  better  than  they  thought." — B.B. 
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unerica's  top  exporter  and  Europe's  fast-rising 
drbus  Industrie  are  locked  in  a  titanic  battle — 
vith  distinctly  nationalistic  overtones. 


Aerospace 
and  defense 


already  clear.  Airbus  has  sold  planes 
to  only  one  U.S.  carrier,  Eastern,  and 
then  only  after  "lending"  the  finan- 
cially strapped  airline  four  new  air- 
craft for  six  months,  gratis.  Mean- 
while Europe's  big  carriers — Air 
France,  British  Airways  and  Lufthan- 
sa— aren't  lining  up  to  buy  Boeing's 
new  aircraft  because  those  airlines, 
of  course,  are  controlled  by  the  three 
big  partners  in  Airbus,  the  govern- 
ments of  France,  Britain  and  West 
Germany. 

The  fact  is,  Airbus  puts  out  two  fine 
aircraft,  the  300  and  310.  But  the  bat- 
tle may  not  be  decided  on  that  basis  at 
all.  The  issue  is  government  subsidy 
of  sales,  increasingly  a  way  of  life  the 
world  over — except  in  the  U.S.  Re- 
cently the  U.S.  signed  an  agreement 
with  France,  Britain  and  West  Ger- 
many to  boost  subsidized  loans  to 
12%,  but  that  agreement  expires  in 


By  John  Merwin 


Dome  next  year,  manufacturers 
of  commercial  jet  aircraft 
aren't  likely  to  be  thumbing 
irough  1982  order  books  fat  with 
lies  invoices.  With  many  air  carriers 
nancially  strapped,  pacesetter 
oeing  is  still  investing  heavily  in  its 
vo  new-generation  jets,  the  757  and 
67,  while  production  on  its  three 
rofitable  older  planes  is  tailing  off. 
ockheed  just  threw  in  the  towel  on 
s  TriStar,  taking  a  $400  million 
'riteoff.  At  McDonnell  Douglas,  the 
imbo  jet's  future  seems  cloudy,  even 
ith  Lockheed  dropping  out  to  leave 
nly  Boeing  and  MD. 
MD's  total  DC-10  backlog  is  16, 
id  Chairman  Sanford  McDonnell 
as  already  warned  the  Defense  De- 
artment  that  if  Congress  cuts  back 
rders  of  the  military  version  of  its 
iC-10  jumbo  jet,  the  KC-10,  his  oper- 
tions  might  not  be  able  to  survive. 
So  don't  look  for  any  precedent- 
lattering  news  on  the  sales  side — or 
ti  the  profits  side.  Do  look  for  histo- 
r  to  be  made,  however,  in  an  arena 
it  more  important  than  year-to-year 
lies  fluctuations.  While  20  years  ago 
lere  were  seven  or  eight  major  play- 
rs  in  commercial  jet  manufacturing, 
j>82  may  well  be  the  year  in  which 
le  winnowing  finally  stops  at  two. 
[obody  is  going  to  knock  Boeing  out 
f  the  box,  with  its  60% -plus  share  of 
le  world  market.  The  other  player? 
ist  rising  is  Airbus  Industrie,  the 
uropean,  government-backed  con- 
>rtium  aiming  for  30%  of  world 
lies.  Last  year  Airbus  says  it  won 
ist  over  half  of  all  new  big-airliner 
rders. 

The  outcome:  a  titanic  struggle  be- 
veen  Boeing  and  Airbus  with  in- 
;nse  nationalistic  overtones — the 
.S.  versus  Europe.  The  pattern  is 


September.  What  happens  then  is 
anyone's  guess. 

So  Boeing  is  crying  foul.  And  when 
Boeing  howls,  it  gets  attention.  Next 
to  agriculture,  aircraft  sales  are  the 
biggest  U.S.  export,  and  for  years 
Boeing  has  been  probably  the  largest 
single  U.S.  corporate  exporter. 

Boeing  Chairman  T.A.  Wilson  fig- 
ures that  during  the  next  decade  about 
$120  billion  in  orders  will  be  up  for 
grabs.  And  this  year  will  be  crucial:  If 
Boeing  can  establish  its  757s  and  767s 
as  it  did  the  707,  727,  737  and  747, 
that  will  carry  it  through  the  next 
decade  or  two.  "Loss  of  the  first  order 
has  long-range  ramifications,"  says 
Wilson.  "Airlines  generally  standard- 
ize on  their  initial  choices,  so  win- 
ning the  initial  sale  provides  entry  to 
follow-on  business;  losing  it  means 
the  entire  market  for  spares  and  fol- 
low-on equipment  is  eliminated  for  15 
or  20  years."  For  every  dollar  in  an 
original  sale,  he  says,  three  more  fol- 
low in  years  to  come. 

The  target  of  Boeing's  howlings  has 


Boeing  assembly  plant  in  the  Seattle  area 

An  edge  in  financing,  not  technology,  may  be  the  key  to  selling. 
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been  the  U.S.  Export-Im- 
port Bank,  the  U.S.  an- 
swer— theoretically  any- 
^y^y^  way — to  the  deep  pock- 
_  ets  of  Airbus'  owners. 
Ex-Im  doesn't  lend  taxpayer  money, 
but  rather  borrows  through  the  Trea- 
sury and  later  repays  the  loans,  plus 
interest.  In  1980,  60%  of  Boeing's  ex- 
ports were  partially  financed  by  the 
Ex-Im  Bank,  a  commitment  amount- 
ing to  27%  of  the  bank's  total  lending 
that  year.  But  now,  the  Reagan  Ad- 
ministration is  trying  to  whack  back 
Ex-Im's  lending  authority  by  $1.6  bil- 
lion, from  last  year's  $5.5  billion,  in  an 
effort  to  trim  government  loan  pro- 
grams. Grouses  a  Boeing  marketing 
executive:  "The  U.S.  is  shooting  itself 
in  the  foot." 

While  Boeing  has  been  howling  in 
the  halls  of  Congress,  Airbus,  even 
without  a  significant  toehold  in  the 
U.S.,  has  just  closed  a  fine  year,  cap- 
turing about  54%  of  1981  world  wide- 
body  sales.  With  Lockheed  folding  its 
commercial  tent,  and  if  McDonnell 
Douglas  falls  back  to  producing  only 
its  updated  DC-9,  Airbus  has  an  open- 
ing for  even  more  business.  Being  gov- 
ernment-owned, however,  Airbus 
can't  afford  to  risk  a  politically  unpal- 


atable boom-and-bust  employment 
cycle.  So  Airbus  would  expand  cau- 
tiously. But  if  that  larger  market  share 
were  established,  Airbus  likely  would 
do  anything  to  hang  on  to  it,  including 
subsidizing  sales  to  the  hilt. 

What  does  Airbus  think  of  Boeing's 
consternation  over  subsidized  loans? 
"Our  policy  has  been  not  to  answer 
the  accusations,  and  just  keep  on  do- 
ing our  thing  quietly,"  says  Pierre 
Pailleret,  senior  vice  president  of  mar- 
keting and  formerly  financial  vice 
president.  "I  have  a  list  in  front  of 
me,"  he  says  from  his  Toulouse, 
France  office,  "of  airlines  to  whom 
Ex-Im  has  granted  credits  or  made 
commitments  of  funds  while  there 
absolutely  was  no  competition  from 
Airbus.  I'm  not  questioning  Ex-Im's 
practice,  but  I'm  pointing  out  that 
we're  not  the  bad  boys  some  are  say- 
ing we  are.  We're  very  confident  that 
we  haven't  gained  our  54%  market 
share  in  198 1  with  financial  gadgets." 

What  about  Airbus'  near-total  lack 
of  penetration  of  the  U.S.  market  so 
far?  "If  we  weren't  convinced  it  will 
change  in  the  long  run,  we  wouldn't 
keep  an  office  in  New  York  and  keep 
talking  to  U.S.  airlines,"  says  Pailleret. 

Airbus  needs  to  sell  about  650  to  700 


of  its  two  current  models  to  breal 
even.  At  present,  it  has  sales,  order; 
and  options  for  about  500,  so  it  hai 
plenty  of  incentive  to  keep  trying.  Pail 
leret  claims  Airbus  can  break  even  b] 
1985 — if  that  is  important;  outsider 
question  whether  Airbus  will  ever  bi 
required  to  break  even. 

What's  the  solution?  Boeing  point 
out  that  subsidizing  commercial-air 
craft  loans  is  really  a  zero-sum  game 
with  neither  side  gaining  an  advan 
tage.  So  why  not  forget  the  subsidizei 
loans  and  let  the  private  market  fi 
nance  aircraft? 

The  answer:  Not  only  does  Airbu 
fear  that  higher  free-market  rate 
might  curtail  orders,  thus  throwin; 
thousands  of  Europeans  out  of  work;  i 
also  knows  that  there's  only  one  pri 
vate  market  capable  of  long-term  (lj 
to  20  years)  aircraft  financing — am 
that's  the  U.S.  At  present  there  ar 
numerous  restrictions  on  a  U.S.  finan 
cial  institution's  foreign  investments 
and  with  a  shift  in  political  winds 
there  could  be  more  one  day.  You  cai 
bet  that  if  anybody  knows  how  chill 
shifting  political  winds  can  blow,  it  i 
the  patrons  of  Airbus — France,  Bntai: 
and  West  Germany.  Reaganomic 
isn't  likely  to  make  a  hit  in  Europe.  I 


Aerospace  and  defense 


Yardsticks  of  management  performance 


Profitability 


Growth 


Return  on  equity 


Return  on  total  capital 


Sales 


Company 


5-year 
average 


latest 
5-year  12 
rank  months 


debt/ 

equity 

ratio 


latest 
12 

months 


5-year 
rank 


5-year 
average 


net 

profit 

margin 


5-year 
average 


5-year 
rank 


Computer  Sciences 
Todd  Shipyards 
Fairchild  Industries 
Boeing 
Raytheon 


33.3% 

30.3 

28.8 

26.6 

24.2 


18.0% 

27.0 

21.9 

23.4 

23.9 


0.6 
0.8 
0.3 
0.0 
0.1 


12.8% 

17.8 

13.9 

19.4 

22.8 


17.4% 

14.7 

20.5 

22.8 

22.4 


3.0% 

3.9 

6.0 

5.4 

5.8 


20.6% 

18.9 

26.1 

16.8 

15.9 


Northrop 
Sundstrand 
Wyman-Gordon 
Lockheed 
Gates  Learjet 


22.9 
22.1 
20.5 
19.9 
19.8 


6 
7 
8 
9 
10 


9.6 
23.0 
28.3 
17.7 
19.7 


0.0 
0.4 
0.2 
2.1 
0.4 


8.9 
15.8 
22.8 
10.2 
15.8 


4 
11 

8 
19 

7 


19.8 
14.4 
16.4 
9.7 
16.9 


2.5 
9.0 
8.4 
1.3 
3.8 


14.4 
13.1 
17.8 
8.1 
23.9 


12 
16 

6 
19 

2 


E-Systems 
Martin  Marietta 
Rohr  Industries 
United  Technologies 
Thiokol 


18.6 
18.5 
18.2 
18.0 
17.8 


11 
12 
13 
14 
15 


14.5 
18.6 
12.6 
16.9 
14.8 


0.1 
0.1 

0.9 
0.3 
0.0 


14.7 
13.0 
9.6 
12.4 
11.7 


6 
12 
21 
13 
14 


17.3 
13.8 
8.2 
13.3 
13.1 


3.9 
6.5 
2.0 
3.3 
4.9 


13.6 
14.2 

2.1 
23.0 
13.1 


14 

13 
21 
3 
15 


Cessna  Aircraft 
Rockwell  Intl 
Pneumo 

General  Dynamics 
McDonnell  Douglas 
Grumman 


17.4 
16.8 
15.4 
14.6 
12.9 
10.8 


16 
17 
18 
19 
20 
21 


20.5 
17.1 
19.4 
14.4 
11.9 
7.8 


0.1 
0.2 
1.2 
0.0 
0.1 
0.5 


17.9 
13.7 
10.8 
10.1 
11.8 
6.0 


10 
16 
18 
17 
15 
20 


14.5 
12.5 
11.0 
11.3 
12.6 
8.4 


5.7 
4.2 
1.6 
2.8 
2.8 
1.5 


16.7 
9.5 
15.7 
15.2 
10.6 
7.3 


8 
18 
10 
11 
17 
20 


Industry  medians 


18.6 


18.0 


0.2 


13.0 


14.4 


3.9 


15.2 


All-industry  medians 


15.5 


14.7 


0.4 


10.9 


11.1 


4.5 


14.0 


Note:  Explanation  of  Yardsticks  calculations  on  page  51 
D  P:  deficit  to  profit;  not  ranked 
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forecast:  Heavy  turbulence,  sharp  downdrafts, 
)ea-soup  fog — and  a  patch  of  blue. 


Airlines 


By  Allan  Dodds  Frank 


B 


ig  airlines  are  limping  into 
1982  after  one  of  the  worst 
years  in  their  history:  Half  of 
le  major  12  carriers  lost  substantial 
mounts,  with  Pan  Am  alone  losing 
lore  than  $225  million  through  the 
lird  quarter.  Overall,  only  American, 
>elta,  Northwest  and  USAir  showed 
luch  profit  at  all,  and  as  a  whole  the 
ldustry  lost  millions. 
More  turbulence  is  ahead:  Deregula- 
on  has  unshackled  low-cost  regional 


airlines  to  attack  markets  of  the  high- 
cost  majors.  No  one  knows  whether, 
or  how  much,  the  recession  will  cut 
into  traffic.  Fare-cutting  wars — good 
for  consumers,  a  hemorrhage  for  the 
airlines — continued  right  through  the 
end  of  the  year.  The  air  controllers' 
strike  has  hurt,  too.  In  fact,  the  long- 
term  viability  of  at  least  one  of  the  top 
ten — Braniff — is  in  doubt. 

All  this  looks  so  gloomy  that  it's 
best  to  keep  in  mind  what  really  is 
going  on.  The  free  market  is  at  work, 
and  out  of  the  travails  should  come  a 


stronger  industry.  Some  analysts 
think  the  upturn  will  come  this  year. 

In  1981  perhaps  three-quarters  of 
the  more  than  250  million  passengers 
carried  by  the  nation's  airlines  flew  at 
prices  below  the  posted  regular  fare. 
Rate-cutting  continued  through  the 
fall,  and  late  in  the  year  Pan  Am, 
Eastern  and  Braniff  all  slashed  prices 
on  such  hot  competitive  routes  as 
New  York-Miami  and  Dallas-Ft. 
Worth- Chicago.  Braniff,  under  its 
new  president,  former  Southwest 
President  Howard  Putnam,  reduced 
coach  fares  as  much  as  53%.  Both 
American  (which  blankets  more  than 
half  of  Braniff 's  flights  from  their 
common  home   base   of  Dallas-Ft. 
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Profitability 
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Return  on  total  capital 

Sales 

Earnings 
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12 
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5-year 
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5-year 
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net 
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5-year 
average 

5-year 
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5-year 
average 

5-year 
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:ral  Express 

39.0%tt 

1 

28.2% 

0.5 

18.2% 

2 

25.2%tt 

10.4% 

56.9%i 

1 

74.3%tt 

2 

ry  Air  Freight 

35.2 

2 

30.9 

0.1 

28.7 

1 

33.5 

4.0 

17.8 

6 

12.2 

9 

Air 

26.2 

3 

22.6 

0.9 

12.6 

4 

12.2 

5.2 

16.8 

8 

68.5 

3 

mont  Aviation 

25.3 

4 

27.5 

1.7 

11.9 

5 

10.2 

4.8 

20.7 

5 

20.0 

6 

itier  Airlines 

24.3 

5 

26.0 

0.8 

15.3 

3 

15.6 

6.2 

20.7 

4 

21.5 

5 

Am  World  Airways 

19.3 

6 

32.4 

1.9 

14.0 

7 

9.0 

6.5 

14.2 

12 

D-P 

a  Air  Lines 

16.2 

7 

13.0 

0.1 

8.0 

6 

9.1 

3.6 

16.5 

9 

12.7 

8 

r  International 

12.2 

8 

5.3 

2.7 

3.9 

9 

5.9 

1.4 

25.5 

3 

6.8 

10 

9.0 

9 

2.6 

0.9 

2.8 

13 

4.6 

0.6 

12.9 

17 

15.0 

7 

is  World 

8.0 

10 

6.4 

2.0 

5.3 

10 

5.0 

1.2 

13.9 

14 

161.8 

1 

thwest  Airlines 

6.9 

11 

2.3 

0.1 

2.1 

11 

4.9 

1.1 

13.6 

16 

2.0 

11 

tern  Air  Lines 

6.2 

12 

def 

2.1 

def 

12 

4.8 

def 

13.6 

15 

-15.3 

12 

.■man  Airlines 

4.0 

13 

def 

1.5 

0.7 

15 

3.9 

def 

14.6 

10 

47.7 

4 

era  Air  Lines 

4.0 

13 

def 

2.8 

0.4 

14 

4.2 

def 

14.4 

11 

D-P 

ublic  Airlines 

2.6 

15 

def 

5.6 

def 

8 

6.3 

def 

35.8 

2 

^31.6 

13 

tinental  Airlines 

def 

16 

def 

1.9 

def 

16 

2.1 

def 

14.0 

13 

P-D 

14 

lift  Intl 

def 

17 

def 

6.8 

def 

17 

def 

def 

17.3 

7 

P-D 

14 

istry  medians 

9.0 

5.3 

1.7 

3.9 

5.9 

1.2 

16.5 

12.7 

industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 

ttThree-year  average    tFour-year  growth.    ttThree-year  growth     P-D:  profit  to  deficit.    D-P:  deficit  to  profit;  no: 
def:  deficit. 
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Worth)  and  Delta 
matched  the  Braniff 
cuts.  "We  can't  imagine 
how  anybody  can  make 
money  at  these  fares," 
says  an  American  spokesman,  "but 
we  have  matched  them  fare  for  fare, 
flight  for  flight.  We  could  lose  a  lot  by 
matching  Braniff,  or  not  match  it  and 
lose  a  lot  more." 

How  will  the  Braniff-American- 
Delta  donnybrook  shake  down?  "A 
bloodbath  in  the  making"  is  how  Mi- 
chael Derchin,  airline  analyst  at  Op- 
penheimer  &  Co.,  puts  it.  Predicts  Eli 
Timoner,  chairman  of  Air  Florida  Sys- 
tems, Inc.:  "American  and  Delta  are 
going  to  kill  Braniff." 

It's  a  cruel  restructuring.  The  bene- 
fits? Apart  from  the  immediate  bene- 
fits to  air  travelers,  the  severe  price- 
cutting  is  forcing  the  big  airlines  to 
tough  positions  they  should  have  tak- 
en years  ago  on  the  constantly  rising 
wage  demands  that  have  pushed  the 
average  747  pilot's  wage  to  $125,000  a 
year  (top  pay  exceeds  $165,000).  Now 
airlines    are    demanding — and  get- 


ting—pay reductions,  wage  freezes, 
givebacks  and  more  hours  of  actual 
work.  They  are  getting  results.  The 
Air  Line  Pilots  Association,  for  exam- 
ple, abandoned  its  decades-long  de- 
fense of  three-man  crews  in  the  cock- 
pits of  all  larger  planes.  Now  United's 
and  Western's  Boeing  737s  are  flown 
by  two  pilots.  ALPA  also  agreed  to 
abide  by  a  White  House  conference's 
interpretation  that  two-man  cockpit 
crews  are  sufficient  for  the  new  gen- 
erations of  Boeing  757s  and  767s.  And 
shortly  after  Braniff  announced  its 
new  rates,  American  asked  its  em- 
ployees to  accept  a  wage  cut  of  5%  for 
the  first  quarter  of  1982  and  a  wage 
freeze  that  may  last  all  year.  Ameri- 
can also  laid  off  nearly  500  people, 
continuing  a  reduction  in  force  begun 
in  1980  that  has  dropped  the  payroll 
from  41,000  to  35,000. 

Result:  Marc  Klee,  portfolio  man- 
ager of  National  Aviation  &.  Technol- 
ogy Corp.,  thinks  traffic  will  increase 
by  as  much  as  4%  or  5%  in  1982  after 
a  flat  first  quarter.  That's  a  little  de- 
ceiving because  the  base  is  so  low; 


1981  and  1980  were  bad  years.  Bu 
Klee,  along  with  Robert  [ocdicke  c 
Lehman  Brothers  and  others,  believe 
that  greater  efficiency  and  fewei 
more  fully  loaded  flights  on  large 
planes  could  also  bring  about  revenu 
increases  of  up  to  8%  or  9%.  Earning' 
Klee  believes,  should  be  $300  millioi 
to  $400  million  this  year.  And,  say 
Klee,  "I  expect  1983  to  be  a  spcctaci 
lar  year." 

Of  course,  Klee  specializes  in  av 
ation  stocks.  But  even  "moderate  or 
timists"  like  David  P.  Campbell,  st 
nior  vice  president  of  Wheat  First  Sc 
curities  in  Richmond,  Va.  predict  thj 
as  many  as  7  of  the  12  majors  will  b 
profitable.  Which  seven?  America! 
Delta,  Eastern,  Northwest,  Tram 
World,  United  and  USAir,  says  Camj 
bell.  Together,  he  figures,  they  coul 
make  more  than  $750  million  in  nt 
profits,  while  the  five  others  that  h 
believes  may  lose  money — Branif 
Continental,  Pan  Am,  Republic  an 
Western — should  hold  combine 
losses  at  $200  million  or  less.  For  th 
whole   industry,   Campbell  expeci 


The  power  in  the  tower 


Flederal  Aviation  Administrator  J.  Lynn  Helms 
holds  up  two  large  nasty-looking  nails  twisted  to- 
gether into  the  shape  of  a  huge  barb.  "People — I'm  not 
saying  strikers — threw  these  over  the  fence  so  that 
our  employees  would  drive  over  them  with  their 
tires,"  he  says.  "We  have  had  shots  fired  at  our  em- 
ployees' doors.  They  have  been  harassed,  they  have 
been  verbally  abused,  cursed." 

That  nasty-looking  barb  is  ex- 
hibit A  as  Helms  talks  about  the 
air-controllers  strike.  He  twirls  it 
in  his  fingers  as  he  vows  that  the 
fired  controllers  "will  not  return 
to  the  FAA  as  controllers  or  in 
any  other  capacity."  If  they  are 
eventually  rehired  by  the  federal 
government  in  other  jobs,  fine, 
says  the  tough-talking  former 
chairman  of  Piper  Aircraft  Corp., 
so  long  as  they  aren't  working  for 
him.  "If  we  took  these  people 
back,  we  would  have  tremendous 
difficulties  now.  We  would  not 
dare  bring  them  back." 

Helms  speaks  with  equal  con- 
viction about  his  prediction  that 
the  nation's  air  traffic  control 
system  will  be  completely  rebuilt 
and  back  to  normal  within  18 
months  from  now — even  on 
Thursdays,,  the  busiest  flying  day 
of  the  week. 

Eventually,  says  Helms,  the 
FAA  will  have  3,000  fewer  con- 
trollers than  the  17,400  it  had 


FAA  Administrator  J.  Lynn  Helms 
"The  stress  went  out  on  Aug 


when  the  controllers  struck  last  August.  Some  train- 
ees have  been  flunking,  but  one  group,  furloughed 
airline  pilots,  are  expected  to  move  up  quickly.  "They 
have  a  very  high  learning  rate,"  says  Helms. 

The  FAA  chief  also  anticipates  saving  $176.4  mil- 
lion in  fiscal  1982,  or  about  $480,000  daily,  mostly  in 
reduced  labor  costs. 
Where  does  the  air  traffic  system  rebuilding  stand 
now?  The  FAA  is  proceeding  cau- 
tiously by  not  allowing  rapid  ex- 
pansion. Each  month,  says 
Helms,  the  FAA  is  raising  its  ca- 
pacity and  by  February  will  begin 
allowing  increases  in  traffic  every 
month,  from  the  current  80%  of 
what  the  system  handled  before 
the  strike  to  91%  early  next  fall. 
"The  last  part  of  it— from  91%  to 
100% — probably  will  take  us  an- 
other six  to  ten  months,"  says 
Helms.  "It  depends  on  how  many 
people  we  keep  on  the  rolls  who 
would  normally  retire." 

As  for  the  controllers  now  run- 
ning the  system,  "they  are  having 
more  fun  than  they've  had  in 
years,"  says  the  FAA  chief.  When 
he  cautioned  an  FAA  retiree  in 
his  60s  who  had  returned  to  work 
in  the  Nashville  tower  not  to  fall 
victim  to  stress,  the  man  laughed, 
Helms  recalls.  "He  said,  'Good 
Lord,  there's  no  stress.  You  know 
that  as  well  as  I  do.  The  stress 
went  out  on  Aug.  3.'  " — A.D.F. 
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merican  planes  at  LaGuardia  wait  for  profitable  1982  takeoff 

If  there  is  any  growth  at  all,  it  is  going  to  come  to  the  bottom  line.' 


rofits  to  make  for  the  third-best  year 
ince  fuel  costs  began  soaring  in  1973. 
Some  new  opportunity  has  also 
3me  from  the  turmoil.  As  the  high- 
ying  regionals  expand  into  the  major 


trunk  lines'  markets,  small  commuter 
airlines  are  picking  up  business  on 
short-haul,  low-density  routes  that  are 
being  abandoned  as  unprofitable  for 
planes  carrying  60  or  more  passen- 


gers. And  more  lines  are  starting. 

As  for  the  big  lines,  even  Pan  Am's 
new  chairman,  C.  Edward  Acker, 
talks  about  making  money  this  year 
after  last  year's  loss  of  more  than  $275 
million.  He  may  be  too  hopeful,  but 
even  a  $60  million  loss  would  impress 
analysts  as  a  good  effort.  Acker  is  aim- 
ing to  increase  Pan  Am's  domestic 
market,  in  part  by  offering  low-cost 
off-season  flights  to  balance  its  sum- 
mer transoceanic  peak  season. 

It's  an  old  story:  When  an  industry 
goes  through  the  wringer  like  this,  the 
upside  leverage  on  the  other  side  can 
be  impressive.  If  the  airlines  stay  the 
course  on  labor  costs  and  increased 
efficiencies,  says  Campbell,  their 
break-even  point — currently  nearly 
60%  of  seats  filled — could  even  be 
lowered  by  2%  to  4%,  and  profits 
could  rise  dramatically.  Campbell  ar- 
gues that  break-even  factors  will  re- 
main the  same  but  that  loads  will 
increase  by  3%  or  more.  "If  there  is 
any  growth  at  all,"  says  Campbell,  "it 
is  going  to  come  to  the  bottom  line." 
At  long  last,  a  patch  of  blue.  ■ 


Loser  of  the  year 


Tlhe  line  is  familiar,  but  these  days  it  sounds  wistful, 
almost  plaintive.  "When  winter  comes,  the  situa- 
tion will  get  a  lot  worse,"  says  Robert  E.  Poli,  who,  as 
president  of  the  now-defunct  Professional  Air  Traffic 
Controllers  Organization,  led  11,543  of  PATCO's 
14,500  members  last  summer  into  U.S.  labor's  great- 
est disaster  since  the  Ludlow  Massacre.  "Logic  has  to 
prevail,"  says  Poli.  "People  are  already  starting  to  say, 
'Okay,  you  punished  them  long  enough.  Now  let  them 
go  back  to  work.'  " 


Air  controllers  grounded  in  labor's  longest  march  of  1981 
"Lei  them  go  back,  to  work,"  the  union  president  says 


Poli  believes  that  organized  labor  and  public  sym- 
pathy will  eventually  get  his  members  back  to  work. 

The  possibility  that  any  of  that  will  happen  be- 
comes less  distinct  with  every  passing  day,  but  it's  all 
Poli  has  to  hang  on  to.  Gone  are  his  $60,000  salary,  his 
union  and  much  outside  labor  support. 

Even  President  Reagan's  efforts  for  detente  with 
organized  labor  isn't  likely  to  get  the  ex-controllers 
back  in  the  towers.  His  decision  to  allow  them  to  seek 
other  federal  jobs  may  ease  pain,  not  bitterness. 

But  Poli  still  hopes.  "The  air- 
lines have  been  furloughing  peo- 
ple like  mad  and  they're  still  los- 
ing money,"  he  says.  "They  have 
to  do  something."  Reagan  was 
supported  by  the  public,  Poli  says, 
because  the  President  was  per- 
ceived as  slapping  down  "a 
smart-ass  union"  that  was  mak- 
ing excessive  demands.  He  sighs, 
"They've  got  their  pound  of  flesh. 
There  aren't  any  excessive  de- 
mands anymore." 

The  union  also  should  have 
taken  more  trouble  to  explain  its 
position  to  the  press,  Poli  says:  "I 
certainly  underestimated  the  val- 
ue of  public  relations. "  After  reor- 
ganization in  1983,  the  Federal 
Aviation  Administration  expects 
to  operate  with  3,000  fewer  con- 
trollers than  in  prestrike  days. 

But  Poli  still  hopes  his  mem- 
bers' jobs  will  return.  Hope  is  all 
he  has.— A.D.F. 


Once  the  sick  man  of  American  industry,  the 
railroads  are  out  of  the  hospital  now.  What  they 
were  suffering  from  was  regulation-itis.  


Railroads 


By  Allan  Dodds  Frank 


Railroad  stocks,  for  decades 
orphans,  soared  in  1980  when 
the  group  came  close  to  dou- 
bling; last  year  they  lost  some  of  their 
gains  but  hung  on  to  most  of  them  in 
spite  of  a  generally  weak  stock  mar- 
ket. This  is  no  fluke:  An  industry  that 
once  seemed  chugging  straight  to  the 
junkyards  is  making  a  powerful  come- 
back. In  fact,  Isabel  H.  Benham,  presi- 
dent of  Printon,  Kane  Research  Inc., 
predicts  that  nearly  every  trunk  rail- 
road will  improve  on  earnings  by  15% 
or  better  this  year. 

Railroad  men  are  a  little  more  cau- 
tious. "Short-term  prospects  are  un- 
certain and  will  essentially  follow  the 
course  of  the  general  economy,"  says 
William  H.  Dempsey,  president  of  the 


American  Association  of  Railroads, 
but  he  adds,  "if  there  is  an  upturn  in 
mid- 1982,  our  fortunes  will  be  im- 
proved." 

Despite  softness  in  many  segments 
of  the  economy,  notably  housing, 
automobiles  and  steel,  the  major  lines 
will  still  have  good  years,  thanks  to 
coal  shipments,  both  domestic  and 
foreign.  Piggyback  shipments  also 
should  be  up,  thanks  to  longer  lines 
available  from  the  rail  mergers. 

How  can  the  railroads,  of  all  indus- 
tries, prosper  even  if  the  economy 
slumps?  The  answer  is  threefold:  in- 
creased efficiency  through  mergers, 
blossoming  of  benefits  received  under 
the  1980  rail  deregulation  act  and  la- 
bor peace  and  cooperation. 

Deregulation  enables  railroads  to 
sign  long-term  contracts  with  ship- 


pers and  to  innovate  rates  that  fo: 
merly  would  have  been  tied  up  in  Ir 
terstate  Commerce  Commission  pn 
ceedings  for  months  or  years. 

Too,  an  industry  where  labor-mar 
agement  confrontation  was  once  th 
rule  is  beginning  to  learn  what  labo: 
management  cooperation  can  d 
toward  preserving  jobs.  One  old  rul 
required  trains  to  stop  every  500  milt 
to  have  the  brakes  checked  on  loct 
motives.  The  union  agreed  that  th 
rule  could  go,  and  in  return  the  rai 
roads  agreed  that  the  "critical  inspei 
tion  that  needed  beefing  up"  was  th 
one  conducted  before  the  train  pulle 
out  of  the  yard  to  start  a  journey.  B 
giving  a  bit  on  the  initial  inspectioi 
the  railroads  gained  far  more  by  elim 
nating  the  500-mile  inspections.  Th 
is  only  one  example. 

Given  the  ability  under  deregul; 
tion  to  negotiate  long-term  contract 
railroads  now  receive  dependabl 
commitments  for  freight  and,  in  som 


Railroads 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-' 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rar 

Chic  &  North  Western 

31.4% 

1 

39.0% 

1.5 

10.9% 

6 

7.9% 

4.7% 

12.1% 

6 

25.6% 

1 

Missouri  Pacific 

24.7 

2 

21.3 

1.0 

10.9 

1 

11.6 

7.8 

14.1 

5 

16.5 

i 

Southern  Railway 

14.2 

3 

15.6 

0.6 

8.8 

4 

8.0 

11.5 

11.1 

7 

14.9 

1 

Union  Pacific 

14.0 

4 

13.7 

0.4 

8.5 

2 

9.2 

•  6.4 

21.5 

1 

18.0 

Norfolk  &  Western  Ry 

13.8 

5 

17.5 

0.2 

11.7 

3 

8.5 

16.1 

6.9 

10 

16.7 

i 

Santa  Fe  Industries 

11.6 

6 

12.6 

0.3 

8.5 

5 

8.0 

8.5 

14.7 

4 

14.1 

IC  Industries 

10.6 

7 

11.0 

0.6 

6.4 

7 

6.5 

3.0 

19.9 

2 

10.8 

1 

CSX 

9.3t 

8 

11.3 

0.6 

7.4 

*• 

6.2 

11.0 

8 

8.1 

? 

Burlington  Northern 

8.4 

9 

10.5 

0.5 

6.9 

8 

5.9 

5.4 

17.1 

3 

18.2 

Southern  Pacific 

7.4 

10 

7.8 

0.6 

5.2 

9 

5.2 

5.2 

9.7 

9 

7.7 

11 

Industry  medians 

12.7 

13.2 

0.6 

8.5 

8.0 

6.3 

13.1 

15.7 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
tFour-year  average.    **Not  available;  not  ranked. 
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cases,  they  set  financing  for  improv- 
ing trackage  that  is  used  to  service 
such  commitments. 

"One  of  the  most  important  results 
of  the  Staggers  Rail  [deregulation]  Act 
is  going  to  be  the  psychology  of  the 
industry,"  says  Dempsey.  "Before,  a 
bright  young  fellow  in  the  marketing 
department  would  come  in  with  a 
good  idea  and  he  would  just  get  shot 
down  by  the  lawyers  quite  rightly, 
because  they  would  say,  'That's  much 
too  radical,  the  commission  will  cer- 
tainly suspend  it.  Go  back  and  come 
in  with  something  that's  more  likely 
to  succeed.'  " 

The  best  and  the  brightest  young 
business  people  will  be  easy  to  find, 
Dempsey  says.  He  also  says  that  the 
railroads  lost  more  money  while  rate 
increases  were  pending  before  the  old 
Interstate  Commerce  Commission 
than  they  made  from  the  increases 
themselves.  As  costs  rose  with  infla- 
tion, rate  increases  lagged,  and  the 
railroads  were  always  a  couple  of  steps 
Dehind  their  rising  costs.  With  their 
new  freedom  to  set  rates  without  beg- 
ging the  Commission,  railroads  get 
:heir  hands  on  the  money — as  much 
is  a  billion  dollars  or  more  annually — 
i  lot  faster. 

Those  who  feared  that  removal  of 
:ederal  rate  regulation  would  lead  to 


steep  rises  in  transportation  costs 
have  been  proven  dead  wrong.  "We've 
had  many  more  rate  reductions  than 
we  have  had  rate  increases,"  claims 
Dempsey.  "Take  grain,  for  example. 
Grain  is  not  moving  very  well.  It  is 
being  stored  by  farmers,  and  they  are 
not  moving  it  because  they  are  wait- 
ing for  better  prices.  We've  got  thou- 
sands and  thousands  of  covered  hop- 
per grain  cars  in  storage,  so  rails  have 
been  offering  all  kinds  of  special  ar- 
rangements to  ships.  The  Soo  Line 
Railroad  Co.,  for  example,  offered  two 
free  grain  cars  for  every  ten  a  shipper 
would  take,  and  they  got  about  1,000 
cars  on  line  that  way." 

In  fact,  the  railroads  could  offer  dis- 
counts like  the  Soo  Line  did  before. 
Why  didn't  they  do  it?  They  were 
afraid  to,  Dempsey  says,  because  they 
felt  the  discount  rates  would  be  tied 
up  in  ICC  proceedings  and  would  per- 
haps become  permanent.  So  under  the 
old  regime,  they  simply  refrained, 
Dempsey  says. 

The  new  spirit  in  rails  is  evident 
also  in  the  mergers.  The  nation's  larg- 
est system  is  the  CSX,  a  combination 
of  the  old  Chessie  and  Family  Lines 
systems  that  now  controls  27,000 
miles  of  track  and  is  expected  by  ana- 
lysts to  show  a  20%  gain  in  earnings 
next  year.  By  May  the  proposed  merg- 


er of  the  Southern  Railway  and  the 
Norfolk  &  Western  Railway  should  be 
reality,  bringing  the  nation's  two 
strongest,  most  efficient  lines  under 
the  umbrella  of  Norfolk  Southern 
Corp.  Likewise,  the  merger  of  Union 
Pacific-Missouri  Pacific- Western  Pa- 
cific may  also  be  complete. 

For  railroaders  the  longer  lines  will 
mean  more  profitable  uninterrupted 
runs,  and  for  shippers  the  mergers  of- 
ten will  mean  only  one  railroad,  not 
several,  to  deal  with. 

Even  Conrail,  the  federally  run  rail 
line  covering  the  Northeast,  is  start- 
ing to  make  money,  notes  Dempsey. 
And  the  Conrail  gains  are  attributable 
to  smart  management  using  the  at- 
mosphere of  deregulation  and  the 
elimination  of  surplus  trackage  to  cre- 
ate new  competition  with  trucks. 
Conrail,  he  says,  even  is  making  mon- 
ey on  a  few  specialized  short  hauls  of 
20  miles  or  less.  "Shippers  are  willing 
to  pay  a  premium  for  premium  ser- 
vice," says  Dempsey.  "I  think  it's 
probable  that  Conrail  will  make  it," 
he  says,  "and  if  Conrail  makes  it,  that 
will  be  a  big  relief  to  the  entire  rail 
system."  A  recurrent  nightmare  for 
railroadmen  was  that  Conrail  would 
deteriorate  so  badly  that  railroad  ser- 
vice throughout  the  country  would 
suffer  and  demands  for  nationaliza- 


Connubial  bliss,  Southern  style 


Iife  on  the  Southern  Railway  System  will  be  just  one 
llong  honeymoon  after  the  merger  with  Norfolk  & 
Western  this  spring,  to  hear  Southern  President  Har- 
old H.  Hall  tell  it.  The  merger  indeed  looks  like  a 
match  made  in  heaven:  Both  parties  are  highly  profit- 
able (in  fact,  the  N&.W  is  the  only  railroad  that  consis- 
tently outperforms  the  Southern),  and  the  new  Nor- 
folk Southern  Corp.  will  be  a  powerful  competitor  for 
the  other  new  mega-merger  giant,  CSX  Systems.  Nor- 
folk Southern  has  18,100  miles  of   

track  in  21  states  and  part  of  Canada. 
It  will  also  provide  some  economies  of 
scale,  including  common  car  repair 
and  rail  welding  yards  and  a  consoli- 
dated sales  and  marketing  force. 

But  the  real  benefit  comes  from  new 
longer  North-South  routes,  says  Hall. 
He  predicts  the  coal  business,  already  a 
bonanza  for  both  railroads,  will  be 
even  richer.  "And  grain  will  be  very 
good.  General  merchandise  and  piggy- 
back traffic  will  increase,  too,  because 
we'll  be  able  to  provide  good  service  for 
longer  distances  and  in  new  markets 
neither  of  us  penetrates  now,"  Hall 
says.  He  concedes  the  potency  of  CSX, 
which  covers  27,000  miles  of  track  in 
many  of  the  same  states,  but  even  so, 
Hall  anticipates  taking  business  from 


Southern  Railway's  Hall 
"We're  as  efficient  as  any 


CSX  in  the  Midwest  on  traffic  moving  through  Chica- 
go, Cleveland,  Pittsburgh  and  Detroit. 

Rate-cutting  wars?  Even  in  the  deregulation  atmo- 
sphere and  against  the  larger  CSX  system,  Hall  says, 
he's  not  that  worried.  "If  somebody  cuts  prices  in  one 
area,  you  can  retaliate  in  another.  We're  as  efficient  as 
any  of  our  competitors,  probably  more  so,  and  we  can 
go  as  low  as  they  can  and  still  make  money  at  it." 
With  domestic  and  export  coal  making  up  the  great- 
est segment  of  traffic  on  the  Southern 
and  N&W  lines,  Hall  foresees  five  to 
ten  years  of  uninterrupted  prosperity 
for  the  merged  giant.  And  what  does 
he  see  beyond  that?  Hall  hints  that 
the  Norfolk  Southern  someday  could 
become  a  "total  transportation  com- 
pany, perhaps  acquiring  a  piggyback 
trucking  company,  a  barge  line  or 
two."  And,  of  course,  there  is  Norfolk 
&.  Western's  current  20%  interest — 
up  from  8.8% — in  highly  profitable 
Piedmont  Aviation.  What  are  the 
prospects  for  a  complete  takeover  five 
years  from  now  when  the  current 
agreement  limiting  the  railroad's 
holdings  ends?  For  now,  says  Hall,  it's 
merely  "a  good  investment.  And  I 
can't  look  into  the  future  any  better 
than  you  can." — A.D.F. 
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tion  would  mount. 

Not  everybody  is  hap 
py.  Not  long  ago,  Carl  I 
Bagge,  president  of  th 
National  Coal  Assoc: 
ation,  told  a  Senate  oversight  coir 
mittee  that  coal  shippers — who  ar 
"highly  captive  to  the  railroads"- 
were  being  subiected  to  "monopoli: 
tic  abuses."  He  says  that  of  the  50 
million  tons  of  coal  shipped,  moi 
than  85%  could  only  be  shipped  b 
rail.  Since  coal  makes  up  30%  of  th 
rail  industry's  ton  miles,  Bagge  argue 
that  it  should  get  more  favorabl 
rates.  He  urged  Congress  to  authors 
eminent  domain  rights  for  coal-slun 
pipelines  to  allow  shippers  to  bypas 
the  railroads. 
The  fact  is,  however,  that  the  30*: 

"We  have  to  be  able  to  male 
an  adequate  rate  of  returx 
to  maintain  our  track,  bu\ 
new  locomotives  and  pre 
vide  the  service  to  thos 
very  people  who  have  beei 
screaming  bloody  murder." 

of  traffic  generated  by  coal  provid* 
only  17%  of  railroad  income,  unde 
cutting  coalmen's  complaints.  Durir 
the  last  year,  Dempsey  points  out,  tr 
rates  for  shipping  coal  by  rail  wei 
raised  only  12.6%,  or  only  a  fractic 
more  than  the  12%  average  price  ii 
crease  for  general  merchandise  ar 
other  commodities  in  the  U.S.  ¥ 
adds  that  coal  prices  have  quintuple 
during  the  last  12  years  while  railroi 
rates  for  carrying  it  have  increase 
only  threefold. 

"Funny  you  should  ask  about  coal 
says  Dempsey  as  he  reaches  for  a  fol 
er  full  of  statistics.  He  says  that  co 
industry  leaders  haven't  studied  tr 
statistics  lately.  "I  assume  the 
haven't,"  he  says  wryly.  "Otherwi: 
you'd  think  they're  trying  to  misle; 
the  Congress."  Lobbyists,  of  cours 
will  be  lobbyists. 

Southern  Railway  System  Presidei 
Harold  H.  Hall  is  more  blunt  about  tr 
arguments  of  the  coal  shippers.  "Sp 
cial  interest  groups  have  been  screan 
ing  murder  at  the  railroads  for  long 
than  I  have  been  around.  We  have 
be  able  to  make  an  adequate  rate  I 
return  to  maintain  our  equipmer 
maintain  our  track,  buy  new  locom 
tives  and  provide  the  service  to  tho 
very  people  who  have  been  screamn 
bloody  murder.  When  it  comes  rigl 
down  to  it,  I  think  they'd  say  the 
want  strong  railroads." 

Why  is  Dempsey  so  optimisti 
"We've  got  a  rail  plant  that  is  final 
getting  into  fighting  shape."  ■ 
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fired  of  calling  the  refrigerator  repairman?  Re- 
ax:  The  appliance  industry  is  eager  to  sell 
'ou — and  millions  of  others — a  replacement. 


Household  goods 


By  Thomas  Jaffe 


rHESE  ARE  NOT  HAPPY  DAYS  for 
the  people  who  make  major  ap- 
pliances. Since  1980  the  hous- 
rig  market,  which  accounts  for  some 
0%  of  the  industry's  sales,  has  been 
isastrous.  With  construction  starts 
till  at  depressed  levels,  there's  hardly 
nuch  to  cheer  about.  Retail  sales, 
/hich  make  up  the  other  70%  or  so  of 
he  business,  promise  to  stay  sluggish 
s  well — at  least  through  the  first  half 
f  the  year.  As  a  result,  experts  project 
hat  total  appliance  shipments  will  be 
p  a  modest  3%,  well  below  the  rec- 
rd  levels  of  1973.  "To  see  any  sharp 
ains,"  says  Mark  Hassenberg,  appli- 
nce  analyst  for  Donaldson,  Lufkin  & 
snrette,  "you'll  have  to  hold  out  for 
ext  year.  That's  when  the  housing 
market  ought  to  pick  up.  As  for  1982, 
t'll  be  marking  time." 

Still,  there  is  something  that  sets 
ppliance  makers  drooling.  The  indus- 
ry  may  well  be  on  the  verge  of  the 
iggest  replacement  boom  ever. 
There  are  over  340  million  appli- 
nces  in  use,"  says  Robert  Brintnall, 
ice  president  of  sales  at  Whirlpool. 
So  when  you  consider  that  those  are 
/hat  we're  going  to  have  to  replace — 
/ell,  that's  a  pretty  big  business  by 
nybody's  standards."  Already,  this 
larket  accounts  for  nearly  70%  of  all 
sfrigerators  sold  at  retail,  some  85% 
f  electric  ranges,  around  75%  of 
/ashers  and  over  60%  of  dryers,  but 
be  growth  potential  is  tremendous. 
Consider  the  statistics:  The  average 
seful  life  of  most  big  appliances  is 
bout  10  to  15  years,  and  a  five-year 
eriod  in  the  early  Seventies  was  the 
reatest  boom  ever.  Shipments  to- 
aled  156  million  units.  Thus  a  sales 
urge  seems  inevitable. 
The  only  question  is  when.  Last 
ear,  of  course,  the  squeeze  on  dispos- 


able income  and  the  high  financing 
costs  sent  consumers  back  to  the  ser- 
viceman just  one  more  time — and 
that  trend  could  continue.  "When  you 
talk  about  an  average  life  of,  say,  ten 
years,"  advises  John  Smallwood,  for- 
mer director  of  marketing  research  at 
Whirlpool  and  now  head  of  his  own 
Columbus,   Ohio   forecasting  firm, 


"that  doesn't  mean  all  those  appli- 
ances will  self-destruct  at  the  end  of 
that  period.  A  lot  of  those  old  GE 
refrigerators  with  the  coiled-condens- 
er  tops  that  were  made  in  the  Twen- 
ties are  still  working." 

Part  of  the  uncertain  timing  of  the 
replacement  boom,  however,  may  re- 
late as  much  to  changing  lifestyles  as 
to  aging  appliances.  Take  freezers. 
Young  couples  usually  start  off  with 
enough  freezer  space  in  their  refrig- 
erator. Demands  of  a  family  may  lead 


Hot  news 


The  malaise  of  big-ticket  appli- 
ances doesn't  extend  to  the  mi- 
crowave oven.  Dependent  on  nei- 
ther renewed  replacement  demand 
nor  a  comeback  in  the  housing 
market,  microwaves  seem  sure  to 
cook  up  another  successful  year.  In 
1981  about  4.1  million  were  sold, 
up  over  40%  from  1980.  (Ten  years 
ago  it  was  314,000.)  Even  so,  last 
year  was  the  first  time  microwaves 
exceeded  a  20%  saturation  of  U.S. 
households.  So  there's  a  big  hole 
out  there  yet  to  fill. 

How  do  you  get  those  first-time 
buyers  into  the  field?  The  first-on- 
your-block  pitch  served  to  gain 
only  about  a  15%  market  penetra- 
tion. Ever  since,  microwave  mak- 
ers have  had  to  add  new  features 
and  sizes.  The  industry  has  accom- 
modated space-cramped  apartment 
dwellers,  for  example,  with  models 
that  go  into  walls  or  above  the 
range  where  the  fan  used  to  be. 
That  may  sound  minor,  but  com- 
ing up  with  that  above-the-range 
innovation  in  1979  has  allowed  GE 
to  jump  from  fourth  place  in  the 
market  to  a  neck-and-neck  contest 
with  longtime  leader  Amana  Re- 
frigeration for  number  one,-  each  of 
them  has  about  a  17%  share,  close- 
ly followed  by  Litton  Industries.  A 


pack  of  Japanese  manufacturers, 
led  by  Sharp  and  Sanyo  (which  sup- 
plies to  Sears),  represent  another 
third  or  more. 

So  far,  the  fact  that  the  product 
has  undergone  so  many  changes  at 
the  same  time  that  the  field  has 
become  more  and  more  crowded 
with  competitors — some  40-odd 
brands  are  now  available— has  act- 
ed to  keep  the  $1.5  billion  micro- 
wave-oven market  remarkably  free 
of  cutthroat  pricing.  A  price  war  is 
bound  to  come,  however,  says  GE's 
James  West,  general  manager  of 
range  products,  "when  micro- 
waves reach  a  broader  consumer 
base."  As  would  logically  follow, 
West  also  foresees  a  shakeout,  al- 
though to  date  the  biggest  appli- 
ance maker  of  note  to  drop  from 
the  market  is  Sunbeam.  Says 
Charles  Mueller,  manager  of  plan- 
ning at  Amana:  "We're  estimating 
microwaves  will  reach  50%  pene- 
tration by  1986.  And  since  we 
don't  see  them  ever  becoming  as 
common  a  product  as,  say,  refriger- 
ators, that  50%  range  or  maybe  a 
bit  more  could  well  end  up  being 
their  saturation  level."  That  is 
when  some  manufacturers  who 
can't  stand  th,e  heat  may  have  to 
get  out  of  the  kitchen. — T.J. 
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"^PJ  W   them  to  buy  a  separate 
1 1  II  111    cnest  or  an  upright.  Such 
f  '•      I  |  I    units  have  a  life  of  15 
V  I  U  I  h  years  or  more.  But  by 
then  the  children  may  be 
out  of  the  house,  and  a  replacement 
unnecessary. 

Unfortunately  for  appliance  manu- 
facturers, replacement  sales  are  also 
tied  to  demand  for  housing.  When  a 
family  moves  into  an  existing  home, 
for  example,  the  previous  occupants 
have  usually  taken  at  least  some  of  the 
appliances  with  them.  Hence  the 
need  to  replace — and  yet  another  rea- 
son the  construction  slump  depresses 
appliance  sales. 

To  feed  or  even  accelerate  this  mas- 
sive market,  then,  it  is  essential  for 
the  appliance  industry  to  keep  coming 
up  with  product  improvements.  For 


instance,  in  the  early  Seventies  sales 
got  a  boost  from  self-cleaning  ranges 
and  frost-free  refrigerators.  From  1972 
to  1974  this  led  to  the  early  scrapping 
of  relatively  new  units.  Unfortunately 
it  also  took  away  the  welcome  cush- 
ion those  replacement  sales  might 
have  provided  during  the  subsequent 
lull  in  the  housing  market. 

These  days  dishwashers  offer  the 
best  example  of  how  new  features  can 
stimulate  replacement  sales.  Dish- 
washers have  achieved  50%  satura- 
tion in  U.S.  households, its.  the  virtual 
100%  penetration  of  the  refrigerator. 
Yet  because  of  such  recent  twists  as 
the  cold-water-rinse  setting  and  no- 
heat  drying,  replacement  now  ac- 
counts for  about  half  of  dishwasher 
unit  sales. 

"If  we  don't  come  up  with  a  better 


mousetrap,  customers  will  go  to  th 
other  guys  when  it  comes  time  t 
replace,"  says  Richard  Gralton,  gene 
al  manager  of  marketing  for  majt 
appliances  at  General  Electric,  whic 
leads  the  pack  in  the  $500  million-; 
year  retail  dishwasher  market. 

The  very  fact,  of  course,  that  execi 
tives  get  excited  about  the  replac 
ment  market  instead  of  about  sales  1 
builders  or  new-home  buyers — whic 
represent  real  growth — is  an  indicati 
of  relatively  hard  times.  What's  mor 
over  the  coming  few  months  custon 
ers  who  do  decide  to  replace  the 
worn-out  washers,  ranges  or  refriger 
tors  will  be  very  tough  shoppers  ii 
deed.  All  the  more  reason  why  appl 
ance  industry  executives  are  lookir 
forward  to  1983 — or  1984 — instead  i 
at  the  current  dismal  forecasts.  ■ 
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Maytag 

25.5% 

1 

20.9% 

0.0 

19.5% 

1 

24.4% 

9.7% 

8.3% 

5 

6.6% 

General  Electric 

20.6 

2 

19.6 

0.1 

18.1 

2 

18.0 

6.1 

11.6 

3 

12.4 

Whirlpool 

18.8 

3 

19.7 

0.1 

18.2 

3 

16.6 

5.6 

7.4 

7 

12.3 

White  Consolidated 

16.8 

4 

16.4 

0.5 

11.4 

6 

10.6 

3.4 

13.1 

2 

7.6 

Scovill 

15.6 

5 

9.9 

0.6 

8.8 

4 

11.6 

2.2 

8.1 

6 

28.2 

Sunbeam 

12.8 

6 

11.2 

0.4 

8.7 

7 

10.3 

3.1 

10.8 

4 

8.6 

Magic  Chef 

12.4 

7 

13.6 

0.5 

9.4 

5 

10.9 

2.7 

17.4 

1 

18.4 

Hoover 

9.8 

8 

def 

0.1 

def 

8 

7.9 

def 

6.5 

8 

3.2 

Singer 

6.9 

9 

15.2 

0.7 

8.7 

9 

5.7 

1.7 

2.5 

10 

D-P 

Zenith  Radio 

6.1 

10 

7.0 

0.5 

5.6 

10 

5.5 

1.6 

3.5 

9 

-14.0 

Medians 

14.2 

14.4 

0.5 

9.1 

10.8 

2.9 

8.2 

8.6 

Housewares  &  furnishings 

Insilco 

16.8% 

1 

16.1% 

0.5 

10.2% 

3 

10.4% 

5.0% 

9.3% 

4 

11.6% 

Black  &  Decker 

16.1 

2 

11.4 

0.4 

9.5 

1 

13.3 

4.6 

15.7 

2 

14.0 

Stanley  Works 

15.9 

3 

14.2 

0.2 

11.7 

2 

12.9 

5.2 

11.8 

3 

14.4 

Roper  Corp 

11.3 

4 

9.7 

0.7 

7.5 

5 

8.1 

1.9 

6.3 

5 

15.0 

Toro 

9.6 

5 

def 

0.7 

def 

4 

9.5 

def 

18.1 

1 

0.5 

Mohasco 

3.9 

6 

4.0 

0.7 

4.5 

6 

4.1 

1.1 

5.7 

6 

-10.2 

Talley  Industries 

def 

7 

def 

0.8 

def 

7 

2.6 

def 

3.7 

7 

P-D 

Medians 

11.3 

9.7 

0.7 

7.5 

9.5 

1.9 

9.3 

11.6 

Housekeeping  products 

American  Home  Products 

33.0% 

1 

32.8% 

0.0 

32.7% 

1 

33.0% 

11.9% 

10.9% 

5 

12.2% 

Procter  &  Gamble 

19.5 

2 

18.6 

0.2 

14.2 

3 

15.1 

-  6.0 

13.5 

2 

12.0 

Clorox 

18.6 

3 

17.0 

0.2 

14.4 

2 

15.1 

5.6 

6.9 

7 

7.7 

Economics  Laboratory 

17.4 

4 

15.6 

0.6 

10.8 

4 

13.6 

4.7 

14.8 

1 

13.4 

Purex  Industries 

14.8 

5 

14.1 

0.2 

11.4 

6 

11.3 

4.2 

7.7 

6 

7.0 

Colgate-Palmolive 

14.1 

6 

13.2 

0.2 

10.8 

5 

12.2 

3.2 

12.1 

3 

4.6 

Scott  Paper 

11.4 

7 

10.3 

0.4 

8.0 

7 

8.5 

5.4 

11.8 

4 

10.1 

Medians 

17.4 

15.6 

0.2 

11.4 

13.6 

5.4 

11.8 

10.1 

Industry  medians 

15.2 

13.9 

0.4 

9.9 

11.1 

3.8 

10.1 

10.1 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

P-D:  profit  to  deficit.    D  P:  deficit  to  profit:  not  ranked.    Def:  deficit 
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rhere  was  a  time  when  you  could  buy  a  whole 
ash  in  the  supermarket.  Someday  you  may  re- 
nember  chicken  that  way,  too. 


Food  processors 


By  Paul  B.  Brown 


TWENTY  YEARS  AGO  yOU  COuld 
walk  into  your  supermarket 
and  buy  a  fish  that  had  a  head, 
wo  eyes  and  a  tail.  "That's  about  all 
hey  sold,"  says  A.  foe  Benjamin,  se- 
lior  vice  president  of  Keystone  Foods. 
'Today  it's  fish  patties,  fish  sticks, 
ish  fillets.  The  same  thing  is  going  to 
lappen  to  chicken.  There  just  isn't 
.ny  reason  to  ship  the  bones."  Benja- 
nin  hastens  to  say  all  this  may  take 
en  years.  But  sooner  or  later,  he  pre- 
licts,  most  of  the  chicken  in  your 
upermarket  will  be  in  machined 
hapes. 


Most  food  processors  agree.  Today, 
says  Don  Tyson,  CEO  of  Tyson  Foods 
of  Spnngdale,  Ark.,  "people  say,  'I 
don't  want  to  cook  that  damn  chick- 
en, it  takes  too  long.'  They  just  want 
to  take  it  out  of  the  package,  plunk  it 
in  the  microwave  and  serve  it." 

One  big  reason:  Fast-food  chains 
like  McDonald's — which  provides 
95%  of  Joe  Benjamin's  business — 
have  made  machine-tooled  chicken 
socially  acceptable.  Within  the  last 
three  years  just  about  every  franchise 
has  added  some  kind  of  chicken  sand- 
wich to  its  menu,  says  George  B. 
Watts,  president  of  the  National 
Broiler  Council.  "The  customer  has 


begun  looking  for  a  similar  product  at 
the  supermarket,"  says  Watts,  "and 
food  processors  are  responding  to  that 
demand." 

Indeed  they  are  responding  so  well 
that  processed  chicken  is  now  the 
fastest-growing  segment  of  the  poul- 
try market.  In  1980  Americans  con- 
sumed 1 1  billion  pounds  of  broilers, 
about  10%  of  them  processed.  "That 
10%  is  up  from  5%  in  the  last  ten 
years,"  says  William  P.  Roenigk,  di- 
rector of  economic  research  for  the 
Broiler  Council,  "and  we  think  it  will 
reach  about  25%  by  the  end  of  the 
decade." 

Why  processed  chicken,  though,  in- 
stead of  beef?  First,  it's  cheaper. 
Working  couples  don't  have  a  lot  of 
time  to  prepare  foods,  but  neither  do 
they  want  to  ruin  their  budget  on  con- 


'hicken—from  brooder  to  bag 

'here  is  only  so  much  sausage  you  can  stuff. 
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venience  foods,  Roenigk 
points  out.  "Also,  they 
are  thinking  about  nutri- 
tion, and  chicken  is  per- 
ceived as  being  more  of  a 


health  food." 

The  result  has  been  to  give  the  food 
processor  something  to  do  with  the 
35%  or  so  of  a  chicken — the  back  and 
neck — that  nobody  wants  to  eat. 
"Years  ago  we  used  to  throw  them 
away,"  says  Tyson  Food's  Tyson. 
Then  the  food  processors  started 
stripping  off  the  meat  and  selling  it  for 
dog  food  or  putting  it  in  products  like 
frankfurters  (if  more  than  15%  of  the 
hot  dog  is  composed  of  chicken,  it 
must  be  labeled  differently  from  a  reg- 
ular hot  dog).  Consumers  didn't  seem 
to  mind.  In  fact,  chicken  franks  grew 
from  just  3%  of  the  frankfurter  mar- 
ket in  1977  to  13%  in  1980.  Chicken 
is  also  used  in  bologna  and  other  kinds 
of  sausage. 


But  there  is  only  so  much  sausage 
you  can  stuff.  So  in  1963  Cornell  pro- 
fessor Robert  C.  Baker  started  press- 
ing the  meat  together  with  the 
choicer  meat  of  the  drumsticks, 
thighs  and  breasts  into  hot-dog  shapes 
and  test-marketed  them  as  Bird  Dogs. 
Voila!  Processed  chicken  was  born. 

Further  combinations  are  expected 
in  coming  years,  as  chicken  proces- 
sors continue  to  search  for  different 
ways  to  expand  their  market  during  a 
decade  of  slow  population  growth. 
"The  American  stomach  isn't  going 
to  grow  that  much  larger,"  Roenigk 
says.  "The  overall  market  for  meat 
isn't  going  to  grow  that  much,  and 
chicken  demand  will  only  grow  as  a 
tradeoff  with  other  meats.  [Per  capita 
consumption  of  chicken  in  1981  was 
53  pounds.]  Given  limited  growth,  ev- 
erybody in  the  food  processing  busi- 
ness is  going  to  compete  that  much 
harder.  We  know  that  people  don't 


want  to  eat  a  whole  chicken  ever; 
day.  So  you  have  to  give  them  nev 
products." 

The  same  potential  exists  for  tur 
key,  says  Wallace  L.  Tunnell,  presi 
dent  of  Greyhound's  Armour  Food  di 
vision;  it  can  be  something  more  thai 
a  holiday  meal.  "Value-added  turke; 
products,  such  as  our  new  line  of  tur 
key  hot  dogs,  turkey  hams  and  turke; 
salami,  are  beginning  to  make  thei 
mark  on  the  industry,"  Tunnel 
says — although  he  declines  to  providi 
market  share  figures. 

Processed  poultry  is  more  costly- 
less  than  $1.50  per  pound,  compare 
to  about  $1.04  for  chicken  breasts— 
but  there  are  no  bones  to  throw  oul 
And  margins  are  higher,  because  pre 
cessors  can  use  parts  of  the  bird  the; 
used  to  throw  away,  and  also  sav 
shipping  costs  since  they  don't  hav 
to  ship  the  carcasses.  Chicken  rol 
cordon  bleu,  anyone?  ■ 


Food  processors 

Yardsticks  of  management  performance 


Profitability 


Growth 


Return  on  equity 


Return  on  total  capital 


Sales 


Company 


5-year 
average 


5-year 
rank 


latest 
12 

months 


debt/ 

equity 

ratio 


latest 
12 

months 


5-year 
rank 


5-year 
average 


net 

profit 

margin 


5-year 
average 


5-year 
rank 


Meatpackers 

Keystone  Foods 
Esmark 

Idle  Wild  Foods 
Tyson  Foods 
George  A  Hormel 
Greyhound 


24.7% 

21.1 

19.9 

15.6 

15.5 

13.9 


20.8% 
14.0 
18.0 
4.7 
12.5 
16.2 


0.9 
0.6 
0.2 
1.6 
0.1 
0.5 


11.5% 

9.3 
14.9 

4.0 
11.3 
11.7 


14.5% 

12.7 

16.0 

10.9 

13.7 

10.1 


1.0% 

2.6 

1.3 

0.4 

1.9 

2.9 


27.1% 

1.9 
10.2 
16.5 

7.3 

5.4 


1 
10 

5 
2 
7 
8 


Frederick  &  Hernid 
General  Host 
Monfort  of  Colorado 
Wilson  Foods 
Rath  Packing 
Swift  Independent 


13.2 
def 
def 
def 
def 


7 
8 
9 

10 
11 


1.3 
def 

43.4 
def 
def 

26.1 


0.9 
2.1 
1.2 
1.1 
4.6 
1.3 


3.1 
def 

22.7 
def 
def 

11.2 


9 

10 
11 


9.5 
3.0 
0.7 
def 
def 


0.1 
def 
1.1 
def 
def 
0.8 


14.9 
-0.9 
13.8 

4.5tt 

0.9 

8.4» 


3 
12 

4 

9 
11 

6 


Medians 


13.9 


13.3 


1.0 


10.3 


10.1 


0.9 


7.9 


Agricultural  commodities 

Pioneer  Hi-Bred  Intl 

ConAgra 

Kay 

Archer  Daniels  Midland 
A  E  Staley  Mfg 


25.1% 

24.2 

23.9 

16.9 

16.1 


26.7% 
24.2 
def 
20.1 
26.3 


0.2 
0.7 
1.5 
0.5 
0.2 


22.8% 
15.6 
0.2 
15.4 
19.3 


22.0% 

15.7 

12.9 

12.9 

11.3 


13.3% 
1.8 
def 

5.0 
5.3 


19.8% 

11.3 

21.3 

14.1 

19.8 


Seaboard  Allied  Milling 
DEKALB  AgResearch 
Savannah  Foods 
Peavey 

Anderson,  Clayton 
Central  Soya 


15.3 
15.3 
13.2 
12.6 
12.0 
10.2 


6 
7 
8 
9 
10 
11 


11.8 
10.8 
43.8 
14.8 
12.3 
6.7 


0.4 
0.5 
0.4 
0.4 
0  1 
0.5 


8.5 
8.4 
26.0 
10.6 
12.3 
6.0 


8 
5 

10 
9 
6 

11 


10.8 
11.8 
9.0 
9.4 
11.4 
8.1 


1.4 

•5.2 
3.6 
2.9 
3.0 
1.0 


7.7 
15.8 
4.3 
8.6 
7.3 
8.0 


9 

4 
11 

7 
10 

8 


Medians 


15.3 


14.8 


0.4 


12.3 


11.4 


3.0 


11.3 


Industry  medians 


15.3 


14.0 


0.5 


11.2 


11.1 


1.4 


8.6 


All-industry  medians 


15.5 


14.7 


0.4 


10.9 


11.1 


4.5 


14.0 


Note:  Explanation  of  Yardsticks  calculations  on  page  51 
ftThree-year  growth.    P-D:  profit  to  deficit.    D-D:  deficit  to  deficit. 


def  deficit.    "Not  available;  not  ranked 
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^hat  do  you  do  when  your  market  grows  at  less 
han  296  a  year  and  you  are  being  challenged  at 
lie  low  end?  Try  to  take  the  high  ground. 


Branded  foods 


By  Paul  B.  Brown 


COMPETITION  HAS  NEVER  been 
more  vigorous,"  says  Kellogg 
Chairman  William  E.  LaMothe, 
'hose  company  owns  40%  of  the  ce^ 
:al  market.  That  may  be  an  under- 
:atement.  The  U.S.  population  is 
;tting  older  and  more  health-food 
anscious,  and  with  more  women  in 
le  work  force  fewer  meals  are  being 
aten  at  home. 

But  the  big  imponderable  comes  in 
plain  white  wrapper.  It's  called  "gen- 
rics."  Simply  packaged  and  cheap, 
eneric  foods  are  branded  foods'  polar 
pposite.  They  now  represent  about 
.6%  of  all  food  sales.  That  doesn't 


sound  like  much,  but  the  figure  has 
doubled  in  a  year.  And,  at  the  next 
step  up,  private-label  "store-brand" 
foods  have  captured  14.4% — up  3.5% 
from  the  previous  year — in  a  total 
food  market  that  is  growing  only  be- 
tween 1%  and  2%  annually.  So  it 
would  be  a  foolish  food  company  ex- 
ecutive who  took  the  trend  lightly. 

"There  are  always  people  who  are 
willing  to  pay  more  to  get  more,"  says 
Peter  RosoW,  general  manager  of  Gen- 
eral Foods'  desserts  division.  'But 
there  are  also  people  who  will  always 
look  for  the  lowest  price.  In  the  cur- 
rent economic  environment,  those 
trends  tend  to  become  magnified." 

When  that  happens,  the  pressure 


falls  on  the  branded  foods  companies 
to  justify  their  higher  prices,  says 
Richard  A  Zimmerman,  president  of 
Hershey  Foods  Corp.  "There  is  no 
doubt  that  the  white  boxes  arc  begin- 
ning to  have  an  impact  "  Zimmerman 
says.  "That  means  we  have  to  make 
sure  that  the  value  is  there — by  using 
better  ingredients  and  by  having  a  dis- 
tinctive flavor.  Everyone  seeks  the 
best  buy  he  can  find,  but  the  best  buy 
is  not  always  the  least  expensive,  and 
we  have  to  get  that  message  across." 

Consumers  who  buy  generics  are 
often  middle  class,  usually  with  col- 
lege degrees.  "The  more  educated  peo- 
ple are,  the  more  likely  they  are  to  try 
a  generic,"  says  Frank  V.  Forrestal, 
president  of  Borden's  consumer  prod- 
ucts division.  "To  them,  peas  are  peas 
are  peas.  But  someone  who  hasn't 
gone  to  school  is  more  likely  to  buy 


?neric  foods 

he  big  imponderable  comes  in  a  plain  white  wrapper. 
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thermosetting  resins  used  in  th 
housing  industry,  and  is  selling  off 
large  portion  of  its  dairy  products 
Borden  made  the  move  to  boost  re 
turn  on  equity,  which  has  traditional 
ly  trailed  that  of  other  branded  foods 
Other  companies  are  trying  to  mak 
changes  within  their  traditional  prod 
uct  line.  Kellogg,  for  example,  has 
new  line  of  cereals  called  Nutri-Grair 
vitamin  enriched  and  sugarless,  to  ta 
America's  health  consciousness. 


Branded  foods 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year  12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5-y 

Lonipsny 

average 

rank  months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

ran 

Diversified 

Dean  Foods 

22.8% 

1  25.6% 

0.6 

16.5% 

1 

16.2% 

2.3% 

15.6% 

6 

28.0% 

2 

CPC  International 

19.2 

2  18.5 

0.2 

lb.  1 

1 

1  c  / 

Ij.o 

4.7 

9.9 

17 

13.1 

7 

General  Mills 

18.9 

3  20.1 

0.3 

15.5 

3 

14.4 

4.3 

14.2 

9 

15.4 

5 

Curtice-Bums 

18.5 

4  17.2 

2.5 

8.1 

15 

10.1 

1.4 

24.0 

1 

12.5 

8 

Nabisco  Brands 

17.8 

5  18.8 

0.4 

13.4 

*  • 

4.4 

8.9t 

19 

12.2J 

9 

vjciicidi  ruuus 

17.4 

6  14.7 

0.2 

11.6 

4 

13.9 

3.2 

11.2 

12 

11.9 

U 

Pillsbury 

17.1 

7  16.0 

0.8 

10. 1 

13 

1 1.4 

3.5 

17.8 

3 

15.3 

6 

Beatrice  Foods 

17.0 

8  17.5 

0.3 

13.4 

5 

13.7 

4.1 

14.2 

7 

10.7 

14 

H  J  Heinz 

17.0 

9  19.6 

0.2 

15.2 

g 

13.1 

4.9 

12.1 

10 

18.4 

4 

Universal  Foods 

17.0 

10  15.8 

0.5 

11.9 

7 

13.4 

3.1 

19.9 

2 

11.7 

13 

Q  "ilttun  Purine 

16.2 

11  15.4 

0.4 

11.4 

11 

11.6 

3.4 

10.2 

15 

10.6 

15 

Consolidated  Foods 

15.9 

12  17.1 

0.4 

1 1.2 

10 

12.2 

2.5 

14.2 

7 

11.8 

12 

Dart  &  Kraft 

15.6 

13  14.9 

0.2 

12.5 

9 

13.0 

3.9 

9.9* 

17 

11.9* 

11 

Campbell  Soup 

15.0 

14  13.6 

0.1 

11.7 

6 

13.6 

4.7 

10.3 

13 

9.0 

18 

Intl  Multifoods 

14.1 

15  15.0 

0.5 

10.2 

14 

10.4 

2.7 

6.0 

21 

9.8 

17 

Norton  Simon 

14.0 

16  11.3 

0.6 

7.5 

17 

9.4 

3.2 

11.3 

11 

8.3 

19 

Federal  Co 

13  0 

17  9.5 

0.1 

8.6 

12 

11.6 

1.4 

15.8 

4 

4.9 

20 

Borden 

12.8 

18  12.4 

0.4 

9.1 

16 

9.7 

3.4 

7.0 

20 

10.3 

16 

Di  Giorgio 

10.3 

19  9.2 

0.8 

6.3 

19 

7.4 

1.1 

10.2 

14 

20.2 

3 

Castle  &  Cooke 

10.0 

20  7.0 

0.6 

6.1 

18 

7.6 

l  7 

15.7 

5 

1.2 

21 

1/  „  „  „  Mill—— 

Kane-rniuer 

4.3 

21  7.0 

0.8 

6.2 

20 

4.6 

0.9 

3.2 

22 

-11.4 

22 

United  Brands 

3.3 

22  1.9 

0.5 

2.6 

21 

3.5 

0.3 

10.1 

16 

102.9 

1 

Medians 

16.1 

15.2 

0.4 

11.3 

11.6 

3.2 

11.3 

11.9 

Specialized 

Kellogg 

27.3% 

1  26.1% 

0.1 

21.9% 

1 

22.6% 

8.4% 

13.2% 

5 

13.2% 

7 

Flowers  Industries 

19.7 

2  19.6 

0.6 

12.7 

7 

12.5 

3.7 

19.4 

1 

16.0 

2 

Hershey  Foods 

18.5 

3  21.7 

0.4 

14.8 

3 

14.9 

5.5 

16.4 

2 

14.0 

5 

Campbell  Taggart 

18.2 

4  18.1 

0.3 

14.0 

6 

13.7 

3.3 

12.5 

7 

13.5 

6 

Quaker  Oats 

17.3 

5  17.5 

0.2 

12.5 

8 

12.3 

4.1 

119 

9 

16.4 

1 

Carnation 

17.1 

6  15.7 

0.2 

13.3 

5 

14.0 

4.5 

10.1 

11 

11.6 

9 

Wm  Wrigley  Jr 

16.1 

7  13.5 

0.0 

13.1 

2 

15.4 

5.2 

12.1 

8 

6.9 

11 

Gerber  Products 

15.9 

8  17.0 

0.2 

14.8 

4 

14.2 

5.9 

11.4 

10 

11.0 

10 

McConnick 

14.9 

9  15.6 

0.7 

10.7 

9 

11.3 

3.4 

16.4 

2 

11.6 

8 

Knudsen 

14.1 

10  17.1 

1.0 

9.8 

11 

8.6 

1.7 

16.1 

4 

15.9 

3 

Amstar 

12.3 

11  25.3 

0.1 

18.8 

10 

9.2 

'4.2 

3.4 

15 

2.0 

14 

Amer  Maize-Products 

10.0 

12  11.4 

0.7 

8.0 

12 

7.8 

2.7 

12.6 

6 

2.7 

13 

Stokely-Van  Camp 

8.2 

13  8.3 

0.3 

6.6 

13 

6.5 

2.1 

6.0 

13 

4.2 

12 

American  Bakeries 

5.9 

14  def 

0.7 

0.7 

14 

5.3 

def 

5.8 

14 

14.1 

4 

Interstate  Bakeries 

4.0t 

15  def 

3.9 

def 

15 

4.8t 

def 

9.4*t 

12 

P-D 

15 

Medians 

15.9 

17.0 

0.3 

12.7 

12.3 

3.7 

12.1 

11.6 

Industry  medians 

15.9 

15.7 

0.4 

11.6 

11.9 

3.4 

11.9 

11.8 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 

tFour-year  average.    tFour-year  growth    ttThree-year  growth.    P-D:  profit  to  deficit,    def:  deficit. 

"Not  available;  not  ranked. 

the  same  brand  of  peas 
their  mother  did.  They 
wouldn't  go  below  that. 
It  would  be  beneath  their 
dignity." 

William  Maguire,  a  food  analyst  for 
Merrill  Lynch,  thinks  the  fate  of  non- 
branded  foods  is  tied  to  the  weather, 
not  economic  status:  "It's  a  boom  in 
commodity  production  that  stimu- 
lates these  products.  When  the  wheat, 
corn,  beans  and  sugar  crops  are  good, 


it  brings  out  the  private  label  and  ge- 
neric products.  When  you  have  a  short 
crop,  they  will  disappear." 

Even  if  generics  and  private  labels 
are  a  temporary  problem,  though, 
branded  foods*  companies  still  face 
changing  consumption  patterns  and 
limited  growth.  Those  long-term 
problems  prompt  differing  responses. 
Since  its  restructuring  in  1980,  Bor- 
den is  moving  heavily  into  specialty 
chemicals,  like  thermoplastics  and 
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Hershey,  like  other  middle-tier 
anded  foods  companies,  is  not  only 
panding  existing  product  lines  and 
lying  other  smaller,  usually  well- 
lown,  regional  branded  products,  but 
so  moving  into  new  areas — a  course 
eneral  Mills,  Quaker  Oats  and  Pills- 
iry  have  charted.  The  reason?  As 
illie  Sutton  said,  that's  where  the 
oney  is.  Says  Zimmerman:  "You 
:ed  to  cover  all  the  bases." 
For  Hershey,  two  of  those  bases 
ive  nothing  to  do  with  candy.  Her- 


shey has  bought  four  pasta  compa- 
nies— San  Giorgio,  Delmonico,  P&R 
and  Skinner — since  1966,  and  is  now 
number  two  in  pasta  behind  C.F. 
Mueller  Co.  In  1979  Hershey  acquired 
the  625-store  Friendly  Ice  Cream 
chain  that  specializes  in  informal 
meals  and  desserts.  Both  moves  re- 
flect changing  lifestyles,  Zimmerman 
says:  "With  both  people  working, 
more  meals  are  eaten  out.  I  long  ago 
disabused  myself  of  the  idea  of  getting 
the  wife  back  into  the  kitchen.  She 


doesn't  want  to  be  there,  and  has 
skills  that  have  developed  well  beyond 
that.  This  is  not  to  say  she  doesn't 
like  to  cook,  but  she  usually  doesn't 
have  the  time." 

But  no  matter  how  much  diversifi- 
cation helps,  the  basic  problem  re- 
mains: The  average  branded  food 
costs  about  15%  more  than  the  aver- 
age private  label,  and  30%  more  than 
generics.  What's  in  a  name?  It  has  to 
be  quality.  Says  Kellogg's  LaMothe: 
"We're  tested  on  every  spoonful."  ■ 


Destiny  s  toy 


About  40%  of  the  babies  born  in  the  expected  U.S. 
baby  boomlet  of  the  Eighties  will  be  firstborn,  and 
as  Lehman  Brothers  analyst  John  Maxwell  puts  it, 
"The  firstborn  gets  the  toys,  the  secondborn  gets  the 
castoffs."  Since  only  28%  of  the  post-World  War  II 
babies  were  firstborn,  this  is  great  news  for  the  toy 
business,  one  of  the  branded  food  industry's  favorite 
diversifications. 

At  first  glance  it's  hard  to  see  why  toys  are  so 
attractive  to  the  food  industry.  The  toy  business  has 
been  rugged  terrain  to  branded  food  companies  for 
years.  Nabisco  took  a  $26  million  writedown  when  it 
sold  Aurora  Products  Corp.  in  1977;  Quaker  Oats 
wrote  off  $11.9  million  in  1976,  when  it  sold  Marx 
after  four  years.  The  British  company  that  bought 
Marx — Dundee-Combex — promptly  went  bankrupt. 

But  before  Marx  there  was  Fisher-Price,  which 
Quaker  bought  in  1969  and  which  has  flourished  ever 
since.  In  Quaker's  fiscal 
year  ended  last  March, 
$385  million  (sales)  Fish- 
er-Price accounted  for 
15%  of  corporate  rev- 
enues and  21%  of  operat- 
ing profit  with  its  $50.6 
million  earnings;  its  pre- 
tax margin  of  13.1%  was 
the  highest  of  any  Quaker 
division. 

The  principal  reason 
Quaker  did  well  with 
Fisher-Price  and  not  with 
Marx:  Quaker  left  Fisher- 
Price  alone.  All  but  two  of 
its  nine  top  officers 
reached  vice  president 
from  within  the  ranks, 
and  President  Franklyn 
Barry  has  been  with  the 
company  for  virtually  his 
whole  career.  That  was 
not  the  case  with  Marx, 
whose  management  was 
replaced  by  "Quakers." 

And,  according  to  James 
Tindall,  Fisher-Price  vice 
president  and  general 
manager  for  U.S.  oper- 
ations (who  notes  that  he 


Baby  boomlet 

"The  firstborn  gets  the  toys. 


is  one  of  the  few  "Quakers"  at  Fisher-Price):  "The 
company  has  had  a  clear  sense  of  its  identity,  its 
standards  and  its  place  in  the  market." 

Why  have  other  food  companies  had  so  much  trou- 
ble? The  toy  business  is  much  more  "fashion-orient- 
ed," Tindall  says,  and  much  more  seasonal.  Food  is 
not  a  sometime  thing,  whereas  two-thirds  of  the  toy 
industry's  sales  are  in  the  seven  weeks  before  Christ- 
mas. This  does  not  make  for  smooth  production  runs 
and  leaves  precious  little  time  to  correct  marketing 
mistakes. 

Fisher-Price  moderates  these  bumps  by  offering  to 
wait  for  payment  until  December  if  large  retailers  take 
shipments  as  soon  as  they  are  available,  starting  the 
previous  January.  "In  essence,  we're  saying  to  our 
customers,  'You  be  our  warehouse  and  we'll  be  your 
bank,'  "  Tindall  says.  In  fact,  it  ships  40%  of  its  toy 
dollar  volume  in  the  first  six  months  of  the  year,  at  a 

time  when  retailers  are 
buying  only  3%  to  5%  of 
their  yearly  shipments  per 
month.  "It  gives  us  a  big 
share  of  the  retail  shelf 
early  in  the  year,"  Tindall 
says,  and  it  helps  even  out 
production  runs.  Of 
course,  it's  been  expen- 
sive lately — financing  that 
already  delivered  inven- 
tory at  sky-high  interest 
rates,  combined  with 
lackluster  buying  during 
the  brief  recession,  caused 
Fisher-Price's  pretax  prof- 
its to  decline  from  $55 
million  in  1980  to  $50.6 
million  in  1981. 

"We're  really  very  opti- 
mistic about  the  next  five 
to  seven  years,  based  on  the 
Census  Bureau's  latest 
population  projections," 
Tindall  says.  But  it  will  not 
be  anything  like  the  post- 
World  War  II  boom,  which 
was  a  much  more  sudden 
jump.  And  it  will  not 
support  sloppy  manage- 
ment.— Robert  McGough 
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The  generation  that  got  hooked  on  colas  is 
growing  up — and  out.  But  that  unsightly  bulge 
around  the  middle  is  good  news  for  makers  of 
soft  drinks  and  beer,  and  even  for  winemakers. 


Beverages 


By  Paul  B.  Brown 


T|  he  Pepsi  generation  is  getting 
fat — or  at  least  getting  worried 
about  getting  fat — and  the  $40 
billion  overall  beverage  market  will 
show  only  modest  growth  through  the 
Eighties.  Total  consumption  of  beer 
and  soft  drinks  is  expected  to  increase 
by  just  3%  and  4%  a  year  respectively 
for  the  next  five  years.  Bad  news  for 
the  industry?  Not  necessarily.  The  in- 
creasingly diet-conscious  Pepsi  gen- 
eration, people  born  between  World 
War  II  and  Vietnam — at  75  million, 
the  largest  segment  of  the  U.S.  popu- 
lation—are turning  to  diet  colas,  now 
15%  of  the  soft-drink  market.  That 


market  will  probably  grow  8%  a  year. 
Light  beers,  too,  should  gain  market 
share  twice  as  fast  as  their  heavier 
counterparts. 

Further,  says  Emanuel  Goldman, 
beverage  analyst  at  Sanford  C.  Bern- 
stein &  Co.,  future  diet  colas  may  lack 
the  bitter  aftertaste  of  today's  saccha- 
rin-based product.  As  drinks  using 
aspartame,  a  heralded  saccharin  re- 
placement that  is  still  being  tested, 
become  widely  used,  he  says,  "the 
drinks  should  taste  better,  so  people 
may  drink  a  bit  more."  Drinking  more 
also  has  a  lot  to  do  with  the  popularity 
of  light  beer,  which  now  represents 
13%  of  the  beer  market.  Calories  have 
less  to  do  with  it,  says  Robert  S.  Wein- 


berg, a  beer  consultant  in  St.  Lou 
"What  sells  light  beer  is  that  it  is  It 
filling;  you  can  drink  more." 

All  this  has  not  gone  unnoticed 
winemakers.  Low-calorie  wine, 
fact,  may  be  the  big  news  of  198! 
wine  market — or  the  biggest  fh 
Both  Paul  Masson  and  Taylor  wines 
division  of  Coca-Cola,  introduc 
"light"  wines  in  selected  markets  1; 
summer.  The  numbers  make  it  hi 
to  resist,  says  Paul  Masson  Vice  Pre 
dent  Ian  Wells.  "In  the  last  five  yea 
light  beers  have  grown  350%,  d 
drinks  are  up  58%  and  sparkling  v 
ters  sales  have  increased  by  49%," 
says.  So  why  not  a  diet  wine? 

In  1980,  the  average  American  c( 
sumed  about  40  gallons  of  soft  driri 
and  25  gallons  of  beer,  but  just  ! 
gallons  of  wine,  according  to  Bet  erc* 
Industry,  a  trade  magazine.  So  wii 


Chateau  Sam  Houston? 


Ah,  the  Texans.  When  the  oil  runs  out,  one  thing 
they  plan  to  replace  it  with  is  wine. 
Someday,  says  E)r.  Charles  McKinney,  chief  of  the 
University  of  Texas  wine  research  project,  60,000  acres 
of  cultivated  Texas  desert  could  bring  the  university 
more  than  $50  million  annually  in  income.  Texas,  he 
says  expansively,  could  wind  up  second  only  to  Califor- 
nia in  the  production  of  quality  domestic  wine. 

Does  that  sound  like  mere  Texas  bragging?  Maybe 
so,  but  there  is  such  a  thing  as  Texas  wine  right  now; 
McKinney's  experimental  vineyards  in  the  Midland- 
Odessa  area  produced  1,200  gallons  of  it  last  year.  "It's 
unbelievable,"  says  one  convert  to  Texas  wine,  a  re- 
porter for  an  Austin  daily.  "You  top  a  rise  and  there's  a 
vineyard  in  the  middle  of  the  goddamn  desert." 

The  stuff's  not  bad,  either.  Dr.  Fred  Nury,  professor 
of  enology  at  California  State  University  at  Fresno,  has 
conducted  blind  tastings  which  rated  most  of  the  Texas 
white  wines.  He  says  they're  "certainly  at  the  level  of 
medium  to  high  quality."  California  grapes  seem  to 
produce  the  best  wines  in  the  Texas  climate. 

The  university  has  165  acres  planted  at  Bakersfield, 
310  miles  west  of  San  Antonio,  and  by  1984  plans  to 
have  1,000  acres,  yielding  500,000  gallons  of  wine  for 


sale  by  1986.  The  soil  is  porous  and  well-drained,  good 
for  wine  grapes,  say  Caiifornians  familiar  with  the 
project.  Their  only  worry  is  the  weather — it  is  hot  and 
windy,  and  subject  to  hailstones  and  the  occasional 
tornado.  McKinney  says  in  defense  that  Bakersfield 
makes  up  for  it  with  more  sunshine,  and  the  wind 
helps  mitigate  the  heat. 

If  Texas  can  get  a  wine  industry  going,  says  McKin- 
ney, it  will  lease  out  university  land  for  vineyards  on  a 
royalty  basis,  as  it  does  now  for  oil.  The  university's  oil 
and  gas  income,  $145  million  last  year,  goes  into  a 
fund,  the  interest  going  to  the  university.  With  oil 
production  in  Texas  falling  about  5%  per  year,  the 
university,  like  Saudi  Arabia,  is  planning  ahead.  Not 
even  the  enthusiastic-  McKinney  believes  grapes  will 
replace  oil,  but  he  thinks  they  may  "lessen  the  blow." 

McKinney  says  a  "nationally  known"  winemaker 
wants  to  build  a  winery  in  Texas;  he  won't  say  which 
one  because  "they  wanted  to  have  the  jump  on  their 
competitors."  But  a  spokesman  for  a  large  California 
winemaker  is  a  little  more  skeptical.  "I  don't  know 
how  you  would  market  Texas  wines,"  she  says.  That's 
a  Californian  talking,  though.  Everybody  knows  they 
have  always  been  jealous. — Robert  McGough 
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?t  soft  drinks  after  bottling 
ie  forerunner  of  diet  wine. 


akers  figure  the  diet  product  is  wouldn't  prefer  the  taste  to  calories." 

)rth  a  shot;  maybe  it  will  expand  Only  market  research  will  tell, 

eir  market  a  bit.  They  look  forward  Eileen  Honey,  32,  of  Main  Street  in 

the  day  when  the  sommelier  will  Ridgefield,  Conn,  isn't  aware  of  all  the 

er  you  a  wine  list  that  reads:  reds,  market  research  the  industry  has  de- 

se's,  whites  and  diet.  It  may  not  voted  to  determine  what  she  will 

ppen.  "Unless  they  are  winos,  most  drink,  but  her  thoughts  about  diet 

ople  just  don't  drink  a  lot  of  wine,"  beverages  are  enough  to  warm  the  in- 

)ldman  says.  "I  wonder  if  they  dustry's  heart  on  a  cold  winter  night. 


erages 

Isticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total 

capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-yeai 

5-year 

profit 

5-year 

5-year 

5-year 

5-year 

lany 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

rank 

ileman  Brewing 

31.2% 

1 

30.7% 

0.3 

21.4% 

1 

23.2% 

4.9% 

28.2% 

1 

31.4% 

1 

Cola 

23.4 

2 

22.8 

0.1 

20.1 

2 

21.9 

7.7 

14.9 

5 

11.7 

7 

Co 

22.4 

3 

22.5 

0.5 

14.9 

3 

16.1 

4.8 

20.2 

2 

16.2 

5 

ral  Cinema 

20.8 

4 

22.3 

1.0 

12.9 

5 

13.1 

4.6 

17.6 

3 

17.8 

3 

n-Forman  Dist 

19.2 

5 

24.6 

0.3 

18.6 

4 

14.6 

9.3 

12.6 

6 

21.2 

2 

uscr-Busch  Cos 

17.8 

6 

20.0 

0.6 

10.8 

7 

10.8 

5.6 

16.1 

4 

15.9 

6 

ein 

15.3 

7 

17.7 

0.4 

13.3 

6 

11.3 

4.5 

6.8 

11 

6.8 

8 

im 

14.0 

8 

25.0 

0.3 

18.4 

8 

10.7 

12.2 

6.3 

12 

17.0 

4 

nal  Distillers 

12.3 

9 

12.6 

0.3 

10.0 

10 

9.9 

6.3 

8.0 

10 

6.3 

9 

Crown  Cos 

12.3 

10 

11.5 

0.6 

8.6 

9 

10.1 

2.7 

12.3 

7 

-1.8 

12 

h  Coors 

10.3 

11 

6.2 

0.0 

5.8 

11 

9.6 

4.9 

10.4 

9 

2.2 

11 

pia  Brewing 

6.6 

12 

0.8 

0.2 

1.5 

12 

5.9 

0.2 

12.0 

8 

2.9 

10 

Brewing 

4.1 

13 

def 

0.1 

0.2 

13 

3.8 

def 

6.3 

12 

-14.0 

13 

hlitz  Brewing 

def 

14 

def 

0.3 

def 

14 

0.7 

def 

2.3 

14 

P-D 

14 

try  medians 

14.7 

18.9 

0.3 

11.9 

10.8 

4.9 

12.2 

9.3 

dustry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  ot  Yardsticks  calculations  on  page  51 
P-D:  profit  to  deficit     def:  deficit. 


"I've  been  drinking  diet  drinks  for 
about  three  years,"  says  the  manager 
of  the  classified  department  at  Acorn 
Press  there.  "I  have  a  sweet  tooth,  so  I 
like  drinking  something  like  a  Coke, 
but  as  we  get  older  we  have  to  watch 
our  weight."  How  goes  her  battle  of 
the  bulge?  "Well  .  .  .  pretty  good," 
Honey  says.  ■ 


Open-heart  surgery  in  a  catheter,  kidney  dialysis 
in  a  plastic  bag.  They  promise  miracles,  but  is 
there  a  cure  for  the  $235-a-day  hospital  room? 


Health  care 


By  Pamela  She rr id 


OF 


THE   GAME   IS  tO 

own  product. 


T|  HE  NAME 
obsolete  your 
Otherwise  someone  else  will  do 
it  for  you."  That  may  sound  like  an 
executive  in  the  semiconductor  or 
computer  industries,  but  it  isn't.  It's 
Vernon  Loucks,  chief  executive  of 
Baxter  Travenol  Laboratories,  Inc., 
the  big  hospital  supply  company. 

High-tech  in  hospital  supply?  For 
years  this  industry  offered  little  more 
innovation  than  an  occasional  new 
model  of  bedpan.  No  more.  Since  the 
mid-Seventies  the  industry  has  been 
expanding  away  from  high-volume, 
low-margin  items  such  as  sy- 
ringes, sutures  and  dressings  and 
toward  sophisticated  electronic 
and  biological  technology.  The 
catalyst  for  this  transformation  is 
public  outrage  about  soaring 
health  care  costs.  Hospital  ad- 
ministrators are  getting  tougher 
on  costs  all  the  time,  driving 
down  margins  on  those  tradition- 
al commodity  health  care  prod- 
ucts. Hospital-supply  R&D  bud- 
gets are  swelling,  just  like  those 
of  pharmaceutical  companies. 

At  American  Hospital  Supply 
Corp.,  for  example,  R&D  spend- 
ing is  rising  far  faster  than  sales; 
it  will  be  65%  higher  in  1981-83 
than  in  the  preceding  three  years. 
At  some  companies,  the  fruits  of 
this  increased  spending  are  al- 
ready contributing  to  earnings. 
For  other  products,  the  payoff  is 
still  years  away.  But  even  the  hint 
of  a  sexy  new  product  can  help  a 
hospital  supply  company's  stock 
performance.  "Investors  want 
both  the  steak  and  the  sizzle," 
says  Merrill  Lynch  analyst  Mi- 
chael LeConey.  "New  products 
supply  the  sizzle." 


The  best  results  often  come  when  a 
company  builds  on  existing  technical 
expertise.  Witness  Baxter  and  the  di- 
alysis market,  in  which  it  is  a  leader 
but  has  been  squeezed  by  price  com- 
petition in  recent  years.  In  1979  Bax- 
ter introduced  a  new  dialysis  tech- 
nique, heavily  reliant  on  the  plastics 
technology  used  in  its  other  big  prod- 
uct line,  intravenous  solutions  (IV). 
The  new  process  is  rapidly  creating 
one  of  the  largest  new  medical  device 
markets.  Known  as  "continuous  am- 
bulatory peritoneal  dialysis"  or 
CAPD,  its  strikingly  simple  idea  is  to 
let  the  body,  instead  of  an  external 
machine,  do  the  work  of  failed  kid- 
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Becton,  Dickinson's  eel/sorting  machine 
Finding  the  needles  in  the  haystack. 


neys.  In  traditional  hemodialysii 
three  times  a  week  for  four  to  si 
hours  a  patient  must  hook  up  to 
machine  that  draws  the  blood  out  ( 
his  body  and  cleanses  it.  With  CAPL 
the  patient  simply  pours  around  2  1 
ters  of  dialysis  solution  from  a  plasti 
bag  into  his  own  abdominal  (or  peritt 
neal)  cavity  via  a  surgically  implante 
tube.  While  he  goes  about  his  norm; 
activities,  the  wastes  in  his  blood  pas 
through  the  peritoneal  membran 
into  the  solution.  He  drains  the  flui 
back  into  the  bag  and  throws  it  awa' 
Cost:  $15,000  per  year,  compare 
with  $25,000  on  a  dialysis  machine. 

Already,  8%  of  the  60,000  U.S.  d 
alysis  patients  have  switched  t 
CAPD.  The  market  is  not  unlimite< 
Because  only  alert  and  meticuloi 
people  can  handle  the  technique,  ; 
best  perhaps  just  25%  of  all  diab 
sis  patients  will  eventually  use  i 
But  by  1984  that  alone  will  be  ; 
least  a  highly  profitable  $200  mi 
lion  market. 

Variations  on  IV  technolog 
have  given  rise  to  other  product 
Analysts  are  pleased  with  a  newl 
announced  Baxter  program  to  di 
liver  to  hospitals  IVs  premixe 
with  commonly  used  drugs  froi 
Merck,  SmithKline  and  Searl 
saving  the  hospital  pharmacist 
time-consuming  step.  "Thos 
products  will  cannibalize  the  b; 
sic  IV,"  says  Loucks,  "but  they' 
do  so  at  an  advantage  to  us." 

Or  take  Abbott  Laboratorie 
which  has  been  aggressive  in  tfc 
market  for  nutritional  IVs.  It 
surprising,  but  studies  ha\ 
shown  that  about  half  of  all  hosp 
tal  patients  suffer  from  some  di 
gree  of  malnutrition.  Introducin 
intravenous  feeding  used  to  n 
quire  a  catheter  in  the  chest.  Al 
bott  developed  its  own  special  m 
tritive  that  can  be  given  in  th 
arm — again,  not  only  simpler  bi 
cheaper.  These  new  solutions  ai 
now  the  fastest-growing  segmer 
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home  in  only  on  cancer  cells.  It  could 
be  tagged  with  a  tracer  that  would  let 
physicians  know  where  malignancies 
are  hiding.  Conceivably,  the  antibody 
could  also  carry  a  toxin  only  to  cancer 
cells — a  "magic  bullet"  cure. 

Dr.  Robert  Evans,  a  young  scientist 
at  the  Memorial  Sloan-Kettering  Can- 
cer Center,  is  using  a  remarkable 
piece  of  Becton,  Dickinson  hardware 
to  conduct  his  basic  research  on  hu- 
man white  cells.  The  machine  runs 
the  cells  in  a  minute  stream  of  water 
one  by  one  through  a  laser  beam,  at  up 
to  5,000  a  second,  analyzing  and  sort- 
ing them  so  that  Evans  can  study  sub- 
populations  of  cells  that  were  pre- 
viously impossible  to  tell  apart.  It's 
like  running  a  haystack  through  a  ma- 
chine to  pick  out  the  needle.  So  pre- 
cise is  the  cell-sorter  that  at  Becton, 
Dickinson's  lab  in  California,  re- 
searchers have  even  noticed  changes 
in  the  cells  of  mice  that  have  been 
flown  cross-country.  "We're  studying 
about  the  fundamental  defense 
mechanisms  of  all  animal  life,"  says 
Bernard  Shoor,  head  of  BD's  mono- 
clonal research. 

Estimates  of  the  commercial  poten- 
tial for  monoclonals  run  into  the  bil- 
lions of  dollars.  No  big  payoff  will 
come  until  at  least  the  second  half  of 
this  decade  or  maybe  later,  but  the 
hospital-supply  companies  are  betting 
millions  of  dollars  to  stay  in  the  fore- 
front of  the  race.  It's  a  long  way  from 
bedpans.  ■ 
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of  the  $175  million  nu- 
tritional IV  market, 
which  itself  is  growing 
30%  a  year. 

Another  ingenious 
□duct:  C.R.  Bard's  Gruntzig  "bai- 
rn" catheter,  an  alternative,  for  a 
n,  to  open-heart  surgery.  It's  a  tiny 
ntraption  that's  threaded  through 
artery  in  the  arm  up  to  a  clogged 
ssage  in  the  heart.  There  its  balloon 
inflated,  compressing  the  waxy 
ique  that  has  been  preventing  the 
iw  of  blood.  When  the  balloon  de- 
tes,  the  catheter  slips  out.  Though 
ntroversial  among  cardiologists, 
ere's  no  doubt  it  is  cheaper  than 
rgery.  The  cost  of  the  treatment  is 
out  $4,500,  compared  with  around 
0,000  for  an  open-heart  operation. 
A.s  large  as  is  the  potential  for  thera- 
utic  devices,  even  more  money  is 
tng  poured  into  the  search  for  diag- 
stic  techniques.  As  fohnson  &. 
mson  Chairman  James  Burke  says: 
)ost-effective  health  care  will  come 
marily  through  the  early  and  accu- 
:e  diagnosis  of  disease,  leading  to 
ick  and  well-targeted  treatment." 
J  is  putting  lots  of  cash  into  its 
jney-losing  diagnostic  imaging 
siness,  Technicare,  which  com- 
tes  with  the  likes  of  GE  and  Sie- 
:ns  selling  CT  scanners. 
But  the  biggest  breakthroughs  in 
tgnostics  have  come  in  the  field  of 
munology — the  study  of  how  the 
dy  fights  off  diseases.  The  big  new 


development  is  "monoclonal"  anti- 
bodies, which  may  hold  as  much 
promise  as  recombinant  DNA.  Scien- 
tists hope  to  apply  the  new  technique 
to  everything  from  cancer  therapy  to 
drug  overdoses. 

Bacteria  and  viruses  each  have  a 
specific  molecular  "fingerprint"  that 
spurs  the  body  to  counterattack  by 
producing  a  specific  antibody.  In  1975 
two  British  researchers  discovered  a 
way  to  produce  antibodies  in  the  labo- 
ratory with  a  precision  impossible  be- 
fore. By  fusing  an  antibody-producing 
cell  with  a  cancer  cell,  they  produced  a 
hybrid  that  can  live  in  a  test  tube, 
continuously  churning  out  absolutely 
pure  monoclonal  antibodies. 

This  revolutionary  technique  has 
already  spawned  a  host  of  small  ven- 
ture-capital firms,  such  as  Hybritech 
and  Centocor.  But  the  big  hospital- 
supply  companies  such  as  Abbott,  J&J 
and  Becton,  Dickinson  have  a  major 
stake,  too.  Abbott,  which  has  the 
most  broad-based  clinical  diagnostic 
business  today,  plans  to  introduce 
monoclonal  versions  of  its  existing 
tests  for  hepatitis  and  thyroid  mal- 
function within  a  year.  Abbott  also 
has  the  biggest  share  of  the  current 
$40  million  market  for  tests  that 
monitor  cancer  therapy. 

The  glittering  ring  that  everyone  is 
grabbing  for,  though,  is  a  test  that  can 
detect  cancer  much  earlier.  Research- 
ers at  Abbott  and  other  companies  are 
trying  to  find  an  antibody  that  would 


Will  the  Food  &  Drug  Administration  ever  get  its 
act  together?  Under  its  new  commissioner,  it 
may  have  the  best  chance  in  a  long  time.  


Drugs 


By  Pamela  Sherrid 


IT  USED  TO  BE  THAT  you  couldn't 
even  get  in  to  see  the  head  of  the 
Food  &  Drug  Administration," 
recalls  the  chief  executive  at  a  big 
health  care  company.  But  times  have 
changed.  Dr.  Arthur  Hull  Hayes  Jr., 
the  ex-Pennsylvania  State  University 
medical  school  professor  who  is  FDA 
Commissioner  in  the  Reagan  Admin- 
istration, is  one  bureaucrat  who  lis- 
tens as  well  as  talks.  Hayes  is  deter- 
mined to  speed  up  the  approval  proce- 
dures, which  now  hold  important  new 
drugs  off  the  U.S.  market  for  an  aver- 
age 21  months.  And  despite  Nader- 
ites'  derisive  claim  that  his  method  is 
"totally  naive,"  Hayes  thinks  that  a 
voluntary  approach  is  the  best  way  to 
get  the  food  industry  to  label  for  salt 
content. 

What  manner  of  bureaucrat  is 
Hayes?  Forbes  dropped  in  on  him  re- 
cently to  see  how  his  current  cam- 
paign to  get  the  FDA's  act  together  is 
coming  along. 

One  of  your  biggest  initiatives  is  to 
speed  up  the  drug  approval  process.  How 
can  you  achieve  that  without  lowering 
standards? 

Hayes:  I'm  not  going  to  compromise 
our  mandate  to  make  sure  drugs  are 
safe  and  effective.  But  there  is  no 
question  that  the  efficiency  of  drug 
reviews  has  been  increasing  and  can 
be  increased  further.  It's  not  just  a 
question  of  working  harder.  It  in- 
volves talking  to  industry  in  a  timely 
fashion  so  that  you  don't  have  a  big 
holdup  while  you're  waiting  for  one 
piece  of  data.  And  it  means  letting 
industry  know  what  we  expect. 

Have  there  already  been  changes  in  the 
rules  on,  say,  human  testing? 
Hayes.  Over  the  last  several  months 
we  have  issued  a  number  of  guide- 


lines, so  everyone  studying  different 
kinds  of  drugs  is  working  from  the 
same  scientific  base.  For  example, 
what  is  it  you  need  in  order  to  show 
that  an  antihypertensive  drug  really 
does  lower  blood  pressure?  What  do 
you  have  to  show  to  demonstrate  that 
an  antibiotic  or  anti-anginal  drug 
works?  In  the  coming  months  there 
will  be  some  significant  changes  in 
our  policies  and,  where  necessary,  in 
our  regulations. 

What,  specifically? 
Hayes.  One  area  involves  accepting 
foreign  data.  In  the  case  of  one  recent- 
ly approved  drug,  Timolol,  the  only 
study  for  its  use  in  preventing  heart 
attacks   was  Norwegian.  Although 


FDA  Commissioner  Hayes 
A  modest  deregulator. 


that  drug  has  been  studied  thorough 
in  America,  it  was  for  the  treatme 
of  hypertension.  We  have  tradition; 
ly  liked  to  see  some  studies,  not  ne 
essarily  large  control  studies,  in  t 
American  population  to  take  in 
consideration  differences  in  ethn 
backgrounds,  dietary  habits  and  t 
like.  But  foreign  data  may  play  : 
increasingly  important  role  in  t 
FDA's  decision-making. 

Another  area  is,  what  sort  of  da 
do  we  need  routinely  on  a  new  dr 
application?  Do  we  need  all  the  ca 
reports,  all  the  tabulated  informatio 
Obviously,  some  changes  here  cot 
greatly  decrease  the  paperwork.  \ 
have  also  been  looking  at  [improvii 
the  appeals  process. 

When  will  these  reforms  take  effect? 
Hayes:  The  recommendations  will 
completed  by  the  middle  of  Marc 
There  probably  will  be  stagger 
times  of  implementation.  Sor 
changes  may  require  changes  in  t 
law;  some  will  be  changes  in  the  re£ 
lations.  Some  of  it  is  policy  that  I  c 
change  myself,  like  foreign  test  da 
But  when  you  talk  about  appeals  pi 
cedures  and  the  submission  of  da 
that,  in  general,  will  require  changi 
regulations. 

/  have  heard  that  the  FDA  has  a  terril 
staffing  problem  That,  for  example, 
scientists  could  get  their  reports  typ 
more  quickly,  the  whole  drug  approi 
process  would  move  right  along. 
Hayes.  There's  no  question  that  in  t 
Bureau  of  Drugs  there  are  terrific  pr< 
sures  right  now.  We  have  a  manda 
to  look  at  the  efficacy  and  safety 
every  over-the-counter  ingredient.  ^ 
are  under  court  order  to  finish  by  19 
a  retroactive  review  of  every  prescri 
tion  drug  approved  between  1938  a 
1962.  Add  to  that  new  drug  appli< 
tions  and  supplemental  application 

All  the  same,  the  list  of  21  ne 
drugs  approved  so  far  this  year  is  e 
cellent.  It  includes  a  large  number 
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-ugs  that  are  really  very  different,  not 
ne  toos,"  not  generic  copies.  Timo- 
1,  for  instance.  Or  calcium  antago- 
sts  for  heart  disease  that  are  differ- 
lt  pharmacologically  than  anything 
e  have  had  in  the  past.  Drugs  like 
aptopril,  which  works  as  an  antihy- 
:rtensive.  New  ulcer  drugs  that  work 
i  a  coating  effect  rather  than  by  an 
itisecretory  effect.  I  think  the  record 
rather  good.  And  I  think  it  will  get 
:tter. 

The  time  required  for  licensing  and 
proval  of  new  drugs  is  fostering  new 
\islation  that  would  extend  patent  pro- 
:tion  for  drug  companies.  What's  your 
*w  of  that? 

lyes:  I  can't  speak  to  the  specific 
;onomics,  but  I'm  in  favor  of  some 
rm  of  patent  restoration.  It  makes 
ninent  sense  to  me  that,  if  a  certain 
:gree  of  time  is  lost  because  of  neces- 
ry  testing  of  drugs  or  medical  de- 
ces,  then  you  have  to  allow  the  com- 
mies to  have  that  time  back  if  you 
:pect  them  to  create  new  drugs  that 
quire  expensive  R&D.  The  vast  ma- 
rity  of  new  drugs  in  this  country  are 
:veloped  by  drug  companies,  and  to 
:ny  them  an  equitable  return  doesn't 
ake  sense. 

Switching  away  from  the  approval  of 
ugs  to  another  area  of  your  responsi- 
ities:  what  we  eat.  What's  the  philosophy 
bind  your  current  approach  to  the  reg- 


ulation of  salt  in  our  food? 
Hayes:  I  start  with  the  scientific 
premise  that  there  is  a  link  between 
sodium  and  hypertension.  I  don't 
think  anybody  questions  that.  So  my 
approach  is  twofold:  One,  we  would 
like  to  see  sodium  reduced  in  foods, 
so  there  is  a  wider  choice  in  grocery 
stores  as  well  as  in  restaurants.  And 
second,  we  would  like  to  see  labeling 
of  foods  so  people  will  know  where 
the  sodium  is  and  where  it  isn't.  I'm 
not  about  to  say  that  if  this  whole 
country  went  on  a  low-sodium  diet, 
nobody  would  get  hypertension.  But 
would  it  decrease  the  incidence  be- 
low the  60  million  today?  I  personal- 
ly think  it  would.  Neither  am  I  sug- 
gesting that  only  low-sodium  food  be 
put  out  there — I'm  not  sure  you  can 
make  a  dill  pickle  that  doesn't  have 
sodium. 

But  I  do  think  people  ought  to  know 
how  much  salt  there  is  in  a  pickle  so 
that  they  can  know  how  the  pickle 
fits  into  their  overall  planning  on  salt. 
Or  how  the  bread  fits  in,  or  the 
canned  beans  or  whatever  else. 

Why  did  you  adopt  a  voluntary  ap- 
proach in  doing  that? 
Hayes.  I  believed  the  most  efficient 
way  to  get  that  done  was  to  go  to 
industry  and  ask  them  what  they 
could  do  and  how  fast  they  could  do  it. 
I  think  the  results  are  already  quite 
startling.  For  example,  when  we  start- 


ed this  a  few  months  ago,  only  13%  of 
the  processed  foods  in  this  country 
were  labeled  for  sodium.  Probably  by 
March  of  this  year  it  will  be  40%  to 
50% .  There  is  no  way,  if  I  had  started 
writing  regulations  to  go  through  all  of 
the  administrative  processes,  court 
challenges  and  so  on,  that  within  that 
period  of  months  we  could  have  made 
that  gain.  No  way.  In  fact,  I'm  not  sure 
you  could  do  that  by  regulation  in  a 
couple  of  years. 

Don't  misunderstand  me-  We're  not 
just  going  to  let  anybody  do  whatever 
they  want.  We're  planning  to  publish 
some  guidelines,  some  uniform  defi- 
nition of  terms,  like  "low  sodium," 
"medium  sodium"  and  "no  added 
salt." 

Has  anyone  in  industry  simply  told 
you  that  they  are  not  going  to  cooperate 
with  this  approach?  After  all,  over  half 
haven 't  yet  complied. 
Hayes.  Just  because  only  half  have  la- 
beled so  far  doesn't  mean  that  the 
other  half  have  walked  away  or  are 
not  interested.  Will  there  ever  be 
100%  compliance?  I  rather  doubt  it.  I 
don't  think  there  would  be  100% 
compliance  even  if  you  hired  tens  of 
thousands  of  policemen  and  inspec- 
tors to  go  out  and  check  every  can. 
The  idea  that  regulation  or  legislation 
means  that  everything  happens  and 
happens  quickly  is  fallacious.  It  just 
isn't  the  reai  world.  ■ 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51 

ttThree-year  growth    **Not  available,  not  ranked 

Sn7ikei77)ut  and  con^oRdated^ppara  manufac- 
turers look  a  lot  leaner  and  meaner  these  clays. 
And  even  Wall  Street  agrees. 


Apparel 


By  John  A.  Byrne 


Silver  liner  notes  on  reces- 
sions: "When  the  husband  is 
laid  off,  the  first  thing  the  wife 
does  is  buy  him  a  tie,"  laughs  Philip 
Lamoureux,  president  of  Warnaco,  the 
big  Connecticut-based  maker  of  such 
branded  apparel  as  Hathaway  shirts. 

Lamoureux'  little  joke  is  important 
because,  except  for  consolation  ties, 
the  theory  is  that  recessions  always 
hit  the  garment  industry  hard.  Every- 
body still  has  to  eat,  but  anyone  can 
put  off  buying  that  new  suit. 

So  it  may  be  surprising  that  thus 
far,  U.S.  consumers  have  not  done 
that.  In  fact,  last  year  was  a  good  one 
for  the  industry,  and  a  recent  Kurt 
Salmon  Associates  survey  of  68  indus- 
try executives  forecasts  an  average 
8%  unit  gain  this  year.  Some  lines — 
especially  high-price  and  high-pres- 


tige ones — are  booming.  Advance  or- 
ders for  spring  are  running  up  to  20% 
ahead  of  1981,  recession  or  no. 

Take  venerable  Hart  Schaffner  & 
Marx,  for  example.  Unit  sales  in  1981 
spurted  13%  ahead  of  1980,  says  CEO 
Jerome  Gore,  and  dollar  sales  were  up 
20% .  Gore  is  confidently  looking  for- 
ward to  a  very  good  year  in  1982.  "Our 
customer  is  the  business  and  profes- 
sional man,"  Gore  notes.  "He's  not 
affected  by  recession  as  much.  He  still 
gets  raises  and  he  won't  get  laid  off . " 

Or  take  Lawrence  Leeds  Jr.,  chair- 
man and  president  of  Manhattan  In- 
dustries, which  makes  men's,  wom- 
en's and  children's  apparel.  Leeds  just 
closed  out  the  best  year  in  his  histo- 
ry— sales  up  over  15%,  to  an  estimat- 
ed $370  million.  His  bookings  for  the 
spring  are  20%  ahead  of  a  year  ago. 

Well,  that's  the  high-priced  stuff. 
That  phenomenon  now  runs  through 


Cluett,  Peabody  's  New  York  showroom 
The  best  defense  is  a  good  name. 


retailing  from  end  to  end,  even 
supermarkets  (seep  224).  What  abo 
the  rest  of  this  industry,  which  wa: 
basket  case  for  years? 

It's  a  different  apparel  business  t 
day,  shaken  out,  consolidated  and  ta 
en  over  by  better  managers.  True, 
could  be  badly  hurt  in  a  severe  rec( 
sion,  but  the  growing  group  of  larj 
diversified  apparel  makers  who  stit 
well-known  labels  into  quality  g; 
ments  are  anything  but  depress 
over  prospects  for  1982. 

"In  recessionary  periods,  the  app; 
el  industry  doesn't  compete  for  t 
big  dollar,"  says  Warnaco  CEO  Jam 
C.  Walker.  "Companies  with  maj 
brands  come  out  even  better  becau 
retailers  cut  peripheral  brands  and  p 
their  money  behind  the  major  labels 

So,  despite  the  recession,  or  may 
partly  because  of  it,  retail  sales  of  a 
parel  and  footwear  last  year  rose  to  , 
estimated  SI  15.5  billion  from  $105 
billion  in  1980,  and  for  the  first  tin 
in  over  two  decades  the  indust 
seems  likely  to  improve  its  6%  sha 
of  the  disposable  dollar. 

The  increasingly  obvious  adva 
tages  of  brand-name  identification  a 
prompting  more  concerns  to  jun 
onto  the  quality-label  bandwagon.  O 
ford  Industries,  a  major  private-lab 
manufacturer  painfully  reliant  on  tl 
fortunes  of  Sears  and  J.C.  Penney,  h 
reduced  its  share  of  sales  to  these  tv 
customers  to  30%  from  55%  ai 
switched  the  emphasis  to  design 
and  brand-name  clothing.  Even  Le 
Strauss  &.  Co.  and  Blue  Bell,  indust 
leaders  whose  earnings  last  year  we 
dampened  by  foreign  operations  ai 
currency  losses,  are  moving  aggre 
sively  in  this  direction  as  the  grow 
in  their  jeans  business  fades. 

High  interest  rates  have  imposed 
discipline  on  the  approach  to  inve 
tories — still  a  big  problem.  Resul 
Clean  pipelines  now  exist  from  fib 
through  fabric,  garment  and  reta 
Some  companies  now  have  their  ow 
offshore  plants  as  a  defense  again 
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nports,  which  account  for  over  20% 
E  U.S.  sales.  They  stitch  and  sew  a 
ider  range  of  apparel,  making  them 
:ss  susceptible  to  fashion  whims, 
rhe  whole  industry  handles  fashion 
Lfferently  than  it  did  ten  years  ago," 
tys  Warnaco's  Walker,  "when  there 
sed  to  be  high-fashion  swings  and 
/erybody  was  shooting  dice." 
If  many  apparel  makers  are  bullish 
i  themselves  these  days,  so  is  Wall 
:reet — for  the  first  time  since  the 
ther-and-son  warfare  between  W. 
laxey  Jarman  and  son  Franklin  al- 


most brought  down  Genesco  in  the 
early  1970s  and  frightened  The  Street 
badly.  "There  were  times  in  the  1970s 
when  apparel  analysts  came  close  to 
being  an  endangered  species,"  says 
Henry  Henley  Jr.,  chairman  of  Cluett, 
Peabody  &  Co.  No  more.  "All  these 
things  they're  doing — less  specula- 
tion, tighter  inventory  control — give 
investors  confidence  in  what  is  still  a 
highly  volatile  business,"  says  Gold- 
man, Sachs'  apparel  analyst  fay 
Meltzer.  After  all,  1981  was  the  year 
Wall  Street  lowered  most  industry 


earnings  estimates  mercilessly,  but 
apparel  stocks  in  general  held  up  well. 

In  fact,  Value  Line,  the  investment 
advisory  service,  has  ranked  apparel 
among  the  top  dozen  of  over  90  indus- 
tries it  follows  for  potential  stock  ap- 
preciation this  year,  and  among  the  top 
quarter  for  investment  desirability. 
And  here's  a  real  straw  in  the  wind: 
New  York-based  Liz  Claiborne,  Inc. 
(seep.  286),  a  $1 1 5  million  (sales)  maker 
of  women's  sportswear,  went  public  in 
lune — the  first  apparel  concern  to  do  so 
in  eight  years.  ■ 
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tFour-year  average    ttThree-year  growth.    P-D:  profit  to  deficit.    D-D:  deficit  to  deficit    def:  deficit 
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Selling  shampoo  is  a  $1.2  biflioI^Tyear  business 
with  5%  growth.  Products  are  largely  identical,  so 
it's  a  marketing  man's  dream — or  nightmare. 

Toiletries 
and  cosmetics 


By  Richard  Greene 
and  Barbara  Rudolph 


In  the  world  of  health  and  beauty 
products  there  is  no  larger,  more 
hotly  contested  area  than  hair 
care.  The  total  market  accounts  for 
about  $1.2  billion  in  annual  retail  sales, 
and  unit  growth  is  an  attractive  5%  per 
year.  No  wonder  there  are  scores  of 
products  on  the  shelves  along  with  reg- 
ular costly  new  entries.  Even  giants  like 
Procter  &  Gamble  and  Gillette  have 
trouble  avoiding  the  frizzies. 

Consider  the  shampoo  business, 
which  accounts  for  about  half  of  to- 
tal hair-care  sales.  In  May  1980,  for 
example,  P&G  introduced  Pert,  a 
green  shampoo  that  promises 
"bounce."  Its  packaging  is  unique: 
short  squat  containers  contemptu- 
ously dubbed  "spacehogs"  because 
they  tend  to  leave  little  room  on  a 


shelf  for  anything  else.  That,  of 
course,  was  the  idea. 

P&G  reportedly  spent  in  the  neigh- 
borhood of  $50  million  to  launch  Pert, 
combining  an  intense  advertising 
campaign  with  tens  of  millions  of 
giveaways.  The  goal  was  said  to  be 
10%  of  the  market,  or  $120  million  in 
annual  sales.  Pert,  however,  now  has 
6%  of  the  shampoo  market.  That's 
clearly  a  respectable  figure,  but  just  as 
clearly  no  success. 

The  problem?  "I'll  tell  you  why  Pert 
didn't  sell,"  says  a  competing  execu- 
tive. "The  green  color  and  the  packag- 
ing made  it  look  more  like  a  toilet- 
bowl  cleaner  than  a  shampoo." 

That  may  sound  silly,  but  in  the 
world  of  hair  care — particularly  sham- 
poos— perception  of  a  product  is  what 
counts.  Basically,  all  shampoos  are 
alike.  Even  people  at  firms  that  make 
them  will  tell  you  that — off  the  rec- 


ord. There  have  been  no  major  irr 
provements  in  nearly  a  decade. 

Indeed,  that's  one  of  the  reasons  th 
shampoo  business  is  so  alluring.  It 
big,  relatively  fast  growing  and  a  pla 
for  the  ad  man.  When  a  consume 
tries  a  new  shampoo,  in  fact,  he  drop 
his  old  product  without  hesitatior 
"In  short,"  says  Jack  Salzman  c 
Smith  Barney,  "shampoo  can  be 
marketer's  dream — or  nightmare." 

One  classic  nightmare  came  to  Gi! 
lette,  with  its  Earthborn  shampoo.  Ir 
troduced  in  1974,  Earthborn  was  on 
of  the  first  shampoos  to  offer  balance 
pH.  Its  acidity,  allegedly,  is  less  tha 
that  of  other  brands — a  pitch  aimed  a 
folks  who  have  been  washing  mor 
and  enjoying  it  less  because  of  worrie 
about  hair  damage. 

Earthborn  quickly  grabbed  a  soli 
8%  of  the  market.  But  the  competi 
tion  soon  caught  on.  Other  brand 
proclaimed  that  they,  too,  were  pH 
balanced.  The  next  thing  Gillett 
knew,  Earthborn  was  just  another  fis 
in  the  sea,  with  less  than  1%  of  th 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51. 
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market  product,  there  are  signs  of  to  call  a  halt  to  the  inexorable  march 
trouble  ahead.  As  the  market  has  of  shampoos  toward  the  frozen  foods 
grown,  supermarkets  have  gladly  giv-  section.  That  could  produce  a  squeeze 
en  hair-care  products  increasing  on  shelf  space  and  a  resulting  corn- 
amounts  of  shelf  space.  But  now,  a  petitive  scramble  that  will  give  even 
number  of  major  chains  are  planning  the  toughest  marketers  gray  hair.  ■ 


All  smoke,  no  fire 


narket  by  the  middle  of  1981. 

The  company  is  trying  again,  how- 
:ver,  with  its  newest  entry,  Silkience. 
rhe  name,  a  Madison  Avenue  won- 
ler,  is  a  combination  of  the  words 
'silk"  and  "science."  Get  it?  Use  Silk- 
ence  and  make  your  hair  silky 
hrough  the  wonders  of  modern  sci- 
:nce.  Television  ads  play  on  this 
heme  with  ultraviolet  photographs  of 
lair  reacting  to  the  product.  Right 
low,  Silkience  has  an  impressive  5% 
if  the  shampoo  market.  But  the  folks 
t  Gillette  must  be  thinking  nervously 
bout  the  similar  quick  success  of 
iarthborn.  It's  a  rough  business. 

That's  why  companies  in  the  hair- 
are  field  are  desperate  to  find  other, 
ess  competitive  areas.  As  a  result, 
hey  have  brought  us  hair  condition- 
rs.  The  sales  concept  is  simple:  You 
/ash  your  hair  to  get  rid  of  dirt.  But 
hat  takes  out  its  body.  So,  the  condi- 
ioner  puts  the  body  back  in.  Con- 
umers  now  pay  some  $500  million  a 
ear  for  this  luxury,  and  there's  plenty 
f  room  for  growth.  Only  about  60% 
f  women  and  20%  of  men  ever  use 
air  conditioners.  Gillette's  Tame 
nee  dominated  the  market,  but  now 
he  big  three  are  Revlon's  Flex,  John- 
Dn's  Agree  and  Gillette's  Silkience 
onditioner.  Beyond  shampoos  and 
onditioners,  of  course,  there  is  a 
/hole  range  of  other  products, 
^here's  also  the  $450  million  hair- 
oloring  market,  dominated  by 
lighty  Clairol,  a  division  of  Bristol- 
lyers.  Then  there  are  the  sprays, 
rooms,  dandruff  treatments  and  oth- 
r  miscellaneous  items— all  of  which 
dd  up  to  roughly  another  $300  mil- 
on  in  yearly  sales. 

But  even  as  Procter  &.  Gamble  test 
larkets  its  new,  cheap  Ivory  sham- 
oo  and  Revlon  readies  another  up- 


bacco 


Not  only  do  people  get  upset 
when  you  kill  the  goose  that 
laid  the  golden  egg,  they  get  scared 
when  you  go  anywhere  near  it.  So 
it  is  with  the  tobacco  industry's 
fear  of  Uncle  Sam's  proposed  new 
tax  on  tobacco  products. 

With  the  Reagan  Administra- 
tion in  desperate  need  of  rev- 
enues, it  was  only  a  matter  of 
time  until  it  got  around  to  ciga- 
rettes. While  some  state  taxes 
have  risen,  the  industry  has  not 
had  a  federal  tax  rise  since  1951, 
when  the  tax  per  pack  was  set  at 
the  current  8  cents. 

A  bill  in  the  Senate  Finance 
Committee,  which  would  double 
that  excise  tax  to  16  cents,  makes 
cigarette  company  executives 
chain-smoke.  But  it  may  be  they 
don't  have  much  to  worry  about. 
The  additional  8  cents  per  se  isn't 
the  problem.  Manufacturers  al- 
ready raise  prices  every  six 
months  or  so.  It  would  be — and 
most  likely  will  be — an  easy 
enough  proposition  to  raise  prices 
a  little  more,  over  about  a  year,  to 
take  the  tax  into  account.  In  the 
meantime,  by  1984  the  govern- 
ment estimates  that  it  would  be 
taking  some  $1.8  billion  in  addi- 
tional revenues. 
What  really  worries  the  industry 


is  the  principle  of  large  tax  in- 
creases. "We  are  already  over- 
taxed," says  Pam  Jones,  a  spokes- 
man for  the  Tobacco  Institute,  the 
industry  trade  group.  "There's  no 
way  to  know  what  effect  it  will 
have."  The  British  experience  is 
the  worst  the  industry  can  imag- 
ine. Last  year's  huge  tax  increase 
there  from  43  pence  per  packet  to 
58  pence  depressed  total  cigarette 
sales  by  something  like  12%.  But 
according  to  Peter  Enderlin  of 
Smith  Barney,  "The  price  elastic- 
ity of  demand  for  cigarettes  is  very 
low.  Generally  a  1%  increase  in 
price  will  reduce  demand  by  0.4%, 
all  other  things  being  equal."  Using 
those  calculations,  the  proposed 
tax  would  at  most  reduce  demand 
by  4%  or  so.  That's  not  deadly  in 
an  industry  where  operating  profit 
margins  run  as  high  as  25%.  And, 
of  course,  since  a  fair  amount  of 
the  industry  is  highly  diversified, 
the  effect  on  overall  profits  might 
be  hard  to  discern.  Even  Philip 
Morris,  the  least  diversified  of  the 
group,  wouldn't  be  hurt  much.  Its 
unit  growth  should  more  than 
make  up  for  the  slight  dislocation 
of  a  new  excise  tax. 

Maybe  cigarette  company  execu- 
tives just  like  to  worry.  It's  good  for 
business. — R.G.  and  B.R. 
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Next  time  you  are  in  the  supermarket,  look  at  all 
those  big  plastic  soft-drink  bottles.  So  why  are 
packaging  manufacturers  so  discouraged? 


Packaging 


By  Jean  A.  Briggs 

P|  lastic  bottles  are  more  ex- 
"  pensive  to  produce  than  glass 
or  metal  containers.  They  don't 
protect  their  contents  as  well  or  as 
long,  and  they  impart  a  slight  flavor  or 
odor.  What's  more,  they're  extremely 
difficult  to  recycle.  Are  they  then  a 
flop-1  On  the  contrary,  they  are  a  big 
success.  They  have  captured  a  large 
share  of  the  packaging  market  be- 


An  array  off) lastic  bottles 

Consumers  love  them,  but  they  are  giving  the  industry  Jits . 


cause  the  public  seems  to  prefer  them: 
Plastic  is  lighter  and  unbreakable. 

Long  ago,  of  course,  plastic  dis- 
placed glass  for  shampoos  and  deter- 
gents; it  also  displaced  cans  for  many 
industrial  chemicals  and  cleaners.  But 
plastic  bottles  didn't  really  make  in- 
roads into  the  60-billion-unit-a-year 
beverage  market  until  about  1979. 
Now  they  account  for  10%  to  15%  of 
all  beverage  packaging,  and  sales  have 
been  growing  by  25%  a  year. 


s 

Technology  explains  much  of  thi 
success.  In  1977  Du  Pont  perfected 
new  bottle  material  dubbed  PET 
short  for  polyester  terephthalate.  Un 
like  earlier  plastic  containers,  it  i 
able  to  protect  carbonation  longer,  a 
it  can  be  used  for  soft  drinks. 

That  potential  wasn't  lost  on  th 
likes  of  Coca-Cola — or  on  the  packaj 
ing  industry.  Continental  Group,  Dot 
sey  Corp.  and  Owens-Illinois  begai 
building  PET  capacity.  So  did  two  out 
siders:  Amoco,  the  oil  company,  am 
Hoover  Universal,  a  packaging  an 
machinery  maker. 

By  late  1980,  facilities  to  produc 
some  3  billion  PET  bottles  a  year  wer 
in  place,  and  demand  had  reached 
billion  units.  In  1981  capacity  hai 
increased  even  more  and  demand  wa 
at  2.2  billion  units.  Two-liter  plastii 
bottles  are  winning  out  over  similar 
size  glass  containers  and  even  cans 
Why  lug  a  six-pack  when  you  cai 
carry  one  lightweight,  unbreakabl 
bottle  instead: 

The  market  could  get  even  biggei 
Manufacturers  are  studying  the  eco 
nomics  of  one-liter  and  half-liter  plas 
tic  containers.  If  the  cost  disadvan 
tage  isn't  too  great  and  the  weigh 
advantage  isn't  too  slight,  another  ca 
pacity  race  will  be  on. 

Even  as  it  is  changing  the  containe 
market,  however,  plastic  is  makin 
few  packaging  companies  rich.  "Doi 
sey  came  out  of  nowhere  and  gainei 
the  predominant  market  share,"  say 
industry  analyst  Arthur  Stupay  c 
Prescott  Ball  &.  Turben.  But  he  point 
out-  that  at  the  very  time  the  Chatta 
nooga-based  company  is  doing  wei 
with  plastic  bottles,  it  has  lost  mone 
and  is  suffering  declining  volume  oi 
traditional  container  lines.  In  Septem 
ber,  for  example,  Dorsey  closed  a  glas 
plant  near  Memphis,  taking  a  40-cenl 
per-share  writeoff. 

Owens-Illinois  and  Continents 
Group  are  in  similar  situations.  Man 
agement  at  each  company  realized  th 
potential  of  plastic  bottles  and  move 


r^Mi  u  r  r    rAxrriinv  a    i  no 


0  build  capacity  and  market  share 
apidly.  But  these  gains  came  in  the 
ice  of  declining  volume  and  low  prof- 
:s  in  their  older  glass  and  metal  con- 
liner  businesses.  The  new  business 
imply  cannibalized  the  old.  (The  one 
xception:  O-I's  successful  plastic- 
icketed  glass  bottle.) 

A  discouraging  situation  for  the 
ackaging  manufacturers:  Here's  a 
schnology  they  can  neither  ignore 
or  make  money  from.  As  a  result, 
lany  of  them  are  looking  to  cut  back 

1  the  packaging  business.  American 
]an,  for  example,  announced  last 
larch  that  it  wanted  to  sell  its  forest 
roducts  operations  to  raise  money 
>r  new  ventures.  The  timing  was  ter- 
ble,  with  the  forest  products  mdus- 
y  in  deep  recession.  It  hasn't  closed 

deal  yet,  but  the  company's  new 
irection  is  clear.  For  $140  million  in 
ash  and  stocks,  American  is  buying 
lerald  Tsai's  Associated  Madison 
!os.,  a  holding  company  with  a  major 
jbsidiary  in  life  insurance.  "Ameri- 
m  Can  will  be  a  distribution  and 
nancial  services  company,"  says  an- 
[yst  Stupay.  "The  can  business  will 
rill  be  there,  but  the  company  won't 
e  pouring  money  into  it." 

At  Continental  Group,  energy  is  the 
ew  slogan.  The  company  acquired 
londa  Gas  Co.  in  1979,  and  is  now 
tploring  for  oil  and  gas  and  operating  a 
is  pipeline  from  the  Texas-Mexico 


A  glimmer  for  glass 


It's  the  elegance  factor,"  says  an 
executive  at  Jos.  Schlitz  Brewing 
Co.  "A  bottle  looks  nicer  on  the 
table  than  a  can." 

Especially  if  it's  something  like 
Michelob's  sleek  brown  hourglass 
bottle  or  Lowenbrau's  tall,  green 
old-world  look.  Were  it  not  for 
marketing  decisions  like  that  by 
such  outfits  as  Anheuser-Busch, 
Miller  Brewing,  Schlitz  and  Adolph 
Coors,  the  glass  industry  would  be 
a  lot  worse  off  than  it  is.  The  fact 
is,  beer  is  keeping  glass  going. 

Shipments  of  beer  bottles  have 
grown  at  a  compound  average  an- 
nual rate  of  8.5%  over  the  past 
eight  years,  according  to  govern- 
ment statistics,  while  glass  con- 
tainers for  soft  drinks  have  de- 


clined at  about  2.2%  and  were  flat 
for  food  and  toiletries.  Beer  bottles 
now  account  for  over  35%  of  total 
glass  container  shipments  as  op- 
posed to  20%  in  1972. 

The  trend  probably  will  contin- 
ue. Some  medium-priced  beers  are 
now  being  packaged  in  glass.  Also, 
adds  John  Pedace,  executive  vice 
president  of  marketing  at  G.  Heile- 
man  Brewing,  squat  little  bottles 
are  less  expensive  than  cans. 

Don't  count  cans  out,  though. 
Beer  bottle  shipments  grew  only 
2%  (not  compounded)  last  year, 
while  the  use  of  beer  cans  grew  5%. 
So  the  glimmer  of  glass  may  some- 
day fade  for  all  but  the  premium 
beers,  where  the  "elegance  factor" 
remains  crucial. — J.A.B. 


border  to  Florida.  It  is  also  planning  a 
coal-slurry  pipeline  from  Appalachia  to 
the  Southeast.  Even  Owens-Illinois  is 
pruning  its  packaging  business,  selling 
off  bits  and  pieces  and  looking  for  new 
areas.  It  recently  announced  a  move 
into  hospital  management  through  a 
joint  venture  with  the  former  head  of 
Hospital  Management  Corp. 

Other  companies  in  the  industry 
are  closing  down  or  selling  capacity. 


Crown  Cork  &  Seal  has  closed  five  of 
its  production  lines  for  two-piece 
cans.  National  Can  has  consolidated 
operations  in  both  its  metal  and  glass 
container  businesses.  And  Anchor 
Hocking  has  sold  off  three  marginal 
glass-container  facilities.  It's  quite  a 
paradox:  America  is  the  quintessen- 
tial packaged  society,  but  the  people 
who  make  the  packages  can't  make 
money  at  it.  ■ 


ckaging 
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Two  things  are  growing  in  the  food  business: 
the  market  share  of  large  wholesale  suppliers 
and  the  costs  of  running  a  warehouse. 


Wholesalers 


By  Steven  Flax 


F|  OOD    PRICE    INFLATION  slowed 
dramatically  last  year,  to  less 
than    5%    in    the    latter  six 
months.  Prices  actually  declined  for 


produce  and  meat.  That  spelled  good 
news  for  supermarket  shoppers  but 
not  necessarily  good  news  for  super- 
market suppliers — wholesalers  who 
supply  food,  nonfood  products  and  vi- 
tal operating  services  to  the  U.S.' 


sag 


1 12,600  independent  grocers. 

Food  wholesalers,  such  as  Seattle 
based  Associated  Grocers  Inc.,  saw 
their  costs  of  refrigeration,  rents  anc 
labor — Teamster-unionized  Associat 
ed  pays  an  unskilled  warehousemar 
over  $20  an  hour  including  fringes- 
continue  to  soar. 

It  was  a  tough  business.  Because  oi 
the  high  interest  rates,  small  addi- 


Wholesalers 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51 
P-D:  profit  to  deficit    def:  deficit. 


ions  to  wholesalers'  warehouses  now 
ost  more  than  the  warehouse  did. 
lany  independent  grocers,  their  cash 
lows  sharply  cut  by  cost-conscious 
hoppers,  turned  to  their  wholesalers 
)r  financing.  Super  Valu  Stores  Inc. 
as  close  to  $100  million  in  financing 
utstanding  to  its  retailers,  despite 
tie  fact  that  real  sales  growth  in  its 
;rritories  has  been  running  at  only 
.3%  a  year.  Other  large  wholesal- 
rs — hit  by  massive  customer  de- 
mits— found  themselves  partners  in 
liling  retail  businesses. 

Joe  Hyde,  president  of  Memphis- 
ased  Malone  &  Hyde,  Inc.,  summed 
p  the  industry's  exasperation: 
We've  never  had  20%  interest  rates 
rith  a  deflation  of  food  prices." 

But  there  is  a  compensating  factor 
>r  such  big  wholesalers  as  Fleming 
)os.,  Super  Valu  and  Malone  &  Hyde. 
:'s  called  consolidation.  Six  years  ago 
lere  were  1,470  wholesalers  in  the 
ountry;  today  there  are  about  1,240. 
lS  the  costs  have  risen,  much  of  those 


By  Steven  Flax 

[sit  on  the  board  of  Pacific  Gas 
&  Electric,"  says  Peter  Magowan, 
chief  executive  of  Safeway  Stores, 
le  nation's  largest  supermarket 
hain,  "and  when  I  heard  their  pro- 
osed  rate  increases,  I  blanched." 
Magowan  will  have  plenty  of  other 
lings  to  blanch  about  this  year.  The 
)od  business  is  as  close  to  recession- 
roof  as  you  can  get;  people  have  to 
at,  no  matter  what.  The  problem  is 
Dmething  else:  The  supermarkets' 
istoric  strategy — maximize  volume, 
lice  the  margins  as  thin  as  smoked 
almon — is  being  turned  against  them 
dth  a  vengeance. 

The  result  is  that  those  food  mar- 


wholesalers'  sales  growth  has  come 
from  small  competitors'  quitting  and 
leaving  them  their  business. 

This  consolidation  wave  reflects 
changes  occurring  at  the  retail  level, 
where  chains  such  as  A&.P  have 
pulled  out  and  independents  took 
over  the  stores.  Ultimately  this  in- 
creases the  demand  for  wholesalers' 
services. 

Today  the  big  wholesalers  supply 
their  client  stores  with  lease  guaran- 
tees, merchandising,  advertising,  per- 
sonnel training,  financial  statements, 
bill  paying  and  payroll  accounting.  For 
small  chains,  the  wholesalers  also  pro- 
vide insurance  and  real  estate  devel- 
opment, market  analyses  and  designs 
for  new  stores.  They  maintain  price 
files  for  scanner  systems  and  help 
with  labor  scheduling.  Such  services, 
which  are  often  provided  at  cost,  help 
wholesalers'  clients  compete  against 
the  large  chain  stores.  This  means 
increased  volumes  and  profitability 
for  supermarket  suppliers,  as  well  as 


gins,  historically  about  1%,  are  declin- 
ing further.  Overall  supermarket  mar- 
gins in  1981,  for  example,  were  only 
0.8%;  on  food  alone,  they  were  prob- 
ably even  lower. 

That  happened  even  though  infla- 
tion in  food  was  far  less  than  expect- 
ed. Early  in  1981  the  USDA  forecasted 
an  overall  increase  in  food  prices  of 
10%  to  15%.  For  the  first  half  of  the 
year,  producers'  prices  seemed  to  be 
bearing  out  the  predictions.  But  in  the 
last  half,  the  rate  slowed  dramatically, 
to  less  than  5%.  For  some  categories, 
produce  and  meat,  for  example,  prices 
were  actually  lower  than  they  had 
been  the  year  before. 

The  reasons:  oversupply  caused  by 
bumper  grain  harvests;  competition 


more  loyalty  from  their  clients. 

Clearly,  there  is  change  and  growth 
in  wholesaling  for  the  more  powerful 
players.  But  much  still  depends  on 
the  territory.  In  some  regions,  such 
as  the  Northeast,  wholesalers  will  be 
slugging  it  out  in  a  no-growth  mar- 
ket. Even  in  the  Northwest  there  is 
uncertain  growth.  Associated  Gro- 
cers' market  share  increased  1%  in 
1981,  but  the  market  shrank  2.4%. 
And  that  was  before  neighboring 
Boeing  started  recent  layoffs.  Mean- 
while, in  Fleming  Cos.'  southwestern 
market  territory,  vibrant  growth  is 
expected  to  continue. 

The  wholesalers  who  will  survive 
face  formidable  capital  expendi- 
tures— for  huge  mechanized  ware- 
houses and  automated  computer  or- 
dering. They  must  bend  every  effort 
to  keep  nonfood  costs  down.  People 
always  have  to  eat,  but  they  don't 
have  to  buy  what  they  eat  from  super- 
markets whose  prices  reflect  Team- 
ster wages  back  in  the  warehouse.  ■ 


from  generic  items,  which  are  com- 
peting with  national  brands  in  many 
more  categories;  consumers  trading 
down  in  the  grocery  store  from  beef  to 
poultry  and  pork. 

Upstream,  the  industry  is  taking 
full  advantage.  Buyers  from  the  chains 
or  the  major  wholesalers  have  gotten 
a  lot  more  aggressive.  They  learned  a 
lesson  in  buying  for  the  chains'  new 
"warehouse  format"  stores,  where 
managers  may  stock  only  Heinz 
ketchup  one  week  and  Del  Monte  the 
next.  The  customers  didn't  mind  as 
long  as  the  price  was  right.  So  there  is 
a  lot  more  buying  on  a  "deal  only" 
basis.  But  what  happens  downstream? 
As  new  store  openings  have  slowed 
because  of  high  interest  rates,  the 
chains  have  had  to  scramble  for  mar- 
ket share  largely  on  price  alone,  lead- 
ing to  ruinous  price  wars.  In  one 
Washington,  D.C.  area  slugfest  last 


bu  can't  yet  say  that  groceries  have  become  a 
dss  leader.  But  the  big  chains  are  acting  as  if 
hat  day  were  not  far  off. 


Supermarkets 


year,  Giant  Food  went 
into  the  red  and  Pantry 
Pride  (formerly  Food 
Fair)  closed  down  54 
stores.  Safeway's  Mago- 


wan,  one  of  the  walking  wounded 
from  that  Washington  price  war,  ad- 
mits that  much  of  1981  was  spent 


Why  do  the  tour  buses  regularly 
stop  at  the  huge  (92,000- 
square-foot)  new  Byerly's  store  in 
the  Minneapolis  suburb  of  St. 
Louis  Park?  Like  four  other  Byerly 
stores  in  the  Twin  City  area,  it's 
clearly  a  supermarket.  But  this  is 
no  ordinary  supermarket. 

The  smell  of  refrigeration,  for  ex- 
ample, has  been  replaced  by  the 
aroma  of  baking  bread,  roasting 
ribs  and  bubbling  soups.  Gone  are 
linoleum  and  fluorescent  lights;  ev- 
ery Byerly's  is  carpeted  and  bathed 
in  indirect  lighting.  And  it's 
clean — "cleaner,"  as  one  visitor 
put  it,  "than  my  living  room." 

Some  of  the  groceries  match  the 
decor:  octopus  at  SI. 99  a  pound, 
roast  suckling  pig  at  $125  or  live 
lobsters  at  $6.45  a  pound,  selected 
from  a  saltwater  tank.  The  in-store 
staff  includes  home  economists, 
caterers  and  pastry  chefs.  After  you 
finish  your  shopping,  an  under- 
ground conveyer  belt  whisks  your 
groceries  away,  to  be  retrieved  la- 
ter at  the  drive-in  loading  station, 
and  you  can  spend  the  rest  of  the 
day  at  Byerly's  wine-tasting  semi- 
nars or  cooking  lessons. 

The  key  to  Byerly's  success, 
though,  is  that  whether  or  not  you 
are  looking  for  live  lobster  or  suck- 
ling pig,  prices  on  more  mundane 
items — apples,  oranges,  round 
steak  or  Rice  Krispies — are  com- 
petitive with  the  Safeway  in  the 
area.  These  standard  grocery  items 
make  up  about  43%  of  the  St. 
Louis  Park  store's  sales.  Another 
44%  comes  from  departments 
with  fat  margins  like  meat,  pro- 
duce and  deli,  restaurant  and  bak- 
ery items.  The  other  13%  comes 
from  specialty  shops,  such  as  a  gift 
gallery  selling  a  $75,000  six-foot, 
gold-plated  birdcage.  Well  over  half 
of  total  sales  are  in  higher-mar- 
gined merchandise.  So  founder  and 
President  Don  Byerly  can  pay  for 
the  carpet  and  chandeliers  and  still 
make  net  margins  of  up  to  twice  as 
much  as  the  industry  as  a  whole. 
Now  42,  Byerly  grew  up  steeped 


"retaining  sales  at  the  expense  of  prof- 
its." Such  a  situation  is  terrific,  if 
temporary,  for  the  consumer.  But  it 
will  be  plenty  unhealthy  this  year  if, 
like  Safeway,  you  have  nearly  1,300 
labor  contracts  tied  to  the  CPI. 

The  answers?  Almost  all  of  them 
involve  something  other  than  food. 


in  the  food  business  (his  father, 
Russell  Byerly,  was  president  of  Su- 
per Valu).  "it  sounds  corny,  but  in 
the  sixth  grade  when  most  kids 
wanted  to  be  doctors  or  policemen, 
I  wanted  to  be  a  grocer,"  he  says. 

Byerly  opened  his  first  store  in 
1968  when  he  was  28.  The  idea  of 
the  luxury  supermarket  goes  back  to 
high  school  days,  when  Byerly  be- 
gan his  search  for  the  perfect  grocery 
store.'  Today  his  more  than  $100 
million  (sales)  private  company  is 
pushing  25%  annual  growth  in  the 
slow-growing  industry.  He  has  done 
it  by  offering  the  shopper  splash, 
panache  and  showmanship  along 
with  the  milk  and  eggs. 
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Byerly's  St.  Louis  Park,  Minn  store 


Shopping  under  the  chandeliers. 


An  innovator  from  the  start, 
Byerly  had  housewives  look  at  his 
first  store  before  it  opened.  They 
told  him  they  hated  being  distract- 
ed by  their  children's  pleas  for  can- 
dy at  the  checkout  counter.  So 
Byerly  ignored  the  tempting  high 
margins  on  those  items  and  left  his 
checkout  counters  bare. 

Byerly's  stores  still  stay  in  touch 
with  customers  through  periodic 
surveys;  when  a  recent  one  indi- 
cated interest  in  generics — not  ex- 
actly in  line  with  the  supermar- 
ket's pricey  image — no-name  prod- 
ucts showed  up  on  the  shelves  just 
a  week  later. — Ellen  Sprains 


Most  major  chains  and  independent 
will  intensify  their  search  for  highei 
margin  nonfood  items  this  year:  aut 
supply  departments  and  florists,  fo 
example,  where  gross  margins  cai 
reach  50%.  By  the  end  of  198 
Safeway  will  have  more  than  30 
pharmacies;  a  little  over  two  years  ag 
it  had  just  ten.  Paperback  book' 
health  and  beauty  aids  an 
housewares  all  help. 

The  most  far-reaching  responst 
though,  is  the  divergence  betweei 
upscale  specialty  stores  and  bare-wall 
"warehouse"  discounters — the  sam 
phenomenon  that  has  already  trans 
formed  department  stores.  Whil 
Grand  Union  pushes  a  $300  millio: 
remodeling  of  its  larger  stores,  it  i 
turning  others  into  BASICS  Foo 
Warehouses.  Safeway  is  convertin 
many  older  stores  that  it  might  hav 
abandoned  into  either  discount  Li 
quor  Barns  or  upscale  Farmer's  Mai 
kets  emphasizing  gourmet  items  an 
fancy  produce  Other  chains  hav 
opened  stores  that  are  surprisingl 
luxurious  (see  box). 

Also  crucial  in  getting  through 
tough  1982  will  be  the  benefits  of  ne\ 
technologies  such  as  heat  reclamatio: 
systems,  energy-efficient  lights,  evei 
wind  deflectors  on  trucks.  The  mos 
important  will  be  the  far  more  exten 
sive  use  of  scanners,  those  machine 
at  the  checkout  that  automaticall 
"read"  the  product  and  price,  tabulat 
the  sale  on  the  customer's  receipt  an 
report  it  to  the  inventory  control  i: 
the  computer's  memory. 

More  progressive  chains,  such  a 
Giant  Food  Inc.  and  Ralphs  in  Lo 
Angeles,  have  already  demonstrate 
that  scanners  can  increase  productiv 
ity  at  the  checkout  and  reduc 
"shrink,"  loss  of  inventory  througl 
misrings  or  theft.  Giant  hopes  to  sav 
1%  of  gross  sales  per  year — $15  mil 
lion — through  scanning.  But  new  an 
unexpected  benefits  have  developer 
as  chains  have  become  more  familia 
with  scanners.  Analyzing  scannin 
data  can  help  stores  improve  shelf  al 
location,  determine  the  effectivenes 
of  promotions,  track  sales  of  ne\ 
items,  measure  cashiers'  productivit 
andhelp  with  front-end  scheduling.  L 
fact,  since  scanning  data  amounts  | 
instant  market  research,  Giant  ha 
started  selling  its  scanning  inform! 
tion  to  national  manufacturers  out 
side  the  industry.  Patrick  Collins 
president  of  Ralphs,  says  scanners  en 
abled  his  company  to  try  to  turn  ove 
parking  spaces  much  faster  at  store 
where  parking  was  scarce.  Ralphs  ex 
ecutives  could  prove  with  the  scan 
ning  data  at  such  stores  that,  lik 


Hash  with  panache 
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:ools  at  a  bar,  the  number  of  parking 
jaces  was  the  main  determinant  of 
lies  volume. 

On  the  horizon  are  some  demo- 
raphic  changes  favoring  the  industry, 
etween  1978  and  1990,  20.7  million 
ew  households  will  be  established, 


per  markets 


an  increase  of  27%,  and  the  prime  25- 
to-44-year-old  age  group  will  increase 
by  33%.  Also  good  news  is  the  fact 
that  over  4  million  babies  will  be  born 
annually  between  1985  and  1989.  fjut 
none  of  these  changes — equally  oppor- 
tune for  all  competitors — will  make  as 


much  difference  in  the  short  run  as 
CPI-tied  labor  increases  and  skyrock- 
eting energy  costs.  For  the  next  couple 
of  years,  in  this  industry  founded  on 
productivity,  doing  everything  possi- 
ble to  increase  that  productivity  further 
will  barely  be  enough.  ■ 
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29 
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30 
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29 

P-D 

24 

d  Supermarkets 

def 

30 

NE 

NE 
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29 

def 

0.7 
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30 

D-D 

26 
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0.6 

21.7 
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21.7tt 

4 

37.6U 

3 

ans 

14.4 

13.2 

0.9 

9.6 

10.1 

1.2 

12.7 

15.7 

stry  medians 

15.0 

14.8 

0.9 

10.2 

10.2 

1.2 

13.1 

15.7 

idustry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

t Four-year  average.  ^Four-year  growth.  ttThree -year  growth.  P-D:  profit  to  deficit.  D-I):  deficit  to  deficit. 
D-P:  deficit  to  profit;  not  ranked,    del:  deficit.    "Not  available;  not  ranked.    NE:  negative  equity 


Looking  like  a  department  store  while  pricing 
like  a  discounter  may  seem  like  sleight  of  hand, 
but  a  dozen  or  so  well-managed  chains  have 
gotten  rich  doing  it.  So  rich  that  they're  about  to 
get  some  formidable  competition. 


General  retailers 
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By  Jane  Carmichael 


JUST  ABOUT  EVERYBODY  who 
failed  to  differentiate  themselves 
from  K  mart— W.T.  Grant,  Kor- 
vettes,  Mammoth  Mart — they're  all 
dead,"  says  retailing  consultant  Leo 
Shapiro.  Put  another  way,  there  are 
only  a  couple  of  big,  true  discount 


chains  left.  The  rest  of  the  survivors 
are  discounters  at  the  market's  high 
end:  Target,  Mervyn's,  Caldor,  Wal- 
Mart,  Venture,  Richway,  Gold  Circle, 
Bradlees.  They  have  maintained  an 
image  of  department-store-quality 
merchandise  sold  in  attractive  sur- 
roundings, but  at  discount  prices,  thus 
drawing  in  the  more  affluent  bargain 


hunters  who  wouldn't  be  caught  dea 
in  K  mart.  No  mean  trick  in  the  di 
count  business,  where  you  mai 
money  by  keeping  overhead  low  ar 
volume  high.  But  money  these  di 
counters  have  made:  A  successful  or 
like  Target  or  Mervyn's  can  retui 
15%  on  assets  and  10%  in  operatir 
margins,  numbers  almost  unheard  < 
in  conventional  retailing. 

So  it's  not  surprising  that  the  su 
cess  of  these  retailers  is  in  bringing  i 
new  competition.  But  the  quarter  it 


Sam's  song 


If  discounters  at  the  high  end  of  the  market  are 
setting  the  pace  for  retailing,  Wal-Mart  Stores  is 
setting  the  pace  for  those  retailers.  The  Bentonville, 
Ark. -based  chain  will  report  sales  of  about  $2.5  billion 
in  fiscal  1982  (ending  fan.  31),  up  from  $1.6  billion  last 
year.  Taking  into  account  only  the  revenues  of  the  330 
stores  in  operation  on  Jan.  31  last  year,  sales  grew 
17%.  The  company,  closely  held  by  the  family  of 
Chairman  Sam  Walton,  had  an  average  return  on 
equity  over  the  last  five  years  of  30.6%,  and  average 
eamings-per-share  growth  of  32.8%.  Some  491  Wal- 
Mart  stores  now  dot  the  south-central  U.S.  landscape, 
with  the  heaviest  concentration  in  Missouri,  Arkan- 
sas, Oklahoma  and  Texas. 

How  did  Wal-Mart  get  so  profitable?  Retail  consul- 
tant Alton  Doody  explains  it  in  two  words:  gifted 
leadership.  The  most  gifted  has  been  silver-haired 
Sam  Walton,  now  63.  In  1978  Walton  named  Jack 
Shewmaker,  43,  a  veteran  retailer,  as  president.  Shew- 
maker  will  undoubtedly  call  the  shots  after  Walton 
steps  aside,  which  may  not  be  soon. 

Walton  and  Shewmaker,  assisted  by  a  cadre  of  sea- 
soned managers,  have  made  some  big  changes  in  the 
last  few  years.  Wal-Mart  started  in  the  early  1960s 
with  bare  tile  floors  and  pipe  racks  and  did  not  begin 
to  revamp  its  image  significantly  until  the  mid-1970s. 
Such  retailers  as  Target,  Venture  and  K  mart  provided 
the  examples  that  Wal-Mart  sought  to  emulate. 
"These  ingenious  retailers,"  says  Shewmaker,  "came 
along  and  regraded  to  the  level  of  quality  demanded  by 
customers."  But  they  still  managed  to  maintain  lower 
prices  than  the  department  stores. 

That  was  the  trick.  Walton  and  Shewmaker  decid- 
ed. In  1978  they  sent  top  Wal-Mart  executives  criss- 


crossing the  country,  visiting  the  competition  and 
taking  notes.  Then  Wal-Mart  built  two  prototype 
stores— in  Pine  Bluff,  Ark.  and  Moore,  Okla. — that 
"we  critiqued  heavily,"  Shewmaker  says.  "We  found 
some  things  we  liked  and  some  we  didn't  like.  The 
ones  we  liked  we  put  into  our  existing  stores  gradually 
and  incorporated  into  our  plans  for  new  stores  as  we 
went  along."  The  old  Wal-Mart  store  colors,  dark  blue 
and  white  ("too  harsh"),  were  dumped  in  favor  of  a 
three-tone  combination  of  light  beige,  soft  blue  and 
burnt  orange.  Carpeting,  which  had  been  long  discard- 
ed on  apparel  sales  floors,  was  put  back.  New  racks 
were  put  into  use  that  displayed  the  entire  garment 
instead  of  only  an  edge  of  it. 

Another  old  institution  returned,  too:  brand  names. 
Not  trendy  names  like  Calvin  Klein  and  Gloria  Van- 
derbilt  but  time-tested  ones  like  Wrangler  jeans  and 
Champion  western  shirts  in  apparel  and  Remington, 
Cannon,  Coleman,  Pioneer  and  Revlon  in  hard  goods. 

Selling  quality  merchandise  in  quality  surroundings 
while  maintaining  a  low-expense  structure  seems  a 
little  like  legerdemain.  Shewmaker  says  it's  more  like 
walking  a  tightrope.  And  thus  has  it  been  for  all  of 
Wal-Mart's  competitors.  With  hefty  competition  on 
the  way,  it  will  be  even  more  so.  "Those  guys  from 
Detroit,"  as  K  mart  is  known  around  Wal-Mart's  Ben- 
tonville headquarters,  now  go  head  to  head  with  Wal- 
Mart  in  about  120  locations — and  that  number  grows 
as  both  companies  continue  to  expand.  Who  will 
come  out  on  top?  Sam  Walton  cautiously  replies,  "If  K 
mart  runs  good  stores,  they'll  do  well.  If  we  run  good 
stores,  we'll  do  well."  K  mart  is  one  of  the  great 
success  stories  of  retailing,  but  it  would  do  well  not  to 
underestimate  folksy  Sam  Walton. — Kevin  McManus 
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:oming  from  is  ironic  indeed:  K  mart 
md  Woolco,  the  very  people  they  set 
mt  to  avoid  in  the  first  place.  Both 
:hains  are  upgrading  their  stores  just 
is  fast  as  their  capital  budgets  will  let 
hem:  bringing  in  more  brand-name 
nerchandise,  changing  displays  to 
ook  more  like  those  in  department 
tores,  getting  rid  of  the  popcorn  ma- 
:hines.  (For  an  example  of  how  it's 
'one,  see  box  )  Woolco,  which  recently 
nstalled  Target's  former  president  in 
ts  top  spot,  will  renovate  25  stores  in 
982;  K  mart  will  have  720  "new 
ook"  stores  (out  of  a  total  of  2, 1 56)  by 
he  end  of  the  year.  Both  intend  to 
onvert  their  entire  nationwide 
hains  within  five  years. 
When  they  are  finished,  they  will 


meral  retailers 


present  the  first  significant  competi- 
tion the  discounters  at  the  high  end  of 
the  market  have  ever  had  to  face. 
That's  because  most  of  these  dis- 
counters started  out  as  regional  chains 
and,  mindful  of  what  happened  to  the 
old-fashioned  variety  discounters 
when  they  tried  to  compete  national- 
ly, have  stayed  regional.  For  example, 
Target  concentrates  on  the  Midwest 
corridor  (Minneapolis  to  Texas),  Cal- 
dor  on  New  England,  Richway  on  the 
Southeast,  Mervyn's  on  the  West. 
Says  retailing  consultant  Cyrus  Wil- 
son: "None  of  these  guys  are  really 
competing  with  each  other  yet, 
whereas  K  mart  and  Woolco  are  going 
head  to  head  in  almost  every  major 
market." 


Even  without  the  transformation  of 
K  mart  and  Woolco,  national  competi- 
tion was  bound  to  come  eventually. 
For  one  thing,  with  last  year's  acquisi- 
tion of  Caldor  by  Associated  Dry 
Goods,  all  the  high-end  discounters 
but  Wal-Mart  are  now  owned  by  big 
retailing  chains:  Target  and  Mervyn's 
by  Dayton-Hudson,  Richway  and 
Gold  Circle  by  Federated,  Venture  by 
May,  Bradlees  by  Stop  &.  Shop.  Then, 
too,  these  discounters  have  been 
growing  at  10%  to  15%  a  year,  and 
there's  only  so  much  strengthening  of 
existing  markets  you  can  do  before 
you  have  to  look  for  new  ones.  In  1980 
Target  bought  40  stores  from  Ayr- 
Way,  another  midwestern  chain. 
Chairman  William  A.  Andres  of  Day- 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51 

P-D:  profit  to  deficit.    D-P:  deficit  to  profit;  not  ranked    def:  deficit. 
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ton -Hudson  says  he 
jljjjlfB]  would  consider  another 
==.  such  acquisition,  not 
M  j  only  in  existing  markets 
zE3  but  also  in  new  ones. 
Meanwhile,  Andres  plans  to  spend 
around  SI  billion  through  1986  to  ex- 
pand Target  and  Mervyn's,  D-H's 
West  Coast  discounter.  Within  five 
years  Target  will  add  1 14  stores  to  its 
current  151,  and  Mervyn's  will  more 
than  double,  from  80  stores  to  180. 
May's  Venture  has  digested  its  last 
major  expansion  in  1978  and  is  now 
in  a  position  to  grow  again.  It  will 
start  by  adding  three  stores  this  year. 
Federated  is  closing  its  six  Gold  Tri- 
angle stores  in  Florida  and  converting 
them  into  Richways.  The  company 
says  this  could  set  the  pace  for  a  "ma- 
jor expansion." 

Caldor,  one  of  the  oldest  and  most 
successful  of  the  high-end  discount- 
ers, has  always  maintained  that  re- 
gionalism, combined  with  cautious 
growth,  is  its  strength:  "With  growth 
comes  weakness,"  says  Caldor 's  vice 
president  of  stores,  Gerald  Morgasen. 
He  has  a  point.  Target  and  Gold  Circle 
both  got  into  trouble  when  they  tried 


By  Jane  Carmichael 

No  one  keeps  really  reliable 
numbers  on  the  mail-order 
catalog  market,  but  on  one 
thing  almost  everyone  agrees:  The 
last  two  years  have  seen  the  biggest 
catalog  boom  in  history.  There  are 
now  something  like  4,000  to  5,000 
mail-order  catalogs  for  consumer 
goods,  up  from  a  handful  ten  years 
ago.  Total  sales  from  consumer  cata- 
logs were  estimated  at  around  S25  bil- 
lion in  1981.  (An  often-cited  $40  bil- 
lion from  the  Direct  Mail  Marketing 


to  leapfrog  across  the  country,  Target 
from  Minneapolis  to  Texas  and  Gold 
Circle  from  the  Midwest  to  Califor- 
nia. Even  at  that,  though,  Morgasen 
refuses  to  rule  out  expansion  into  new 
territory.  Last  year  Caldor  converted 
four  old  Korvettes  stores  acquired  in 
New  Jersey,  a  new  market.  It  will  add 
10  this  year  to  its  74  stores. 

"The  upscalers  are  already  starting 
to  fall  over  each  other,"  says  consul- 
tant Shapiro.  "You're  talking  about 
the  end  of  growth  in  three  to  five 
years."  The  store  executives  them- 
selves aren't  nearly  that  pessimistic, 
but  they  do  concede  that  the  competi- 
tion is  heating  up.  Andres  points  out 
that  Target  and  Venture  are  already  in 
St.  Louis,  and  Caldor  and  Bradlees 
compete  in  the  Northeast.  Target's 
Louisville  and  Cincinnati  stores  are 
close  to  Gold  Circle's  in  Dayton,  and 
Richway  and  Target  are  growing 
toward  each  other  in  Tennessee. 

When  will  full-scale,  head-to-head 
national  competition  break  out- 
Andres  and  others  believe  it  is  at  least 
ten  years  away.  Meantime,  Andres 
says:  "Those  retailers  who  can't  find  a 
niche  in  the  marketplace  will  find  it 


Association  includes  telephone  and 
TV  solicitations,  as  well  as  some  in- 
surance and  financial  services.) 

So,  of  course,  certain  developments 
are  almost  predictable.  Listen  to  Rog- 
er Horchow,  whose  $40  million  (sales) 
Horchow  Collection,  based  in  Dallas, 
is  one  of  the  more  spectacular  mail- 
order successes.  "In  1981  I  think  I  saw 
more  new  catalogs  than  ever  before  in 
my  nine  years  in  the  business,"  says 
Horchow  in  a  slow  Texas  drawl.  "And 
this  year,  I  predict,  we  will  see  the 
biggest  wave  of  bankruptcies  ever." 
Adds  "Dallas-based  consultant  Jacques 


increasingly  hard  to  maintain  the; 
market  share  and  their  profitability. 
He  tells  of  a  recent  visit  to  Indianaj 
olis  to  check  on  the  conversion  t 
Ayr-Way  stores  into  Targets — bi 
also,  not  incidentally,  to  check  out  th 
new-look  K  mart:  "I  must  say  K  mai 
did  an  excellent  job  of  improving  th 
appearance  of  their  stores.  At  th 
same  time,  Target  had  gotten  bett( 
as  well."  He  pauses,  then  adds,  ' 
was  pleased  to  see  there  was  still 
differential." 

Of  course,  in  a  business  where  s 
much  depends  on  keeping  overhea 
low,  there's  a  limit  to  how  far  such 
remodeling  race  can  productively  gc 
Says  Andres,  with  characteristic  cat 
tion,  "The  typical  pattern  in  most  ir 
dustnes  is  that  they  do  tend  to  narnr 
down  as  the  various  companies  com 
into  competition  with  each  other. 
Another  discount  store  executive  pi 
it  more  bluntly:  "Two  chains  ca 
probably  survive  in  the  same  marke 
But  more  than  that:  I  don't  know." 
seems  inevitable  that  at  some  point ; 
least  some  of  these  discounters  will  g 
the  way  of  Grant  and  Korvettes.  Th 
more  things  change.  .  .  .  ■ 


Vroom,  who  helped  Horchow  g< 
started,  "They'll  be  dropping  lik 
flies." 

The  mail-order  business  has  nev( 
been  easy — it  just  looks  easy.  In  th 
best  of  times,  only  one  in  four  ne1 
catalogs  survives  its  first  three  year 
And  these  are  not  the  best  of  time 
Horchow  ticks  off  the  economics  ( 
the  business:  "Cost  of  goods  run 
about  50%  of  sales.  Of  the  50%  left, 
very  good  company  runs  10%  to  15° 
for  the  cost  of  handling  the  order  an 
overhead.  That  leaves  35%  to  40%  t 
pay  for  your  catalog,  and  then  you'i 
just  breaking  even." 

The  cost  of  producing  the  cataloj 
too,  has  skyrocketed.  Postage  is  u 
from  2  cents  per  catalog  in  1959  t 


Almost  anyone  can  start  a  mail-order  business! 
But  staying  in  business  is  harder  than  starting. 
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3.9  cents  today.  The  cost  of  renting 
ames  for  a  mailing  list  has  gone  in 
x  years  from  $30  a  thousand  to  as 
igh  as  $80.  The  costs  of  paper,  print- 
lg  and  photography  likewise  have 
)ared.  Horchow  says  his  sales  per 
lousand — the  industry  measure  of 
rofitability — has  dropped  over  the 
ist  year  from  $4,000  in  orders  for 
/ery  $1,000  spent  producing  the 
italog,  to  $3,000.  His  profit  margin 


ecialty  retailers 


has  slid  from  10%  to  5%. 

Of  course,  even  a  5%  margin  looks 
good  next  to  the  usual  retailing  mar- 
gin of  3%  or  4%,  and  that,  together 
with  the  fact  that  it  only  takes 
$500,000  to  $1  million  to  start  a  cata- 
log, helps  explain  why  neophytes  keep 
jumping  in.  "Probably  90%  of  all  cata- 
logs are  started  by  people  with  no 
previous  mail-order  experience,"  says 
Vroom.  "What  they  don't  understand 


is  that  while  it's  easy  to  get  into  the 
market,  it  usually  takes  several  years 
for  a  catalog  to  pay  off." 

Some  of  those  neophytes  in  recent 
years  have  been  big  companies  that 
thought  mail  order  was  no  harder 
than  ordinary  marketing.  Chris-Craft 
sold  its  catalog  last  year  to  a  list 
broker.  The  Clydesdale  Collection, 
started  by  Anheuser-Busch  two  years 
ago  to  sell  everything  from  beer  mugs 
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to  player  pianos,  is  "un- 
der evaluation,"  says  the 
company.  Norm  Thomp- 
son, a  gift  catalog  started 
by  Parker  Pen,  was  sold 
to  its  employees  in  1980.  Armstrong 
House,  owned  by  Armstrong  World 
Industries,  won't  even  comment  on 
its  future. 

Says  Executive  Vice  President  Law- 
rence Barnett  of  Chris-Craft,  who  was 
in  charge  of  the  catalog,  "It  earned 
money,  but  not  big  money.  It  was  just 
a  lot  of  work."  An  Anheuser-Busch 
man  agrees:  "It's  a  lot  of  effort  for 
very  little  return.  In  terms  of  our  over- 
all business,  it's  an  eyedropperful." 

Inflation  has  hit  the  low-end  cata- 
logs especially  hard.  Companies  like 
Sunset  House,  which  used  to  make 
good  money  selling  such  gadgets  as 
$1.95  combination  flashlight-key- 
rings, have  either  been  acquired  or 
have  gone  out  of  business;  their  $15 
average  orders  are  no  longer  enough  to 
cover  the  overhead.  Sunset  House  was 
sold  a  year  ago  to  Unity  Buying  Ser- 
vice, another  mail-order  company, 
and  Unity's  first  move  was  to  cut 
warehouse  space  by  two-thirds.  Foster 
&  Gallagher  of  Peoria,  111.  shut  down  a 
low-end  catalog  in  1981.  Spencer 
Gifts,  owned  by  MCA,  is  said  to  have 
lost  money  in  the  last  two  years. 

There  are,  of  course,  bright  spots  in 
the  gloom.  Catalogs  with  high-priced 
merchandise  are  still  doing  well,  espe- 
cially those  that  have  managed  to  cre- 
ate distinctive  images  for  themselves 
(see  box) .  Tiffany  &  Co.  of  New  York, 
for  example,  sells  Christmas  cards  by 
mail  at  up  to  $255  per  hundred  (en- 
graving extra).  The  Sharper  Image, 
which  sells  expensive  playthings  for 
executives- — such  as  a  reproduction  of 
a  French  cavalry  sword  that  comes 
blunt-edged  but  can  be  sharpened — 
was  a  success  from  its  inception  sev- 
en years  ago.  Early  Winters,  a  West 
Coast  answer  to  L.L.  Bean,  was  like- 
wise a  winner  from  the  start. 

Both  to  distinguish  themselves 
from  the  competition  and  to  raise 
their  returns,  many  catalogs  are  spe- 
cializing, following  the  lead  of  such 
successes  as  the  Williams-Sonoma 
gourmet  catalog.  As  mailing  lists  ma- 
ture, catalogers  are  able  to  conjure 
ever  more  detailed  customer  profiles 
from  their  computers,  mailing  only  to 
those  people  most  likely  to  buy  a  cer- 
tain item.  Though  the  mailings  are 
smaller  than  for  a  general  catalog,  rais- 
ing the  break-even  point  somewhat, 
returns  per  thousand  can  double.  Says 
Horchow,  "It's  the  salvation  of  the 
industry.  We  can  just  push  a  button 
and  find  anybody  from  Keokuk,  Iowa 


Cataloger  Roger  Horchow 
"Specialization  is  salvation. 


who  bought  a  spinning  top  for  $12 
1974.  Then  we  can  send  that  person 
new  spinning-top  catalog." 

Horchow  recently  launched  specij 
ty  catalogs  for  linens,  antiques  ai 
cooking  equipment.  Foster  &  Gi 
lagher  is  now  concentrating  on  sp 
cialties  like  tulip  bulbs  and  ro» 
There  are  no  fewer  than  six  catalo 
that  sell  tools  and  gadgets  for  le 
handed  people.  The  Popcorn  Factoi 
started  three  years  ago  by  Phyllis  Ci 
tors  in  Lake  Bluff,  111.,  sells  nothii 
but — you  guessed  it — popcorn.  (Cj 
tors,  whose  husband's  great-grand! 
ther  held  the  first  U.S.  patent  on  po 
ping  corn  in  oil,  tried  putting  a  coup 
of  candy  items  in  her  Christmas  cat 
log  this  year,  but  will  drop  them  ne 
year  in  order  to  keep  the  catalo] 
image  pure.) 

Yet  even  specialization  is  no  gu; 
antee  of  success.  Cretors,  who  is  nc 
selling  eight  tons  of  popcorn  a  wee 
admits  to  some  concern  over  tl 
stampede  into  the  mail-order  marki 
"As  far  as  I  know,"  she  says  nervoi 
ly,  "we're  still  the  only  popcorn  cat 
log  around."  ■ 


The  high-priced  stuff 


I have  nothing  against  the  guy 
who  is  buying  $5  long  johns," 
says  Eric  Flaxenburg.  "But  that 
isn't  our  customer."  Flaxenburg  is 
president  of  French  Creek  Sheep 
&  Wool  Co.,  one  of  the  hottest 
little  successes  (1981  sales:  $3  mil- 
lion) in  the  specialty  mail-order 
business,  and  it  didn't  get  that 
way  peddling  cheap  long  johns. 

Rather,  French  Creek's  catalog 
features  $25  cotton  underwear  im- 
ported from  Switzerland — along 
with  handmade  $650  cashmere 
sweaters  and  $800  sheepskin 
coats.  Does  it  pay?  Standing  with 
Flaxenburg  on  a  rolling  hillside  of 
his  40-acre  farm  outside  Elverson, 
Penna.,  watching  his  flock  of 
cream-colored  Corriedale  sheep, 
it's  easy  to  forget  there  is  a  reces- 
sion on.  In  fact,  for  him  there  is 
none:  Sales  and  earnings  have  been 
compounding  for  the  last  several 
years  at  30% ;  gross  margins  might 
run  100%. 

Why  is  the  high-priced  stuff  sell- 
ing so  well?  One  reason  is  quality. 
Flaxenburg  makes  sweaters  out  of 
$100-a-pound  yarns,  and  his  well- 
heeled  customers  are  willing  to  pay 
the  price.  lust  as  important, 
though,  he  says,  high-priced  mer- 
chandise is  much  easier  to  glamor- 


ize in  print.  "In  the  copy  I  can 
romance  it,  present  it  exactly  the 
way  I  want  it  to  be  perceived,"  says 
Flaxenburg,  a  husky  man  with 
laugh  lines  all  over  his  bearded, 
cherub's  face. 

In  fact,  he  says,  mail-order  shop- 
ping is  largely  fantasizing.  "You 
look  through  the  catalog  and  sud- 
denly there  is  something  you  can't 
live  without,"  he  says.  "The  reces- 
sion fades.  It's  like  the  genie  say- 
ing, 'You  have  three  wishes.'  " 

Flaxenburg,  52,  helps  the  fanta- 
sizing along  with  lush  pictures  of 
his  farm,  flock  and  18th-century 
barn,  where  the  stalls  have  been 
converted  to  work  places  that  look 
like  scenes  from  19th-century  cot- 
tage industry.  The  catalog  de- 
scribes a  $195  pair  of  imported, 
old-fashioned-looking,  over-the- 
ankle  boots  as  "a  landowner's 
shoe."  The  $25  underwear  is  called 
"the  'smalls'  of  European  nobility. " 

Not  only  does  recession  work  in 
his  favor,  says  Flaxenburg,  but  so 
does  inflation.  "Inflation  destroys 
the  difference  between  garbage  and 
good.  Garbage  becomes  so  damned 
expensive  in  inflationary  times 
that  you  might  as  well  go  for  the 
good.  For  a  buck  more  you  can  go 
first  class." — Steven  Flax 
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'he  riches  of  cable  TV  are  not,  as  the  movie 
tudios  had  hoped,  just  around  the  corner. 


Leisure 


By  William  Harris 


EVERYONE  SEEMS  TO  AGREE  that 
cable  and  pay  television,  with 
their  appetite  for  program- 
ing, will  become  a  massive  profit 
merator  for  the  movie  industry.  But 
hen?  And  how? 

"All  the  studios  decided  to  step  up 
oduction,  anticipating  the  needs  of 
:wer  media,"  says  Crowell  Weedon 
itertainment  analyst  Arthur  E. 
ackwell.  "The  potential  is  still  great, 
it  these  markets  haven't  really  de- 
:loped  yet.  Besides,  a  film  which 
>es  poorly  at  the  box  office  can't 


command  high  fees  in  ancillary  mar- 
kets." Universal  Pictures  President 
Ned  Tanen  echoes  the  sentiment: 
"Pay-TV  has  a  voracious  appetite  for 
programming,  but  in  terms  of  generat- 
ing income,  it  is  still  a  babe  in  the 
manger." 

That's  hardly  what  Hollywood's 
seers  were  saying  last  year.  Studio  ex- 
ecutives, it  seems,  got  caught  up  play- 
ing a  numbers  game.  True,  pay-TV  is 
now  a  $1.5  billion-a-year  industry, 
growing  30%  annually.  Nearly  20%  of 
the  80  million  U.S.  households  sub- 
scribe to  one  pay  service  or  another, 
with  Time  Inc.'s  Home  Box  Office 


and  Showtime,  jointly  owned  by  Via- 
com and  Westinghouse's  Telepromp- 
ter  subsidiary,  dominating  the  mar- 
ket. And  all  those  channels  do  need 
programming. 

But  look  at  those  numbers  another 
way.  Pay-TV's  presence  in  major  U.S. 
markets  is  surprisingly  low.  Consider 
the  big  three:  New  York  has  20%  ca- 
ble penetration,  Los  Angeles  only 
13%  and  Chicago  a  paltry  5%.  The 
wired  nation  is  still  years — and  bil- 
lions of  dollars — away. 

While  the  studios  were  dreaming 
about  HBO  and  Showtime,  however, 
they  were  caught  off  guard  by  a  sharp 
jab  from  their  historic  ancillary  mar- 
ket, network  television.  Feature  films 
score  high  in  TV  ratings,  but  the  net- 
works are  becoming  more  selective 
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and  tight-fisted  about 
their  purchases.  Not 
only  have  they  built  up 
film  inventories,  they're 
no  longer  so  willing  to 
help  studios  spread  the  investment 
risk  by  buying  product  sight  unseen. 
ABC,  for  example,  paid  a  reported 
$8.5  million  for  Universal's  lemon, 
Moment  by  Moment ,  starring  John  Tra- 
volta and  Lily  Tomlin.  Audiences 
switched  channels. 


To  make  matters  worse,  for  the 
first  six  months  of  last  year  no  one 
was  going  to  the  movies  either.  When 
summer  hit,  the  crowds  came  back. 
But  people  were  lining  up  for  only  a 
handful  of  the  60  films  the  industry 
had  released,  notably  Paramount's 
Raiders  of  the  Lost  Ark  and  Warner's 
Superman  II.  Simply  put,  there  was  too 
much  product  in  the  marketplace  and 
not  enough  five-dollar  bills  in  movie 
fans'  pockets.  "The  summer  was  still 


strong,"  says  analyst  Rockwell,  "ar 
the  industry  will  end  up  having  a  r 
spectable  year.  But  the  business  hi 
entered  a  slow-growth  transitional  p 
nod  now." 

That  means  studios  are  retrenchir 
as  well  as  coming  up  with  new  risl 
spreading  schemes,  especially  sin< 
the  average  feature  film  now  costs  J 
million  to  produce.  Saturation  r 
lease — opening  a  picture  simult 
neously    in    hundreds    of  theate 


Atlantic  City:  blackjack  or  bust? 


Tlhe  pot  in  Atlantic  City's  billion-dollar  game  is 
growing:  Gross  revenue  of  the  casinos  in  the  Board- 
walk town  nearly  doubled  last  year,  from  $624  million 
to  about  $1.1  billion.  But  so  did  the  number  of  corpo- 
rate players.  Five  new  casinos — Holiday  Inns'  Har- 
rah's,  Golden  Nugget,  Playboy,  Claridge  and  the  Tropi- 
cana — anted  up  in  the  last  15  months  to  take  their 
place  at  the  table  with  Bally's  Park  Place,  the  Sands, 
Resorts  International  and  Caesars  World. 

Now  the  real  competition  can  begin.  Because  of  lead 
times  for  construction  and  licensing,  it  is  certain  that 
the  nine  casinos  now  operating  in 
Atlantic  City  will  have  at  least  two 
years  to  play  out  their  hands  with- 
out any  new  competitors.  And  the 
revenue  take  is  expected  to  expand 
another  25%  this  year. 

"Operators  who  understand  the 
dynamics  of  the  business  and  have 
a  moderate  cost  structure  can 
make  a  lot  of  money,"  says  Bear, 
Stearns  analyst  Steven  Eisenberg. 
"The  regulatory  climate  has  been 
eased,  and  the  wage  spiral  caused 
by  the  pirating  of  employees  by 
new  casinos  will  end."  Neverthe- 
less, he  warns,  "the  poorly  de- 
signed casinos  .  .  .  such  as  Playboy, 
and  those  tied  to  heavy  cost  struc- 
tures, such  as  Ramada  Inns'  Tropi- 
cana,  are  going  to  have  rough  sled- 
ding in  1982." 

The  Tropicana,  which  opened  m 
November,  had  been  expected  to 
cost  $139  million,  but  the  final 
price  tag  was  over  $330  million.  Operating  expenses 
are  expected  to  run  $15  million  a  month,  including 
$3.2  million  in  interest  costs. 

The  Tropicana,  the  Sands  and  Claridge  casinos  all 
ended  1981  without  turning  a  profit.  Only  one  pre- 
1981  company,  Bally's  Park  Place,  did  as  well  last  year 
as  in  1980.  Still,  for  a  shrewd  operator  like  Golden 
Nugget,  whose  strong  management  and  low  cost 
structure  has  made  it  the  new  rising  star  of  Atlantic 
City,  1981  was  a  fantastic  year.  And  for  players  unbur- 
dened by  high  interest  rates,  like  Resorts  Internation- 
al— which  funded  its  entire  $125  million  construction 
bill  in  1978  and  1979,  when  it  had  a  gambling  monop- 
oly in  Atlantic  City— future  prospects  look  bright. 

The  East  Coast  resort  town  may  someday  even  put 
the  desert  showplace  in  the  shade.  "We  already  have 


Resorts  hi  ten  latioru 
Are  nine  players 


18  million  visitors  a  year — 50%  more  than  Las  Ve- 
gas," boasts  Resorts  Executive  Vice  President  Steve 
Norton.  Vegas,  he  explains,  had  a  gross  win  of  $1.7 
billion  last  year,  although  110  Clark  County  casinos 
vied  for  the  money.  "By  1985,"  he  says,  "Atlantic 
City  will  overtake  the  gross  Vegas  win." 

There  are  also  problems.  People  driving  and  busing 
to  Atlantic  City  do  not  stay  very  long  or  spend  the 
kind  of  money  they  do  in  Las  Vegas.  The  average  stay 
in  Vegas  is  four  days.  In  Atlantic  City  it's  less  than 
one.  One  reason:  a  shortage  of  first-class  hotel  rooms, 
making  the  area  unsuitable  for 
most  conventions. 

There  is  also  a  slight  status  prob- 
lem. "Atlantic  City  has  a  long  way 
to  go,"  says  Fred  Benninger,  chair- 
man of  MGM  Grand  Hotels,  which 
has  put  its  Atlantic  City  casino 
plans  on  a  back  burner.  "I  don't 
know  why  a  rich  Arabian  would 
want  to  come  to  Atlantic  City — 
unless  he  was  a  degenerate  gambler 
who  couldn't  satisfy  his  whim  any 
other  way." 

Benninger  says  that  the  main  ob- 
stacles to  building  in  Atlantic  City 
are  the  absence  of  an  easy-access 
airport,  a  burdensome  regulatory 
climate,  high  interest  rates  and  the 
area's  failure  to  become  a  "destina- 
tion resort." 

Instead  of  building  in  Atlantic 
City,  MGM  plans  to  build  a 
small,  400-room  casino  in  Hull, 
Mass.,  where  gambling  is  on  a 
local  referendum.  "It's  a  safer  bet,"  says  Benninger. 
"You  don't  have  to  invest  as  much,  and  you  have  a 
better  return  per  dollar."  MGM  still  owns  land  in 
Atlantic  City  with  Hilton,  but  Benninger  is  waiting 
for  further  improvements,  including  a  continued 
easing  of  regulations.  (In  1981  the  New  Jersey  Casi- 
no Control  Commission  ended  fixed-minimum  bet- 
ting tables,  mandatory  entertainment  nightly  with 
or  without  audiences  and  certain  minimum  staffing 
requirements.) 

Gambling  in  Atlantic  City  is  only  a  four-year-old 
business,  and  the  casinos  are  still  undergoing  "a  very 
costly  learning  process,"  says  E.F.  Hutton  analyst 
George  Novello.  But  the  future  looks  better  with  each 
passing  year.  Says  Novello:  "Compared  to  Vegas,  the 
potential  is  incredible." — Jonathan  Greenberg 


//  in  At  let)  i  tic  City 
too  many? 
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Will  the  lion  roar  again? 


How  does  a  movie  company  get  public  money  in 
these  parlous  times?  A  new  limited  partnership 
called  SLM  Entertainment  wants  to  help  out.  Founded 
by  two  seasoned  movie  investors,  Samuel  Schulman, 
owner  of  the  Seattle  SuperSonics  basketball  team,  and 
Irving  Levin,  former  president  of  National  General 
Corp.,  SLM  will  finance  movies  much  like  Broadway 
shows  or  oil  and  gas  tax  shelters.  Its  first  partner: 
MGM,  which  is  leveraged  to  the  hilt,  badly  needs 
capital. 

SLM  Entertainment,  which  raised  $40  million  late 
last  year,  will  not  invest  in  any  single  movie,  but  it 
will  contribute  up  to  half  the  production  costs  or  $7.5 
million,  whichever  is  lower,  on  every  film  that  MGM 
makes  during  the  next  five  years.  That  spreads  the 
risk.  In  return  SLM  gets  a  matching  percentage  of 
each  film's  profit. 


Schulman  and  Levin's  public  investors,  who  put  up 
a  minimum  of  $10,000  each,  will  not  see  any  cash  for 
five  years.  The  potential  profits  will  be  rolled  over.  So 
if  there  are  none,  the  deal  might  collapse  at  any  time 
during  the  five  years.  But  there  are  some  short-term 
tax  advantages,  such  as  deferred  income,  investment 
tax  credits  and  interest  payment  writeoffs. 

It's  no  accident  that  SLM  is  structured  like  an  oil- 
drilling  venture:  Movie  investing  may  be  glamorous, 
but  it's  highly  risky.  Most  films  never  seem  to  show  a 
profit,  thanks  to  Hollywood  accounting.  Levin  con- 
tends that  that  has  all  been  provided  for.  "We  know  all 
the  studio  tricks,  like  tacking  on  developmental  fees," 
he  says.  "We  tried  to  cover  every  contingency  up 
front.  We  have  a  contract  with  MGM  that  runs  150 
pages.  The  only  real  question  is:  Will  MGM  make 
good  movies?" — W.H. 


cross  the  U.S. — is  one  growing 
rend.  The  idea  is  to  grab  the  cash  as 
[uickly  as  possible  before  negative 
rord-of-mouth  ruins  the  box  office. 
AGM's  Rich  and  Famous,  for  exam- 
ile,  opened  in  650  theaters  in  Octo- 
ier.  Despite  so-so  reviews  the  film 
id  okay  business.  In  the  same 
nonth  Universal  rammed  Halloween 

into  1,200  theaters,  recovering  its 
osts  in  only  three  days. 

Studios  are  also  trimming  overhead 
s  a  way  to  improve  profits.  Para- 
lount,  Universal,  MGM  and  United 
artists  have  formed  a  new  jointly- 
wned  subsidiary  to  distribute  their 


collective  output  overseas.  The  con- 
solidation should  save  each  company 
millions  this  year  alone.  Joint  produc- 
tion may  also  be  a  growing  trend. 
Disney,  for  example,  is  financially 
strong  but  unsuccessful  of  late  in  the 
movie  business.  So  the  company 
seems  hesitant  to  make  a  picture 
without  a  partner.  Still,  its  $22  mil- 
lion Popeye,  for  example,  which  it 
coproduced  with  Paramount,  has  yet 
to  break  even. 

How  much  more  the  studios  can 
streamline  their  operations,  however, 
is  debatable.  Obviously  the  current 
decline  in  feature-film  product  will  re- 


duce expenses,  but  executives  who  be- 
came born-again  cost-cutters  follow- 
ing the  1980 Heaven's  Gate  debacle  are 
somewhat  chastened  today.  Try  cir- 
cumventing the  30  trade  unions  tied 
to  studio  filmmaking  or  convincing 
the  "talent"  to  take  a  pay  cut.  What's 
more,  the  big-budget  blockbuster  is 
hardly  dead.  Paramount's  just-re- 
leased Reds,  for  example,  cost  $33.5 
million. 

Generations  of  executives  have 
talked  about  turning  the  movies  into  a 
real  industry  but  it  remains  at  bottom 
what  it  always  has  been:  a  glamorous 
gambling  casino.  ■ 
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The  gorilla  is  getting  ready  to  get  out  of  the 
cage.  The  gorilla,  of  course,  is  sweet  old  Ma  Bell. 


Telecommunications 


By  Carol  E.  Curtis 


F|  ew  companies  cast  a  shadow 
over  an  industry  as  long  as 
American  Telephone  &  Tele- 
graph's. Ma  Bell's  $58  billion  in  rev- 
enues still  represents  more  than  50% 
of  the  total  U.S.  market  for  telephone 
equipment  and  services  and  80%  in 
areas  such  as  long  distance — despite  a 
decade  of  pro-competition  FCC  deci- 
sions and  a  landmark  deregula- 
tion ruling  in  1980. 

This  year  that  historic  pro- 
cess of  deregulation  will  come 
to  a  climax.  Ma  Bell  is  getting 
ready  to  go  out  into  the  cold, 
to  compete  with  hundreds  of 
companies  busily  chipping 
away  at  its  high-growth  mar- 
kets, most  notably  terminal 
equipment  and  long-distance 
communications. 

By  Jan.  1,  1983,  Bell  should 
start  implementing  the  FCC's 
1980  ruling  by  selling,  rather 
than  only  renting,  equipment 
to  new  customers.  According 
to  Steve  Chrust,  an  analyst 
with  Sanford  C.  Bernstein, 
AT&T  will  probably  put  about 
one-fifth  of  its  equipment 
manufacturing  business  into  a 
separate,  unregulated  subsid- 
iary, so-called  Baby  Bell.  That's  a  real 
misnomer:  With  expected  first-year 
sales  that  could  approach  $2  billion, 
Baby  Bell  will  be  among  the  top  500 
corporations  in  America. 

Ma  Bell  out  in  the  cold?  It's  more 
like  letting  a  gorilla  out  of  a  cage.  With 
its  sheer  size,  financial  strength  and 
superb  research  and  development,  Bell 
will  do  all  right — possibly  better  than 
ever.  In  fact,  though  it  originally  op- 
posed the  FCC's  decision,  AT&T  has 
since  decided  it  may  not  be  so  bad 
after  all.  It's  not  hard  to  see  why. 


True,  Bell's  guaranteed  market  for 
leased  telephone  equipment  will  end. 
But  selling  Bell  equipment  may  be  a 
lot  better.  Baby  Bell  may  be  able  to 
offer  better— and  perhaps  cheaper — 
equipment  than  its  competitors  be- 
cause of  the  strength,,  size  and  econo- 
mies of  scale  of  the  Bell  System. 

Baby  Bell  also  will  be  able  to  market 
services  like  teleconferencing,  call  for- 
warding, call  storage,  advanced  mo- 


bile phone  service  and  yellow  page 
advertising — none  of  it  subject  to 
rate-of-return  regulation.  "The  less 
regulation  of  these  functions,  the 
more  a  corporation  like  AT&T  will 
like  the  business,"  says  John  Jones,  a 
telecommunications  analyst  with  Op- 
penheimer  &  Co. 

And  eventually  Baby  Bell  could  be  a 
vehicle  for  entry  into  high-growth, 
high-technology  areas  such  as  data 
processing  and  the  office  of  the  fu- 
ture— areas  from  which  Bell  has  al- 
ways been  barred.  That's  why  Charles 


Jackson,  a  Washington,  D.C.-bas 
telecommunications  consultant,  ca] 
the  FCC  ruling  "a  dream  come  tru 
for  AT&T. 

What  about  the  impending  resol 
tion  of  an  eight-year-old  governme 
antitrust  suit  against  AT&T,  thoug] 
After  all,  a  decision  against  AT& 
could  conceivably  go  so  far  as  to  i 
quire  divestiture  of  its  several  open 
ing  companies.  Given  the  probusine 
environment  in  Washington,  few  c 
servers  expect  it  to  go  that  far — evi 
if  Congress  does  not  intervene  (tl 
Justice  Department  has  said  it  w 
drop  the  suit  if  acceptable  le 
islation  is  passed). 

Instead,  the  FCC  ruling  m 
well  be  the  limit  of  regulato 
change.  "Even  if  AT&T  we 
judged  to  be  guilty  [in  the  sui 
I  don't  believe  it  will  be  sp 
up  as  a  result,"  says  Bradfo 
Peery,  who  follows  the  indi 
try  at  Paine  Webber  Mitch* 
Hutchins  Inc.  Adds  Amy  Ne1 
mark,  a  telecommunicatio 
analyst  with  Cyrus  J.  La1 
rence,  "I  can't  see  anythi: 
happening  in  1982  that  AT  & 
isn't  going  to  love." 

If  Bell's  future  looks  brigl 
its  competitors — or  many 
them — will  also  fare  well.  T! 
pie  is  growing  so  fast  th 
there  seem  to  be  ample  oppc 
tunities  for  all. 

For  example,  independe 
vendors  who  have  been  eating  in 
the  customer  premises  equipme 
market  to  the  tune  of  $1.5  billion  a 
expected  to  grow  dramatically — a  i 
flection  of  the  high  growth  rates 
the  market  for  voice  mail,  least-co 
routing  systems  and  PBX  systen 
Though  there  are  25  manufacturers 
terminal  equipment,  Bell's  stronge 
competition  is  likely  to  come  fro 
Datapoint,  Rolm,  Mitel  and  Canad; 
Northern  Telecom. 

Long-distance  communications 
also  opening  up  to  aggressive,  well-n 
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ampanies.  Newmark  thinks  inde- 
endent  long-distance  firms,  such  as 
er  favorite,  MCI  Communications, 
3uld  grab  6%  of  Bell's  current  80% 
mg-distance  share  over  the  next 
iree  years.  Hardly  a  loss  for  Bell — but 
big  gain  for  the  newcomer.  Chrust 
tid  others  see  MCI's  revenues  soaring 


from  $235  million  in  fiscal  1981  to 
$500  million  in  1982— with  a  three- 
fold jump  in  earnings  per  share. 

For  the  time  being,  Bell  will  have  its 
hands  full  just  getting  Baby  Bell  set  up. 
But  by  1985  the  new  subsidiary  is 
expected  to  be  a  presence  in  data  pro- 
cessing. And  by  the  middle  of  the  next 


decade,  AT&T  and  IBM  may  well  be- 
come big-league  competitors  in  sup- 
plying the  office  of  the  future — two 
superb  companies  taking  each  other 
on.  The  deregulated  communications 
industry,  clearly,  is  turning  out  to  be 
an  arena  where  almost  everybody 
wins — including  the  public.  ■ 


The  battleground 


W'  hen  Baby  Bell  takes  on  the  computer  companies, 
one  of  the  battlegrounds  may  be  the  PBX. 
A  PBX,  or  private  branch  exchange,  is  a  switchboard, 
and  practically  every  business  of  any  size  has  one.  But 
modern  PBXs  are  far  from  the  jackboards  manned  by 
operators  in  earphones.  They  are  actually  very  similar 
to  powerful  data  processing  systems.  Transformed  by 
digital  technology  in  the  mid-Seventies,  most  new 
PBXs  can  switch  data  as  well  as  voices,  and  chances  are 
they  will  occupy  a  strategic  position  in  the  office  of  the 
future.  In  that  office  every  piece  of  equipment  is  linked 
to  every  other,  and  the  PBX  may  be  the  linking  device. 

Which  is  why  nontelecommunications  companies 
like  Datapoint  and  Honeywell  have  entered  a  market 
that  once  belonged  to  Bell.  It  is  the  biggest  confronta- 
tion yet  between  computer  and  telecommunications 
companies  in  the  U.S.,  and  there  are  more  to  come. 
"After  all,  the  technologies  have  merged,"  says  Ken 
Bosomworth  of  IRD,  a  Connecticut-based  consulting 
firm.  "All  you're  doing  is  shoving  electrons  around  on 
wires  and  pushing  them  through  silicon  gates." 

The  PBX  market  has  exploded.  Growing  at  a  20% 
clip,  it  hit  $850  million  in  1981.  Companies  like  Rolm 
and  Mitel  have  built  phenomenal  growth  around  it  and, 
together  with  more  traditional  telephone  companies 
like  Northern  Telecom  and  GTE,  managed  to  snatch 
50%  of  the  new-equipment  market  from  Ma  Bell  in 
under  ten  years. 

Things  won't  continue  at  that  pace.  The  tremendous 
growth  has  come  mostly  from  the  replacement  mar- 


ket— businesses  switching  from  equipment  leased  from 
AT&T  and  buying  new  units  instead.  Says  Winston 
Himsworth,  a  telecommunications  analyst  at  Lehman 
Brothers  Kuhn  Loeb:  "A  business  needs  only  one  PBX, 
and  if  it  grows,  it  adds  a  few  lines.  The  basic  market  is 
growing  about  as  fast  as  new  business  grows." 

What  next?  "With  one  year  to  go  till  Ma  Bell  can  sell 
PBXs,  time  is  of  the  essence,"  says  Vincent  Rafferty  of 
the  Marketing  Programs  &  Services  Group.  Though 
AT&T  has  lost  half  the  market,  it  still  has  the  rest,  and 
some  think  Bell  is  simply  keeping  quiet  until  the 
shackles  come  off.  Cautions  Leo  Anderson,  publisher 
of  Telephony ,  "Everybody  wants  a  piece  of  the  action, 
and  Bell  wants  the  biggest  piece  of  all." 

But  the  manufacturers  may  not  have  the  ultimate 
say.  What's  also  shaping  up  is  a  contest  in  the  execu- 
tive suite.  As  computers  and  telephone  systems  merge, 
so  will  corporate  functions.  Communications  manag- 
ers and  data  processing  managers  will  try  to  defend 
their  own  turf.  Says  Rafferty:  "There's  going  to  be 
infighting,  and  that  may  be  where  the  war  is  won  or 
lost."  Neither  Bell  nor  its  competitors  can  do  much 
about  that.  If  the  data  processing  manager  wins,  his 
suppliers  may  be  in  a  better  position.  If  the  communi- 
cations manager  wins,  that  could  help  the  other  side. 

Whatever  happens,  people  are  watching  one  possible 
future  player.  IBM  has  a  PBX  that  has  done  well  in 
Europe;  many  expect  it  will  introduce  one  here,  maybe 
in  1982.  If  so,  it  will  be  the  first  major  direct  competi- 
tion between  AT&T  and  IBM. — Laura  Saundeis 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

Everyone  is  scrambling  to  create  new  program- 
ming for  cable  television.  For  the  moment,  how- 
ever,  don't  expect  those  programs  to  differ 
much  from  what  you  can  already  see. 


Broadcasting 


By  Jon  Schriber 
and  Tbomas  O'Donnell 


If  it's  true  that  more  tears  are 
shed  over  answered  prayers  than 
unanswered  ones,  many  cable  TV 
operators  may  soon  be  getting  out 
their  crying  towels.  That's  because 
these  companies  have  been  praying 
for — and  winning — the  right  to  wire 
America.  Now  that  franchises  have 
been  awarded  in  many  of  the  big 
cities,  the  industry  faces  a  chilling 
possibility:  low  revenues  from  those 
franchises  unless  sufficient  new  pro- 
gramming becomes  available. 

How  big  is  the  programming  prob- 
lem? Take  a  look  at  some  numbers. 
By  1990  cable  will  go  by  90%  of  U.S. 
homes.  Even  conservative  estimates 
say  that  50%  to  60%  of  these  homes 
will  be  hooked  up.  Today  the  three 
commercial  networks  burn  up  2,200 
hours  of  original  programming  each 
year  in  prime  time  alone.  Multiply 


that  by  scores  of  yet-to-be-built  cable 
systems,  and  you  can  see  why  the 
industry  is  scrambling  for  new  ideas. 

Scramble  or  no,  many  production 
companies  are  moving  into  cable  very 
slowly.  The  industry  is  still  not  ma- 
ture enough  to  support  original  pro- 
gramming with  big  advertising  dollars 
or  subscriber  fees,  and  that's  why  con- 
siderable initial  enthusiasm  about  ca- 
ble has  been  misplaced  (see  story,  p. 
238).  "A  lot  of  good  ideas  will  prob- 
ably never  support  themselves  eco- 
nomically," says  Joseph  Fuchs,  an  an- 
alyst at  Kidder,  Peabody  &  Co.  He 
warns:  "Lots  of  people  are  going  to 
lose  lots  of  money  over  the  next  five 
years  on  cable  programming." 

Those  years,  however,  should  be 
bright  for  clever  cable  operators  be- 
cause they  can  continue  to  do  what 
they  have  always  done:  rebroadcast 
such  antiques  as  The  Beverly  Hillbillies 
and.Uv  Mother,  the  Car.  In  one  sense,  of 
course,  the  programming  problem  is  a 


myth:  Cable  systems  will  always  ha1 
something  to  present,  if  viewe 
aren't  picky  about  quality. 

Still,  some  programmers  are  rus! 
ing  to  line  up  top-tier  material.  Tin 
Inc.'s  HBO,  Warner  Amex'  Mov 
Channel  and  Showtime  Entertai 
ment's  channel  have  outbid  the  cor 
mercial  networks  for  many  popul 
first-run  films  such  as  Private  Benji 
min  and  Ordinary  People.  Yet  ev< 
these  programmers  are  running  in 
supply  problems  because  there  simp 
aren't  enough  successful  films  on  tl 
market  (see p.  233).  Increasingly,  the 
channels  have  to  rely  on  "entertai 
ment  specials,"  usually  come< 
shows  or  musicals  with  headline 
like  Red  Skelton  and  Robert  Klein. 

Sports  also  offer  creative  possibr 
ties.  Chester  R.  Simmons,  the  pres 
dent  of  ESPN,  an  all-sports  netwo: 
owned  by  Getty  Oil,  foresees  the  d 
velopment  of  pay  service,  whi< 
would  show  title  fights  or  football  pla 
offs.  "The  money  generated  by  cab 
will  be  what  promoters  look  for  in  tl 
future, "  he  predicts.  ESPN  just  signec 
joint  venture  with  ABC  to  offer  maj> 


Broadcasting 

Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

.  net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-vear 

profit 

5-year 

5-year 

5-year  5- 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average  ra 

Metromedia 

34.2% 

1 

39.1% 

0.8 

21.5% 

18.5% 

12.2% 

13.8% 

4 

33.1% 

Capital  Cities  Commun 

22.5 

2 

21.2 

0.2 

18.8 

4 

17.7 

14.4 

22.2 

1 

23.7 

Amer  Broadcasting 

22.4 

3 

16  1 

0.3 

13.4 

3 

17.9 

6.0 

14.3 

3 

23.7 

CBS 

20.9 

4 

15.2 

0.2 

12.4 

2 

17.9 

4.4 

14.8 

2 

11.4  t 

RCA 

14.6 

5 

0.1 

0.8 

3.8 

5 

10.8 

0.9 

9.5 

5 

7.8  i 

Industry  medians 

22.4 

16.1 

0.3 

13.4 

17.9 

6.0 

14.3 

23.7 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
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orts  events  for  an  extra 
targe  as  early  as  this  spring. 
Even  more  ambitious  are 
ans  to  form  a  major  football 
ague  exclusively  for  cable  TV 
'  1983.  The  teams  would  play 

four-month  season  begin- 
ng  in  March,  with  play-offs 

luly.  Investors  are  already 
immitted  to  12  franchises. 
Currently,  however,  one  of 
e  fastest-growing  cable  see- 
rs is  news.  Ted  Turner,  still  a 
eeminent  cable  innovator, 
ays  in  business  largely  be- 
use  of  his  Atlanta-based  "Su- 
rStation,"  which  broadcasts 
d  movies  and  situation  comedy  re- 
ns.  SuperStation  profits  subsidize 
lrner's  around-the-clock  Cable 
ews  Network,  a  venture  that  may 
:t  change  the  way  television  broad- 
sts  the  news. 

Why  not  try  to  solve  the  program- 
ing problem  by  putting  magazines 
1  the  air?  That's  just  what  some 
ibiishers  are  doing.  "Everybody  and 
s  uncle  with  a  specialized  magazine 
ive  a  vision  of  getting  a  specialized 
deo  program,"  quips  one  analyst, 
me  Inc.,  for  example,  is  putting 
\ney  magazine  on  HBO,  with  a  pro- 
am  called. l/o//e>)  Matters. 
This  month,  meanwhile,  Playboy 
iterprises  is  unveiling  Escapade,  an 
idult"  program.  "You'll  see  living, 


Cable  News  Network  in  action 
Tomorrow's  headlines—  or  just  filler? 


breathing  video  versions  of  the  maga- 
zine," promises  a  Playboy  ad.  Not  to 
be  outdone,  Penthouse  publisher  Bob 
Guccione  will  soon  launch  the  P.E.T. 
Network,  featuring  talk  shows,  films, 
uncensored  comedy  performances 
and,  of  course ,  Penthouse  Pets. 

At  the  other  end  of  the  spectrum  is 
family  entertainment,  and — not  sur- 
prisingly— Walt  Disney  Productions 
is  a  leader.  Starting  in  early  1983,  Dis- 
ney will  put  a  16-hour-per-day  pay  ser- 
vice into  operation  in  conjunction 
with  Westinghouse.  Disney  is  com- 
mitting $100  million  to  develop  new 
programs  over  the  next  three  to  four 
years.  Yet  its  programming  will  owe 
something  to  the  past:  It  will  use  ma- 
terial from  the  Disney  film  library 


such  as  The  Wonderful  World  of 
Disney . 

At  the  commercial  net- 
works, involvement  in  cable 
has — up  to  now — been  mini- 
mal. Regulations  have  prevent- 
ed them  from  buying  up  cable 
properties — regulations  that 
are  coming  under  fire  in  the 
Reagan  Administration's  push 
for  deregulation.  Another  rea- 
son is  the  networks'  fear  that 
cable  would  "upset  delicate  re- 
lations with  their  affiliates," 
says  one  industry  expert. 
That  may  explain  why  com- 
  mercial  networks  have  con- 
centrated so  much  on  cultural  affairs 
when  it  comes  to  cable.  CBS  and  ABC 
each  have  cultural  channels.  And 
NBC's  parent,  RCA  Corp.,  recently 
reached  agreement  with'  the  BBC  to 
broadcast  the  British  network's  pro- 
grams over  the  wire. 

In  short,  if  the  programming  prob- 
lem is  not  solved,  it  won't  be  from 
lack  of  trying.  "Despite  all  the  weep- 
ing and  wailing  about  the  junk  on 
television  and  the  lack  of  good 
shows,"  says  Fuchs  of  Kidder,  Pea- 
body,  "nobody  really  wants  to  pro- 
duce garbage."  Will  the  new  stuff, 
however,  really  be  an  improvement 
over  current  fare?  Those  programs, 
like  much  of  the  potential  of  cable, 
remain  to  be  seen.  ■ 


)e  city  of  tomorrow  from  a  forthcoming  all-Disney  channel 

espite  a$100  million  budget,  programming  wont  be  totally  new;  expect  some  rerunsfrom  old  network  TV  shows. 


If  you  are  waiting  to  get  your  morning  newspa- 
per electronically,  don't  hold  your  breath. 


Publishing 


By  Thomas  0  Donne II 
and  Jon  Schriber 


Y-  ou  know  the  prediction:  In- 
stead of  opening  up  your  morn- 
ing paper  to  get  the  day's  news, 
you  punch  buttons  on  the  home  com- 
puter/television set  sitting  atop  your 
breakfast  table  and  order  up  the  sto- 
ries that  interest  you.  In  seconds,  they 
are  projected  on  a  screen  or  rolling  in 
on  a  computer  printout.  That's  tomor- 
row's newspaper,  say  the  enthusi- 
asts— no  longer  printed  on  presses  and 
dropped  off  at  your  doorstep,  but  com- 
ing into  your  home  electronically. 

That  vision  is  now  taking  some  gi- 
ant steps  forward  as  publishing  com- 
panies go  electronic — although  cau- 
tiously. Time  Inc.,  for  example,  is 


Videotex,  the  new  electronic  press 
Tomorrow's  newspaper  from  a  tube? 


making  a  major  commitment  to  vid- 
eotex, the  two-way  data  communica- 
tions system  linked  to  a  computer 
that  allows  a  user  to  select  individual 
"pages"  of  text.  Later  in  1982  Time 
will  do  field  tests  in  San  Diego  and 
Orlando,  Fla.  using  its  cable  subsidiar- 
ies in  those  cities. 

Viewers  will  get  a  24-hour,  7-day-a- 
week  multichannel  system  that  will 
display  on  their  TV  sets  up  to  20,000 
different  pages  of  news,  weather,  vid- 
eo games,  restaurant  guides,  movie 
reviews,  educational  materials  and 
other  information.  "We  are  going 
after  the  'at  home'  marketplace — 
moms  and  dads,  kids,  teenagers,  sin- 
gles, adults  and  the  elderly,"  says  Sean 
McCarthy,  the  director  of  Time's  Vid- 
eo Group  Development  unit. 

Dow  Jones  is  also  jumping  into  vid- 
eotex in  a  big  way.  The  company, 
which  publishes  the  Wall  Street  Jour- 
nal, is  impressed  enough  by  field  trials 
in  Texas  to  attempt  a  full-fledged 
operational  system  in  Princeton,  N.J. 
within  a  year  from  now.  Through  a 
cable  system  to  be  built  in  a  three-way 
joint  partnership,  it  will  offer  a  sys- 
tem similar  to  Time's,  only  boasting 
some  80,000  pages. 

One  of  the  most  advanced  electron- 
ic publishing  hookups  is  located  in 
Coral  Gables,  Fla.  There  Knight-Rid- 
der  and  AT&T  have  just  completed  a 
joint  experiment  in  which  some  600 
Coral  Gables  residents  were  offered 
the  chance  to  select  from  Sears  cata- 
logs, disburse  money  from  bank  ac- 
counts, order  and  have  groceries  deliv- 
ered and  call  up  news  by  tapping  infor- 
mation into  their  TV  sets — all 
transmitted  over  telephone  lines. 

"We  were  pleased  enough  with  the 
results  to  move  forward,"  says  Mort 
Goldstrom,  marketing  director  for 
Viewdata  Corp.  of  America,  a  wholly 
owned  subsidiary  of  Knight- Ridder.  A 


similar  experiment — this  time  invol1 
ing  AT&T  and  the  publishing  subsy 
iary  of  CBS — will  take  place  later  i 
1982  in  New  Jersey.  Another,  mvob 
ing  the  Times  Mirror  Co.,  is  set  t 
take  place  near  Long  Beach,  Calif,  th 
spring.  Says  Jim  Holly,  senior  vie 
president  and  general  manager  < 
Times  Mirror  Videotex  Service,  aboi 
the  test:  "Every  publishing  section  i 
Times  Mirror  is  doing  something  s 
they  can  get  hands-on  experience  n 
packaging  their  information  for  elei 
tronic  distribution." 

In  Columbus  and  Cincinnati  sul 
senbers  can  join  the  most  ballyhooe 
communications  network  yet:  Qub 
a  two-way  cable  system  that's  a  joii 
subsidiary  of  Warner  Communic; 
tions  and  American  Express.  So  fa 
Qube  has  been  a  tremendous  sal< 
tool  in  Warner  Amex'  drive  to  na 
down  the  right  to  wire  cities.  But  ai 
tually  it's  little  more  than  a  park 


The  old  reliables 
People  still  like  the  look  and  feel. 
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ime.  Its  most  significant  accom- 
[ishment  to  date:  polling  viewers  on 
le  outcome  of  the  presidential  elec- 
on — just  for  fun,  of  course. 
Recently,  publishing  conglomerates 
ave  even  begun  to  gobble  up  cable 
jmpanies.  They  had  previously  been 
:luctant  to  do  so  because  of  fears 
ley  would  run  into  legal  problems, 
hose  fears  have  diminished  now 
lat  deregulation  fever  is  sweeping 
Washington. 

Media  concentration?  Although 
ime  critics  are  worried  about  it,  such 
jncern  is  off  the  mark.  The  real  prob- 
:m  with  electronic  publishing  is  not 
ick  of  access  but  finding  enough  ma- 
:rial  to  fill  the  ever-increasing  num- 
sr  of  channels.  In  any  case,  the  high 
rice  tags  that  cable  companies  are 
dw  carrying  are  slowing  down  the 
larriage  rate. 

Today  many  publishers  are  renting 
lannels  on  which  they  provide  their 
ivn — often  recycled — products.  Oth- 
:s  are  selling  their  products  to  cable 
smpanies  for  high  fees,  especially  on 
usiness  information.  "Money  is  be- 
lg  made  offering  services  to  the  busi- 
ess  and  professional  market  where 
au  can  charge  more  and  costs  are  not 
Dnsequential,"  says  Ken  Noble,  an 


analyst  with  Paine  Webber  Mitchell 
Hutchins.  The  list  includes  Times 
Mirror,  McGraw-Hill,  Dow  Jones, 
Time  Inc.,  CBS  Publishing  and  the 
New  York  Times  Co. 

Does  all  this  activity  mean  that 
newspapers  and  magazines  will  go  the 
way  of  the  steam  engine  and  buggy 
whip?  Don't  bet  on  it,  at  least  any- 
time soon.  "We  don't  think  this  is  a 
substitute,"  says  Dick  Levine,  editori- 
al director  of  Dow  Jones'  News  Re- 
trieval Service.  "We  think  it  is  an 
important  supplementary  way  to  de- 
liver information." 

Why  only  a  supplement?  There  are 
several  reasons:  first,  consumer  resis- 
tance. Readers  are  obviously  very  fa- 
miliar with  and  enjoy  the  look  and 
feel  of  both  magazines  and  newspa- 
pers. In  addition,  they  like  to  sub- 
scribe to  publications  that  reinforce 
their  views  of  the  world,  even  if  those 
publications  languish  unread  on 
desks,  coffee  tables  and  nightstands. 
Also,  reading  a  newspaper  or  maga- 
zine, where  stories  are  selected  for 
you,  is  easier  than  sitting  in  front  of  a 
computer.  "And  let's  face  it,"  says 
one  reader.  "You  can't  take  a  comput- 
er terminal  to  the  john." 

And  then  there's  the  problem  of 


advertising,  or  lack  of  it.  Fees  charged 
to  cable  consumers  are  a  pittance 
compared  with  what  publishing  com- 
panies are  taking  in  from  advertisers. 
In  1980  the  publishing  industry's  ad- 
vertising revenue  was  up  nicely,  sur- 
passing $26  billion.  Shifting  that  rev- 
enue to  a  new  system  involves  high 
costs  and  high  risks  that  few  compa- 
nies are  eager  to  take. 

The  final  reason  that  printed  publi- 
cations will  be  around  a  while  is  that 
"the  driving  force  for  change  stems 
from  fear  as  much  as  opportunity. 
That  fear  centers  on  one  company  in 
particular:  AT&T  In  addition  to  be- 
ing one  of  the  largest  and  most  cash- 
rich  corporations,  AT&T  already  has 
lines  into  virtually  every  American 
home.  Publishers  are  more  than  a  lit- 
tle frightened  about  what  would  hap- 
pen if  those  lines  were  allowed  to  car- 
ry news  and  advertising  as  well  as 
telephone  conversations. 

Yet  despite  all  obstacles,  you  may 
soon  get  a  chance  to  read  an  electron- 
ic newspaper  in  addition  to  the  one 
delivered  to  your  front  door.  Indeed, 
you  may  ultimately  have  to  choose 
which  one  you  prefer,  or  decide  if  you 
want  both.  When  that  happens,  the 
future  will  have  arrived.  ■ 
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0.1 

26.2 

3 

25.7 

10.8 

15.6 

11 

17.4 

9 

lington  Post 

25.4 

4 

15.8 

0.2 

11.8 

6 

19.4 

4.1 

15.3 

12 

25.7 

3 

tal  Cities  Commun 

22.5 

5 

21.2 

0.2 

18.8 

10 

17.7 

14.4 

22.2 

3 

23.7 

4 

[public  Group 

22.4 

6 

14.4 

0.2 

13.1 

4 

21.3 

3.7 

16.7 

6 

17.7 

7 

nett 

21.3 

7 

21.1 

0.2 

17.7 

7 

18.8 

12.5 

23.7 

1 

17.5 

8 

>raw-Hill 

21.2 

8 

21.5 

0.0 

19.7 

8 

18.8 

8.8 

11.5 

16 

19.6 

5 

es  Mirror 

21.1 

9 

17.3 

0.5 

11.6 

9 

17.8 

6.9 

16.3 

9 

19.3 

6 

Nielsen 

20.1 

10 

21.3 

0.1 

20.3 

5 

20.1 

6.2 

18.7 

5 

15.5 

13 

fax 

19.4 

11 

24.7 

0.2 

20.4 

11 

16.7 

3.9 

9.1 

19 

5.0 

19 

edith 

17.4 

12 

18.8 

0.4 

12.5 

16 

11.9 

6.3 

14.9 

13 

31.3 

1 

Jht-Ridder  News 

17.2 

13 

16.5 

0  1 

14.6 

12 

15.8 

8.3 

14.6 

14 

17.4 

10 

e  Inc 

16.2 

14 

11.3 

0.4 

9.0 

15 

12.7 

4.2 

23.5 

2 

15.6 

12 

'  York  Times 

16.2 

15 

18.6 

0.2 

15.1 

13 

14.2 

5.8 

10.6 

17 

12.9 

16 

Donnelley  &  Sons 

15.2 

16 

14.7 

0.0 

12.9 

14 

13.5 

6.2 

15.7 

10 

14.1 

15 

:ourt  Brace  Jovan 

14.3 

17 

13.5 

0.6 

9.4 

17 

10.2 

4.2 

16.5 

8 

7.6 

17 

ita 

13.4 

18 

10.3 

0.4 

6.4 

18 

9.5 

3.9 

18.8 

4 

26.4 

2 

boy  Enterprises 

8.8 

19 

10.6 

0.1 

9.3 

19 

7.9 

3.4 

9.8 

18 

6.7 

18 

millan 

1.7 

20 

3.9 

0.4 

4.1 

20 

2.4 

1.6 

3.3 

20 

-27.8 

20 

istry  medians 

19.8 

18.0 

0.2 

13.9 

17.2 

6.2 

15.7 

16.8 

industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51 
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These  days,  managing  multicompanies  is  like  tL  M  V  ■ 
managing  portfolios.  They  may  wind  up  cons  id-      1L_^»^  M    M  I 

erably  less  complex — and  more  profitable. 


Multi-industry 
companies 


By  Steve  Kichen 
and  Laura  Rohmann 


Is  this  what  Royal  Little  had  in 
mind?  "I  don't  want  to  make  it 
sound  like  we're  riverboat  gam- 
blers, but  we  keep  looking  at  our  cards 


and  saying,  'I'll  keep  these  and  deal 
me  three  more,'  "  says  Philip  Thom- 
as, a  vice  president  at  Esmark. 

The  multi-industry  companies  are 
drawing  and  discarding  as  never  be- 
fore. Acquisitions  for  acquisition's 
sake  are  no  longer  in  vogue.  As  James 


R.  Houghton,  chief  strategic  officer 
Corning  Glass,  puts  it:  "Acquisitioi 
ought  to  be  the  result  of  a  strategy  ai 
not  a  strategy  in  themselves." 

Instead,  divestiture  is  in — som 
times  coupled  with  acquisitions  to  r 
position  assets.  For  example,  Bend 
sold  off  its  forest  products  division  f 
$425  million  and  its  20%  holdings 
Asarco  for  $340  million,  as  well 
dumping  Skagit,  a  winch  and  hoi 


Multi-industry  companies 
Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  capital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year 

5- 

Company 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average 

ra 

Vulcan  Materials 

22.6% 

1 

23.1% 

0.2 

17.1% 

4 

15.8% 

10.4% 

14.0% 

4 

1 7.6  % 

Minn  Mining  &  Mfg 

22.1 

2 

17.5 

0.1 

15.4 

1 

18.9 

9.0 

13.3 

7 

14.3 

1 

Rollins 

21.2 

3 

21.7 

0.1 

19.0 

3 

17.6 

9.6 

13.6 

6 

13.3 

1 

Esmark 

21.1 

4 

14.0 

0.6 

9.3 

10 

12.7 

2.6 

1.9 

25 

16.0 

General  Electric 

20.6 

5 

19.6 

0.1 

18.1 

2 

18.0 

6.1 

11.6 

9 

12.4 

1 

American  Brands 

20.4 

6 

20.2 

0.3 

14.6 

6 

14.5 

5.5 

10.3 

12 

16.6 

Bendix 

20.4 

7 

36.7 

0.4 

24.3 

5 

15.5 

10.2 

9.7 

13 

20.2 

Martin  Marietta 

18.5 

8 

18.6 

0.1 

13.0 

7 

13.8 

6.5 

14.2 

2 

18.4 

NL  Industries 

16.6 

9 

29.3 

0.3 

21.6 

9 

12.7 

10.4 

9.0 

17 

12.5 

1 

Crane 

15.5 

10 

13.2 

0.8 

9.0 

20 

9.5 

3.1 

6.6 

23 

6.4 

2 

Westinghouse  Electric 

15.0 

11  . 

17.4 

0.1 

15.4 

8 

12.8 

4.9 

5.7 

24 

18.3 

Corning  Glass  Works 

14.9 

12 

13.1 

0.2 

11.1 

11 

12.6 

7.4 

8.2 

20 

13.7 

1 

RCA 

14.6 

13 

0.1 

0.8 

3.8 

13 

10.8 

0.9 

9.5 

15 

7.8 

PPG  Industries 

14.2 

14 

15.5 

0.3 

11.4 

14 

10.6 

6.9 

11.2 

10 

10.7 

1 

Sperry 

14.0 

15 

9.4 

0.3 

6.8 

15 

10.4 

4.0 

10.4 

11 

11.7 

1 

Union  Carbide 

13.9 

16 

13.7 

0.3 

9.8 

18 

9.8 

6.3 

12.7 

8 

6.0 

2 

Borg-Warner 

13.8 

17 

13.4 

0.1 

12.4 

12 

12.6 

5.7 

9.1 

16 

14.7 

1 

FMC 

13.5 

18 

9.8 

0.3 

7.6 

19 

9.8 

3.5 

9.6 

14 

11.4 

1 

Hoppers 

13.0 

19 

6.8 

0.4 

5.6 

16 

10.0 

2.4 

14.0 

3 

5.7 

2 

Household  Intl 

12.9 

20 

7.4 

2.0 

4.6 

24 

6.4 

1.4 

13.9 

5 

5.0 

2 

National  Distillers 

12.3 

21 

12.6 

0.3 

10.0 

17 

9.9 

6.3 

8.0 

21 

6.3 

2 

GenI  Tire  &  Rubber 

10.8 

22 

12.9 

0.2 

9.8 

21 

8.3 

5.1 

7.3 

22 

4.5 

2 

Allis-Chalmers 

10.2 

23 

2.9 

0.4 

3.9 

22 

8.3 

1.2 

8.4 

19 

16.8 

Olin 

8.9 

24 

6.9 

0.4 

5.4 

23 

7.1 

2.6 

8.5 

18 

15.6 

GAF 

def 

25 

16.6 

1.6 

8.3 

25 

def 

3.0 

0.0 

26 

P-D 

2 

Dillingham 

•  * 

•  • 

NA 

•  * 

•  • 

1.9 

16.7tt 

1 

28.7» 

Industry  medians 

14.6 

13.7 

0.3 

10.0 

10.8 

5.3 

9.7 

12.9 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51. 

ttThree  year  growth.    P-D:  profit  to  deficit    def:  deficit.    "Not  available;  not  ranked.    NA  not  available. 
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nufacturer,  and  United  Geophysi- 
Corp.  The  idea  was  to  shift  assets 
o  areas  not  only  with  growth  po- 
tial  but  with  "technology  con- 
t,"  proprietary  products  or  market 
dership,  says  a  Bendix  spokesman, 
while  getting  out  of  forest  prod- 
s  and  metals,  the  company  was 
ting  into  machine  tools  via  the 
)0  million  acquisition  of  Warner  &. 
asey. 

IE,  fast  moving  into  factory  amo- 
tion, and  Esmark,  which  has  made 
ves  into  consumer  products,  are 
npanies  still  acquiring — but  pur- 
efully,  not  mindlessly. 
)r,  restructuring  can  be  divesti- 
e — period.  GAF  finally  took  the  ax 
itself  after  many  disappointing 
its  as  a  highly  diversified  manufac- 
er  of  chemicals,  photo  products, 
phic  arts  supplies,  flooring  and  vi- 
siding.  GAF  decided  it  didn't  have 
capital  to  support  the  needs  of  all 
product  lines.  So  now  there  are 
y  two,  chemicals  and  roofing  ma- 
lals,  says  Juliette  Moran,  vice  chair- 
n.  "We  decided  to  get  down  to 
tigs  we  do  extremely  well,"  she 
s,  "where  we  see  a  long  future  of 
wth  and  improving  returns." 
Jnion  Carbide  put  the  finishing 
ches  on  its  multiyear  divestiture 


program  that  eliminated  $1  billion  in 
sales.  Dillingham  spun  off  its  Hawai- 
ian commercial  real  estate  operations, 
the  proceeds  to  go  to  shareholders. 

One  powerful  motivation  for  re- 
structuring: the  threat  of  takeover. 
Gulf  &.  Western  owns  24%  of  General 
Tire's  stock,  and  although  G&W 
Chairman  Charles  Bluhdorn  denies 
any  designs  on  GT,  the  company  is 
taking  no  chances.  GT  bought 
1,025,000  shares  of  its  own  stock,  or 
about  4%  of  shares  outstanding,  for 
$24  million.  But  as  a  GT  executive 
points  out:  "One  of  the  best  defenses 
against  any  takeover  is  a  higher  stock 
price,  and  one  route  to  that  is  to  spin 
off  the  parts."  General  Tire  has  hired 
investment  bankers  Salomon  Broth- 
ers and  Kidder,  Peabody  to  explore  the 
possibilities. 

Restructuring  may  be  in  order  even 
for  a  company  with  an  apparent  bal- 
ance of  sales  and  earnings.  Each  of 
Sperry  Corp.'s  major  sectors  contrib- 
utes in  profits  proportionately  about 
what  it  contributes  in  sales.  But  over- 
all corporate  return  is  less  than  stun- 
ning, especially  for  a  company  deriv- 
ing half  its  sales  from  computer  equip- 
ment. So  Sperry  is  trying  to  sell  its 
Vickers  hydraulics  subsidiary. 

More  housecleaning  is  probably  on 


the  way.  Should  Borg-Warner  reduce 
its  auto  exposure?  Should  NL  Indus- 
tries drop  metal  fabricating?  Should 
Olin,  which  spun  off  Squibb  in  1968, 
Olinkraft  in  1974  and  its  U.S.  sporting 
arms  in  July,  dump  housing  next? 

It's  not  merely  a  matter  of  getting 
new  growth  industries,  says  Union 
Carbide  COO  Warren  M.  Anderson. 
"There  is  nothing  wrong  with  a  ma- 
ture industry,  however  unfashion- 
able," he  says,  "as  long  as  you  have 
the  ability  to  redeploy  its  earnings 
wisely."  Rather,  managing  a  multi- 
industry  company  these  days  is  more 
and  more  like  managing  a  portfolio. 
Says  Esmark's  Thomas:  "I  don't  think 
we'll  ever  say,  'Now  we've  finished  it.' 
It's  like  the  way  my  wife  does  her 
hair.  It's  never  quite  right."  ■ 


The  founding  father 


Hale  and  razor  sharp  at  85,  the  man  who  founded 
the  first  conglomerate  now  owns  part  of  a  ven- 
ture-capital firm  that  is  helping  companies  ^-con- 
glomerate. Does  that  tell  you  something? 

If  so,  the  message  is  not  that  conglomerates  and 
multicompanies  are  inevitably  being  dismantled,  says 
former  Textron  Chairman  Royal  Little,  but  that  they 
made  some  mistakes  they  are  now  rectifying. 

"Many  of  them  bought  too  many  small  businesses 
that  got  lost  in  the  shuffle,"  says  Lit- 
tle. "A  company  doing  $6  billion  with 
three  or  four  little  divisions  doing  $10 
million  really  doesn't  make  much 
sense.  So  now  they're  transferring 
that  money  into  big  divisions  with 
growth  potential." 

Little  founded  the  first  modern  con- 
glomerate in  1953  by  turning  Textron, 
then  a  burnt-out  synthetic-yarn  com- 
pany, into  a  diversified  maker  of  auto 
cushioning  and  airborne  radar  anten- 
nas. "We  bought  companies  that  had 
fantastic  growth — companies  that 
were  market  leaders  in  small  indus- 
tries," he  recalls — Homelite,  Bell  He- 
licopter, Speidel  and  Gorham.  But 
along  the  way  he  made  his  share  of 
mistakes:  Acquisitions  such  as  Co- 
quille  Plywood  and  MB  Manufactur- 
ing never  lived  up  to  expectations. 


Royal  Little 

Helping  de-conglomerate 


While  at  Textron,  Little  set  up  Narragansett  Capital, 
a  venture-capital  firm  that  has  helped  companies  such 
as  Rockwell  International,  Consolidated  Foods,  Ben- 
dix and  even  Textron  divest  almost  two  dozen  divi- 
sions through  leveraged  buyouts. 

Little  still  leads  a  life  that  would  tire  out  most  20- 
year-olds.  Although  no  longer  actively  involved  in 
Narragansett  management,  he  sits  on  the  boards  of  a 
half-dozen  companies  in  which  Narragansett  has  a 
stake  and  shares  a  consulting  firm, 
Lonsdale  Enterprises,  with  Jim  Robi- 
son,  a  long-time  business  associate. 

The  current  wave  of  big  divestitures 
is  about  over,  Little  says:  "Big  con- 
glomerates aren't  buying  little  compa- 
nies anymore.  What  we  are  seeing 
now  is  mostly  the  result  of  decisions 
made  in  the  Sixties,  when  too  many 
companies  bought  everything  that 
came  along." 

What  about  today's  mega-acquisi- 
tions, though?  There's  no  end  in 
sight,  says  Little:  "This  is  one  of  the 
results  of  double-digit  inflation,  which 
makes  it  so  costly  today  to  go  out  and 
start  something  new.  I  think  it's  in- 
herent in  the  state  of  the  country  that 
there  are  going  to  be  so  many  big 
mergers — much  bigger  than  anything 
I  was  involved  in." — S.K. 


IP.FQ   I A  MI  IAD  V  J    1  OKI 


241 


For  a  decade,  they've  been  a  dirty  word  on  Wall 
Street.  Now  they're  being  quietly  rehabilitated. 


A 


Conglomerates 


By  Eamonn  Fingleton 


HAVING  BEEN  A  DIRTY  WORD  On 
Wall  Street  for  over  a  decade, 
conglomerates  are  being 
gradually  rehabilitated.  The  new  lus- 
ter is  dramatically  reflected  in  stock 
prices.  A  recent  Merrill  Lynch  survey 
showed  that  conglomerates  shares 
outperformed  the  S&P's  500  by  an 
astonishing  140%  in  the  last  six 
years.  That  means,  of  course,  that  in- 
stitutions are  back,  typically  increas- 
ing their  holdings  an  average  30%  be- 
tween mid-1980  and  mid-1981.  Some 
favorites:  City  Investing,  ITT,  Lear 
Siegler  and  Whittaker.  Institutional 
holdings  of  City  Investing,  for  in- 
stance, have  shot  from  less  than  10% 
of  total  shares  outstanding  to  28% 
over  the  past  year. 

What's  all  the  excitement  about? 
Simply  that  the  conglomerates  have 
been  delivering  the  goods  in  profits 
performance.  The  Forbes  Yardsticks 
figures  show  that  conglomerates'  re- 
turn on  equity  averaged  15.2%  over 
the  latest  12  months,  compared  with 
14.7%  for  all  industries.  Only  once  in 
the  last  five  years,  in  1979,  did  the 
conglomerates  sector's  ROE  slip  be- 
low that  of  the  all-industry  average. 
To  some  extent,  of  course,  this  superi- 
or profitability  reflects  a  moderately 
higher  amount  of  low-interest  debt 
leverage.  But  most  conglomerates 
have  been  trimming  back  their  debt 
steadily  over  the  past  ten  years,  so 
this  factor  is  far  less  important  than  it 
used  to  be. 

Conglomerates  also  have  done  sur- 
prisingly well  in  earnings  growth. 
Their  five-year  growth  averaged 
13.8%,  compared  with  12.5%  for  in- 
dustry generally  They  must  be  doing 
something  right.  What  is  it? 

Merrill  Lynch's  conglome  rates  ana- 
lyst, Carol  Neves,  maintains  it  is  the 


vindication  of  the  original  conglomer- 
ate theory — a  formula  for  getting  the 
most  out  of  assets  while  giving  the 
stockholder  another  line  of  defense 
against  cyclical  downturn.  If  the  man- 
agers of  individual  operating  units  do 
not  perform,  the  holding  company 
can  step  in  to  fire  them  more  swiftly 
than  most  boards  of  directors. 

That,  of  course,  was  all  fine  theory. 
But  as  so  many  investors  discovered  a 
decade  ago,  the  theory  breaks  down  if 
the  holding  company  launches  an 
overly  ambitious  acquisition  program. 
Most  of  the  frenetic  acquisitors  of  the 
1960s,  such  as  LTV,  Litton  and  Whit- 
taker, have  long  since  learned  that 
there  is  no  substitute  for  good  man- 
agement, and  that  uncontrolled  ex- 
pansion is  bad  management  in  any- 
one's book. 

Those  lessons  learned,  the  con- 
glomerate can  work  quite  well.  At 
United  Technologies,  for  example, 
profits  were  up  18%  to  $342  million 
in  the  nine  months  through  Septem- 
ber. Defense  businesses  such  as  Nor- 
den  radar  systems,  Sikorsky  helicop- 
ters and  Pratt  &  Whitney  military  air- 
craft engines  have  boomed, 
cushioning  the  company's  losses  in 
its  Mostek  semiconductor  division. 

W.R.  Grace  &  Co.,  Peter  Grace's 
chemical-to-natural-resources  com- 
pany, is  an  even  better  example.  Pre- 
tax profits  were  up  27%,  to  $279.6 
million  in  the  first  three  quarters,  as 
demand  for  Grace's  oilfield  services 
and  other  natural  resource  businesses 
boomed,  outweighing  a  big  setback  in 
agricultural  chemicals  operations 
caused  by  continued  depressed  prices 
for  converted  phosphate  fertilizers. 

But  even  broadly  diversified  con- 
glomerates can  get  caught  by  simulta- 
neous cyclical  downturns.  Look  at 
American  Standard,  long  one  of  the 
most    consistently    profitable  con- 


glomerates. After  a  decade  of  risii 
earnings  in  the  1970s,  everythii 
went  wrong  in  1981.  The  housii 
slump  demolished  profits  from  bat 
room  fittings  and  other  buildii 
products.  Meanwhile,  the  company 
big  interests  in  truck  airbrakes  ai 
plumbing  supplies  in  Europe  we 
clobbered  as  the  slump  there  coi 
cided — unusually — with  recession 
home.  Net  income  in  the  nil 
months  to  September  totaled  $! 
million,  down  17%  on  1980. 

American  Standard's  Executi 
Vice  President  for  finance,  John 
Grant,  says:  "In  the  past  we  thoug 
we  were  insulated  from  recession  b 
cause  the  cycles  in  our  different  bu: 
nesses  did  not  normally  coincide.  V 
have  had  a  lot  to  deal  with  this  yeai 

Still,  most  conglomerates  are  e 
pected  to  be  a  haven  this  year  in  tl 
face  of  recession.  Many  have  inve! 
ments  in  defense  industries,  so  th 
are  benefiting  from  Reagan's  big  mi 
tary  buildup.  Others  are  relying  on  t 
continuing  boom  in  oil  exploratii 
and  other  energy-related  fields  to  pi 
the  fat  out  of  the  fire. 

Of  the  17  conglomerates  that  M< 
rill  Lynch  follows  regularly,  the  fii 
expects  15  to  show  earnings  increas 
next  year.  On  average,  Men 
Lynch's  list  should  show  a  nifty  12 
rise  in  earnings,  which  compares  wi 
a  fall  of  4%  Merrill  projects  for  indi 
try  generally.  An  impressive  perfi 
mance  if  it  comes  about. 

The  company-by-company  pictv 
also  looks  surprisingly  cheerful.  N( 
Jersey-based  Kidde,  with  intere: 
ranging  from  Farberware  cookware 
Globe  Security  Systems,  is  in  go 
shape,  with  earnings  expected  to  n 
more  than  10%  in  1982.  Its  automoti 
and  aircraft  components  business  w 
remain  depressed,  but  its  Grove  crari 
division  will  keep  profits  buoyed  i 
That  is  because  many  of  its  cranes  a 
used  in  the  oil  industry. 

One  of  the  most  impressive  perfc 
mances  is  likely  to  come  from  Wh 
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aker  Corp.,  a  Los  Angeles  conglomer- 
te  ranging  from  medicine  to  metals, 
iy  some  forecasts,  earnings  are  ex- 
ected  to  rise  over  30% .  Here  energy, 
t  one  remove,  will  again  be  the  dyna- 
tio,  since  much  of  the  company's 
nedical  revenues  come  from  health 
are  programs  in  Saudi  Arabia  and 
ibu  Dhabi.  Business  is  booming  as 


nglomerates 


the  sheikhs  recycle  oil  revenues  to 
improve  health  care.  Whittaker's 
metal  interests  are  also  well  placed 
because  many  of  them  are  geared  to 
energy-related  applications. 

Whittaker's  chief  financial  officer, 
Harry  Derbyshire,  reckons  1982  will 
give  the  company  a  chance  to  dem- 
onstrate the  classic  advantages  of 


the  conglomerate  structure. 

"Being  a  conglomerate  gives  the 
corporate  people  the  chance  to  allo- 
cate resources  to  the  parts  of  the  busi- 
ness that  have  the  most  potential,"  he 
says.  "If  we  were  a  monolithic  com- 
pany like  Chrysler,  we  would  be  con- 
fined by  one  business.  We  have  far 
more  room  to  maneuver."  ■ 
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Note:  Explanation  of  Yardsticks  calculations  on  page  51 

tFour-year  average.  ttThree-year  average.  tFour-year  growth  ttThree  year  growth  D-P:  deficit  to  profit;  not  unked 
def  deficit.    "Not  available;  not  ranked 


How  do  the  middle-ranking  companies  in  FORBES'  industry  groups  ar 
subgroups  compare  with  one  another  in  sales  and  profit  growth? 


Who's  where 
in  the 
industry 
groups 


ore  than  the  tracks  of  recession  are  visible  in 
the  tables  on  the  next  two  pages.  These  tables, 
rounding  up  growth  and  profitability  trends  for 
the  105  industry  groups  and  subgroups  surveyed  in  this 
issue,  show  that  their  median  return  on  the  Stockholders' 
invested  capital  in  the  most  recent  12  months  was  just 
14.7%.  As  this  is  written,  that  was  less  than  the  15%  yield 
you  could  get,  virtually  risk-free,  on  a  long-term  bond 
issued  by  Ma  Bell.  If  you  would  seek  to  know  why  takeover 
fever  seems  to  rage  unabated  in  the  U.S.  these  days,  look 
no  further.  Why  invest  capital  at  today's  interest  rates  tor 
such  rewards,  and  take  on  all  the  other  risks  of  building 
from  the  ground  up  as  well,  when  you  can  pick  up  existing 
assets  elsewhere  at  fractions  of  their  replacement  cost? 

As  for  the  present  recession,  its  impact  is  plain  in  the 
latest  12-month  figures  for  returns  on  equity.  By  that 
measure,  the  profitability  of  36  of  the  46  main  industry 
groups  was  running  below  their  results  for  the4  five-year 
average.  Of  the  46  groups,  only  4 — tobacco,  natural  gas, 
beverages  and  brokerage — were  showing  profits  signif- 
icantly ahead  of  the  five-year  average. 

Have  a  care,  though,  as  you  peruse  the  group  numbers.  In 
tracking  their  performance,  Forbes  uses  median  returns 
rather  than  averages  to  avoid  distortions  that  could  result 
.it  eithei  end  oi  a  roster  of  companies — distortions  caused 
by  windfall  profits  at  the  top  or  staggering  losses  at  the 
bottom.  The  medians,  in  effect,  show  the  experience  of 


companies  in  the  middle  ranks  of  each  group.  To  meas 
one  company  against  another  within  a  group  is  what 
Yardsticks  are  for. 

Thus,  it  may  seem  surprising  that  one  of  the  groi 
hardest  hit  by  the  present  recession  appears  to  be 
computer  industry.  Its  median  return  on  equity  in 
latest  12  months  was  just  13.7%,  down  sharply  from 
19%  return  it  averaged  in  the  preceding  five  years.  1 
what  a  range  of  performances  is  obscured  by  that  medi 
As  the  computer  industry  Yardsticks  show  (see  />  H 
there  was  Wang  with  a  return  on  equity  in  the  latest 
months  of  25%  and  Burroughs  with  an  all  but  mipercc] 
hie  ROE  of  0.8%  (which  includes  a  fourth-quarter  writer. 
Even  so,  the  medians  tend  to  shed  light  on  all.  Wang's  2! 
return  is  signficantly  below  the  30%  ROE  it  averaged 
the  five  years. 

Note,  too,  that  of  the  46  main  groups,  22  are  furti 
divided  into  59  subgroups.  We  do  this,  of  course,  to  sh 
how  a  company  stacks  up  against  others  in  the  sa 
sector  of  a  complex  business.  But  it  also  helps  to  mj 
clear  how  fortunes  may  differ  from  one  sector  to  anotl 
within  the  same  industry.  Thus,  one  of  the  few  groi 
doing  significantly  better  in  the  latest  12  months  than 
five-year  average  is  natural  gas.  But  note  that  middl 
producers  and  pipelmers  of  natural  gas  are  showing  cons 
erably  more  improvement  in  their  returns  on  equity  tf 
are  the  distributors. 
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rdsticks  of  management  performance 
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nded  foods 

15.9 

22 

15.7 

0.4 

11.6 

19 

11.9 

3.4 

11.9 

35 

11.8 

26 

ersified 

16.1 

15.2 

0.4 

11.3 

11.6 

3.2 

11.3 

11.9 

cialized 

15.9 

17.0 

0.3 

12.7 

12.3 

3.7 

12.1 

1 1.6 

ckers  and  shippers 

15.5 

23 

15.4 

0.5 

9.4 

33 

10.1 

3.9 

14.7 

18 

11.4 

27 

ckers 

22.2 

18.9 

0.5 

8.7 

10.6 

3.7 

14.8 

14.2 

er  surface  transportation 

14.7 

14.5 

0.5 

11.7 

10.0 

6.7 

8.2 

8.8 

Note:  Explanation  of  Yardsticks  calculations  on  page  51     def:  deficit 


Industry  medians 


Yardsticks  of  management  performance 


Profitability 

Growth 

Earnings 

Return  on  equity 

Return  on  total  c 

apital 

Sales 

per  share 

latest 

debt/ 

latest 

net 

5-year 

5-year 

12 

equity 

12 

5-year 

5-year 

profit 

5-year 

5-year 

5-year  5 

Industry 

average 

rank 

months 

ratio 

months 

rank 

average 

margin 

average 

rank 

average  n 

Wholesalers 

15.4% 

24 

14.7% 

0.5 

11.2% 

20 

11.5% 

1.2% 

14.3% 

21 

12.2%  3 

Food  distributors 

1  A  Q 

12.8 

0.7 

8.7 

10.6 

0.8 

14.7 

— 

10.6 

Other  wholesalers 

17.6 

- 

18.7 

0.4 

13.2 

- 

12.8 

1.9 

14.3 

15.2 

Food  processors 

15.3 

25 

14.0 

0.5 

11.2 

23 

11.1 

1.4 

8.6 

46 

n.3  ; 

Meatpackers 

13.9 

13.3 

1.0 

10.3 

10.1 

0.9 

7.9 

6.8 

Agricultural  commodities 

15.3 

14.8 

0.4 

12.3 

1 1 .4 

3.0 

1 1.3 

12.9 

Household  goods 

15.2 

26 

13.9 

0.4 

9.9 

23 

11.1 

3.8 

10.1 

42 

10.1 

Appliances 

14.2 

_ 

14.4 

0.5 

9.1 

- 

10.8 

2.9 

8.2 

8.6 

1  1.     ii     i.    it         ii', i  rnrnicninot 
nUUSLWdlLA  dllU  I UI HlMllllg?) 

11.3 

- 

9  7 

0.7 

7.5 

- 

9.5 

1.9 

9.3 

1 1.6 

Housekeeping  products 

17.4 

15.6 

0.2 

1 1.4 

13.6 

5.4 

11.8 

10.1 

Supermarkets 

15.0 

27 

14.8 

0.9 

10.2 

32 

10.2 

1.2 

13.1 

28 

15.7  1 

Maior  chains 

1  ft  1 
1  <5. 1 

17.3 

1.0 

1 0  4 

10.6 

1.1 

14.0 

13.8 

Regional  chains 

1  A  A 

13.2 

0.9 

9.6 

10  1 

1.2 

12.7 

_ 

15.7 

Financial  services 

14.9 

28 

110 

11.7 

0.7 

8.1 

36 

9.9 

4.0 

14.6 

19 

16.2 

Beverages 

14.7 

29 

18.9 

0.3 

11.9 

26 

10.8 

4.9 

12.2 

31 

9.3  ' 

Forest  products 

14.7 

29 

11.9 

0.4 

8.6 

33 

10.1 

4.7 

11.8 

36 

9.9  : 

Building  materials 

14.6 

31 

9.8 

0.4 

7.6 

30 

10.5 

3.8 

10.3 

41 

10.7 

Lumber 

14.5 

7.8 

0.5 

6.0 

9.7 

3.6 

12.8 

- 

9.3 

Cement  and  gypsum 

15.2 

11.4 

0.7 

7.5 

: 

10.7 

5.2 

9.9 

- 

14.9 

Other  building  materials 

12.5 

9.7 

0.4 

7.9 

8.4 

2.9 

9.6 

8.8 

Building  equipment 

17.0 

- 

14.0 

0.4 

12.6 

- 

14.5 

5.4 

10.3 

_ 

18.2 

Multi-industry  companies 

14.6 

31 

13.7 

0.3 

10.0 

26 

10.8 

5.3 

9.7 

43 

12.9  : 

Banks 

14.4 

33 

14.1 

0.4 

11.5 

22 

11.3 

5.6 

18.3 

7 

U.O 

New  York  banks 

14.4 

14.1 

0.5 

12.0 

11.3 

3.8 

19.7 

- 

9.7 

Regional  banks 

14.5 

z 

14.0 

0.3 

11.3 

_ 

1 1.7 

5.9 

17.6 

11.4 

Telecommunications 

14.3 

34 

14.5 

0.9 

7.5 

44 

7.1 

10.3 

11.6 

37 

8.2  ' 

Auto  suppliers 

13.9 

35 

12.4 

0.4 

9.8 

33 

10.1 

3.3 

10.6 

39 

10.6 

Tire  and  rubber 

6.9 

8.6 

0.5 

6.9 

6.0 

2.4 

8.3 

1.8 

Parts  makers 

15.3 

14. 1 

0.4 

10.1 

12.2 

3.9 

13.0 

13.6 

Brokerage 

13.8 

36 

17.6 

0.5 

15.5 

17 

12.7 

4.5 

30.8 

1 

11.3 

Nonferrous  metals 

no 
1  J.O 

11.6 

0.4 

0  ft 

v.u 

11 

3 1 

10.4 

4.0 

13.5 

26 

9.5  ' 

Autos  and  trucks 

13.4 

38 

/  .J 

o  i 

6.0 

26 

1  ft  8 

1  U.O 

2.2 

12.1 

34 

7.2  ' 

Railroads 

12.7 

39 

13.2 

0.6 

8.5 

43 

8.0 

6.3 

13.1 

28 

15.7 

Packaging 

12.5 

40 

10  1 

1 U.  i 

0.5 

8.0 

38 

9.1 

3.0 

12.2 

31 

10.0 

General  retailers 

12.1 

41 

i  ft  i\ 

0.7 

7.9 

41 

8.6 

2.2 

9.7 

43 

9.6  > 

Department  stores 

12.0 

- 

12.1 

0.6 

8.0 

- 

8.8 

2.6 

10.0 

8.0 

Discount  and  variety  stores 

1  1  0 

8.7 

0.9 

8.5 

1.4 

9.6 

- 

11.9 

 ;  

Steel 

10  1 

i  —  i 

A  1 

13.9 

0.4 

1  ft  A 
1  U.O 

8.3 

4.4 

10.4 

40 

4.9 

Electric  utilities 

11.8 

43 

12.6 

0.9 

6.6 

45 

6.6 

10.4 

15.8 

13 

2.7 

Northeast 

11.5 

n  o 

6.3 

6  6 

9. 1 

12.9 

3.3 

Midwest 

11.8 

11.9 

0.9 

6.2 

6.5 

11.9 

15.1 

- 

2.1 

Southeast 

12.1 

13.2 

0.9 

6.6 

i  n  t 

1U.Z 

1  A  1 
lo.  1 

Southwest 

14.0 

14.3 

0.9 

7.4 

7.6 

12.0 

19.8 

6.0 

West 

11.2 

13.3 

0.9 

7.4 

6.8 

10.9 

20.3 

1.2 

The  thrifts 

11.8 

43 

def 

0.5 

0.9 

29 

10.6 

def 

19.8 

6 

10.0 

Apparel 

11.0 

45 

11.3 

0.3 

9.7 

38 

9.1 

3.3 

8.8 

45 

13.2 

Clothing 

12.4 

12.8 

0.4 

10  1 

9.7 

3.3 

7.7 

15.5 

Textiles 

9.1 

9.4 

0.3 

7.3 

7.0 

2.7 

8.7 

7.9 

Shoes 

23.5 

23.0 

0.3 

16.4 

16.3 

4.4 

13.3 

19.0 

Airlines 

9.0 

46 

5.3 

1.7 

3.9 

46 

5.9 

1.2 

16.5 

12 

12.7  : 

All-industry  medians 

15.5 

14.7 

0.4 

10.9 

11.1 

4.5 

14.0 

12.5 

Note:  Explanation  of  Yardsticks  calculations  on  page  51    def:  deficit 


iow  do  companies  rank  by  the  measure  that  counts  most — the  amount 
)f  return  in  net  profits  for  every  dollar  of  capital  that  goes  in? 


Who's 
wherein 
profitability 


r|  HE  MOST  COMMONLY  USED  MEASURE  OF  profitability 
for  a  company  is  return  on  equity.  The  ultimate 
measure  is  return  on  total  capital — equity  plus  debt, 
^ach  company  in  the  Forbes  Annual  Report  on  American 
ndustry  is  ranked  both  ways  in  the  following  table. 
Both  measures  are  needed  because  return  on  equity 
lone  can  sometimes  be  misleading.  If  a  company  has  had 
ignificant  losses  in  the  recent  past,  for  example,  stock- 
iolders'  equity  will  be  much  smaller — so  its  earnings,  as  a 
ercentage  of  that  smaller  base,  will  appear  unusually  high 
s  they  start  to  recover.  You  can  tell  which  companies 
hese  may  be  by  looking  at  return  on  total  capital. 
A  highly  leveraged  company,  too,  can  often  wring  a 
pectacular  return  on  equity  out  of  a  modest  return  on  total 
apital.  In  many  cases,  that  is  a  measure  of  effective 
inancial  management.  But  in  these  days  of  wildly  volatile 
merest  rates,  anyone  leaning  heavily  on  leverage  might  be 
/ise  to  consider  a  change  in  financial  style  or  there  will  be 
leepless  nights  ahead. 

New  to  the  list  and — talk  about  smashing  entrances — 
fading  all  the  rest  in  both  return  on  equity  and  return  on 
otal  capital  is  NIKE,  the  footwear  people,  whose  dashing 


"Swoosh"  trademark  may  be  seen  wherever  joggers  and 
racewalkers  hang  out.  In  recent  years  its  ROE  has  been 
averaging  101.4% — an  astonishing  return  for  which  a 
word  of  explanation  is  in  order. 

NIKE  was  privately  held  until  Lehman  Brothers  Kuhn 
Loeb  brought  it  public  late  in  1980,  and,  with  1981  sales  of 
$458  million  and  net  profits  of  $26  million,  it  is  no  giant 
among  the  companies  rounded  up  in  the  apparel  group  (see 
p.  216).  For  NIKE,  Forbes'  calculations  of  average  returns 
went  back  only  four  years,  rather  than  five,  and  were  based 
on  stockholders'  equity  before  the  public  offering,  which 
brought  an  additional  $27  million  in  equity  into  the  com- 
pany. The  effect  of  that  additional  capital  was  reflected 
only  partially  for  the  latest  12  months. 

Note  the  difference  between  its  average  returns  and  its 
returns  for  the  latest  12  months.  The  slide  in  ROE  from 
101.4%  on  average  to  58.6%  for  the  latest  12  months 
doesn't  reflect  a  slide  from  the  astonishing  to  the  merely 
spectacular.  Rather,  that  is  a  measure  of  the  impact  of  the 
additional  capital  now  in  the  business.  As  the  bigger  equity 
base  is  applied  to  earnings  in  subsequent  quarters,  the 
returns  on  equity  will  look  less  dazzling. 


Who's  where  in  profitability 


Return  on  equity 

Return  on  capital 

Return  on  equity 

Return  on  capil 

Company 

latest 
5-year            J  2 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

Company 

latest 
5-year  12 
average*  rank  months 

lat 

5-year  12 
average*  rank  m< 

NIKE 
L  B  Foster 
Subaru  of  America 
Consol  Petroleum 
Tosco 

101.4%        1  58.6% 
96.1          2  78.7 
65.8         3  57.9 

62.4  4  10.1 

52.5  5  def 

84.4%       .1  48.2% 
15.2       235  22.5 
62.9           2  46.4 
**  7.5 
12.6       393  def 

Dun  &  Bradstreet 

Toys  "R"  Us 
Pennzoil 

Deluxe  Check  Printers 
Melville 

28.1%      65  29.8% 
28.1        65  19.4 
27.8        67  23.4 
27.8        68  29.0 
27.7        69  23.5 

28.1%      16  ; 
16.1  196 
13.4  330 
25.7        24  : 
25.9        23  : 

Reliance  Group 
GEICO 

Columbia  Pictures 

Tandy 

Savin 

50.3  6  16.4 

49.4  7  35.0 
47.8          8  20.8 

47.0  9  40.8 

44.1  10  def 

16.5        180  10.9 

23.5  37  19.2 
21.2         68  12.8 

27.6  19  31.1 
34.2           5  def 

Petrie  Stores 
Gelco 

Service  Merchandise 
Best  Products 
Kellogg 

27.6        70  22.7 
27.6        71  31.7 
27.5        72  18.3 
27.3        73  15.3 
27.3        73  26.1 

27.5  20  : 
8.0  762 

19.2  105 
20.4  84 

22.6  50  ' 

Charter 

Alexander  &  Alexander 
Federal  Express 
Standard  Oil  Ohio 
Mitchell  Energy  &  Dev 

41.7        11  2.3 
39.2        12  28.8 

39.0  13  28.2 
38.6        14  42.6 

38.1  15  37.6 

22.2         53  4.3 
42.4           3  28.9 
25.2         27  18.2 
17.1        165  23.1 
12.7        385  12.3 

E  F  Hutton  Group 

EG&G 

AMP 

Parker  Drilling 
Dover 

27.1         75  28.1 
27.0        76  28.3 
27.0        77  20.6 
27.0        78  32.4 
26.7        79  28.3 

22.9        46  : 
23.1  41 
23.1  43 
16.6       178  : 
23.1         44  : 

Resorts  Intl 
GEO  International 
Shaklee 
SmithKline 
First  Executive 

37.4        16  0.6 

37.2  17  51.3 
36.8        18  28.1 
36.4        19  35.8 

36.3  20  36.2 

28.9         14  2.0 
27.1         22  41.5 
24.9         30  21.3 
31.8           9  32.2 
20.3         85  24.1 

Boeing 
Intel 
U  S  Air 

Baldwin-United 
Ohio  Casualty 

26.6        80     23  4 
26.2        81  10.2 
26.2        82  22.6 
26.1        83  27.2 
26.1        84  18.3 

22.8  49 

25.1  28 

12.2  425 

16.3  187 
25.5  25 

Phibro 

Schlumberger 
Servicemaster  Inds 
Teledyne 
Emery  Air  freight 

36.0        21  25.3 
35.5        22  37.8 
35.5        23  36.4 
35.4        24  28.2 
35.2        25  30.9 

28.5         15  19.6 
32.8           8  35.6 
36.5           4  36.8 
24.2         34  19.8 
33.5           6  28.7 

Humana 

Houston  Natural  Gas 

Lubrizol 

Cross  &  Trecker 

Natl  Convenience  Stores 

26  0        85  34.9 
25.8        86  27.1 
25.8        86  17.8 
25.7        88  26.5 
25.7        89  26.6 

10.4  569 
15.4  225 
23.9  35 
23.7        36  : 
14.7  258 

Superior  Oil 
Food  Town  Stores 
Metromedia 
Worthington  Inds 
Mission  Insurance 

34.8        26  21.3 

34.6  27  32.1 
34.2        28  39.1 

33.7  29  26.6 
33.6        30  26.7 

12.2        418  13.3 
28.1          17  26.5 
18.5        124  21.5 
21.8         58  16.9 
27.7         18  23.9 

Bally  Manufacturing 
Nalco  Chemical 
Hoover  Universal 
Louisiana  Land 
Square  D 

25.5        90  23.8 
25.5        90  25.9 
25.5        92  16.3 
25.5        92  23.5 
25.5        92  25.0 

18.9  111 
24.7        31  : 
14.0  293 
20.6  77 
20.6  76 

Computer  Sciences 

American  Home  Products 

Pioneer 

Howell 

Dow  Jones 

33.3        31  18.0 
33.0        32  32.8 
32.9        33  36.9 
32.8        34  14.3 
32.0        35  30.4 

17.4        153  12.8 
33.0           7  32.7 

17.4  152  22.0 

20.5  81  12.1 
29.0         13  28.2 

Caesars  World 
Maytag 

Washington  Post 

Lear  Siegler 

Old  Republic  Intl 

25.5        95  30.0 
25.5        96  20.9 
25.4        97  15.8 
25.4        98  21.7 
25.4        99  19.8 

10  1  595 
24.4  32 

19.4  101 
15.3  228 

25.5  26 

Nucor 

Chic  &  North  Western 
Texas  Oil  &  Gas 
G  Heilem  n  Brewing 
Levi  Strauss 

31.8        36  18.2 
31.4        37  39.0 
31.4        38  36.6 
31.2        3-)  30.7 
31.2        40  22.3 

23.4         39  15.2 
7.9        765  10.9 
15.9       202  17.1 
23.2         40  21.4 
27.2         21  19.8 

Natomas 

Piedmont  Aviation 
MAPCO 
Geosource 
American  Standard 

25.3       100  23.8 
25.3       100  27.5 
25.3       102  18.8 
25.3       103  32.8 
25.2       104  21.3 

17.3  156 
10.2  581 

13.4  329 
22.8        47  . 
17.2  160 

Marsh  &  McLennan  Cos 
Avon  Products 
Western  Co  No  Amer 
Wal-Mart  Stores 
Marion 

31.2        41  20.8 
30.8        42  25.9 
30.6        43  35.6 
30.6        44  27.9 
303        45  18.1 

31.8         10  15.4 
30.0         11  24.5 
13.0       359  16.2 
20.6         77  18.2 
16.8        171  10.9 

Snap-On  Tools 
Baker  International 
Hilton  Hotels 
Pioneer  Hi-Bred  Intl 
Parker  Pen 

25.2       105  19.5 
25.2       106  30.9 
25.1       107  23.7 
25.1       108  26.7 
25.1       109  14.0 

21.4  63 
17.9       135  : 
18.1  129 
22.0  56 
22.9  45 

Todd  Shipyards 
Wang  Laboratories 
Occidental  Petroleum 
Storage  Technology 
Parsons 

30.3        46  27.0 
30.2        47  25.0 
30.1        48  27.9 
30.0        49  24.8 
29.7        50  27.7 

14.7        257  17.8 
19.7         95  16.1 
15.0        242  16.3 
19.0        107  12.9 
23.5         38  24.2 

USF&G 

Petrolane 

Fort  Howard  Paper 

Big  V  Supermarkets 

Merck 

25.0       110  13.0 
24.9       111  27.4 
24.8       112  23.9 
24.8       113  23.5 
24  7       114  21.6 

25.1  29 
17.7       144  ; 
20.4  83 

16.2  192 

21.3  66 

Dorchester  Gas 
Kelly  Services 
SCOA  Industries 
Trinity  Industries 
United  Energy  Resources 

29.7        51  25.1 
29.4        52  26.6 
29.4        52  23.6 
29.1        54  32.6 
29.1        55  29.1 

18.8        116  15.3 
29.4         12  26.4 
17.6        148  15.0 
22.1         54  22.8 
19.0       108  19.8 

Consol  Freightways 
Keystone  Foods 
Missouri  Pacific 
Loews 

Cooper  Industries 

24.7       115  36.3 
24.7       116  20.8 
24.7       116  21.3 
24.6       118  23.6 
24.6       119  21.6 

195       100  : 

14.5  269 
1 1  6  458 

11.5  469 

21.6  59  ! 

Palr.i  Beach 
Super  Valu  Stores 
Warner  Communications 
Fairchild  Industries 
Ashland  Oil 

29.0        56  25.7 
28.9        57  26.1 
28.9        58  23.7 
28.8    y  59  21.9 
28.8        60  6.4 

19.5         99  17.0 
18.7        120  18.6 
19.5         97  19.7 
20.5         79  13.9 
15.1       239  6.5 

Foster  Wheeler 
Albertson's 
Frontier  Airlines 
Fluor 

Lucky  Stores 

•  24.4       120  22.0 
24.4       121  21.5 
243       122  26.0 
24.2       123  22.0 
24.2       124  198 

20.3  86 
13.7  308 
15.6  212 
18.9  110 
14.9  251 

James  River  Corp  Va 
IU  International 
RLC 
Entex 

28.8        61  22.8 
28.7        62  24.6 
28.3        63  13.6 
28.2        64  21.8 

15.7  210  14.6 
11.2        499  11.9 

10.8  526  8.7 
13.8        303    11  3 

Raytheon 
ConAgra 
Crum  &  Forster 
Dillon  Companies 

24.2       124  23.9 
24.2       126  24.2 
24.1       127  21.6 
24.1       128  25.7 

22.4        51  : 
15.7  208 
23.1        41  : 
18.0  133 

*For  some  companies  (as  noted  in  the  indiv  idual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years. 
"Not  available;  not  ranked    def:  deficit 

o's  where  in  profitability 


Return  on  equity 

Return  on  capital 

Return  on  equity 

Return  on  capital 

pany 

latest 
5-year  12 
average*  rank  months 

latest 

j-year 

average*  rank  months 

Company 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

onald's 
Jhemital 
eK 
o 

24.1%    129  22.2% 
24.0       130  19.9 
24.0       131  25.6 
23.9       132  22.4 
23.9       133  def 

13.6%     322  13.0% 
14.9       250  11.6 
14.7        258  14.5 
14.5        267  12.6 
12.9        362  0.2 

Esmark 

C  hesebrough-Pond' s 
Times  Mirror 
Harris  Corp 
Genuine  Parts 

21.1%    193  14.0% 
21.1      194  22.6 
21.1      195  17.3 
21.1      196  20.8 
21.1      197  21.0 

12.7%    388  9.3% 
17.1       163  17.7 

17.8  140  11.6 

15.9  203  13.7 
20.5        80  20.2 

Petroleum 
>  Morris 

rican  Intl  Group 
ronic  Data  Systems 
on-Hudson 

23.7       134  25.1 
23.7       135  23.6 
23.6       136  20.6 
23.6       137  26.6 
23.6       138  14.9 

18.5  125  19.6 

13.6  315  13.3 
22.3         52  19.8 
21.3         64  22.5 
17.5        150  12.0 

Amdahl 
U  S  Home 
Ametek 

Cincinnati  Milacron 
TRW 

21.1      198  9.6 
21  1      198  11.5 
21.0      200  20.4 
21.0      201  15.0 
21.0      201  21.5 

24.2        33  10.1 
10.7       534  6.0 
16.1       196  14.3 
14.4       271  11.6 
13.6       320  13.4 

n  Bros  Stores 
omml  Tobacco 
ort-McMoran 
-Cola 

b  Services 

23.6       139  19.1 
23.6       140  21.0 
23.5       141  30.9 
23.4       142  22.8 
23.3       143  17.3 

19.7  93  16.2 
19.4        101  17.7 
16.9        169  19.1 
21.9         57  20.1 

13.8  302  11.6 

American  Family 
Blue  Bell 

Cameron  Iron  Works 

CBS 

Oneok 

21.0      203  10.9 
20.9      204  11.6 
20.9      205  24.6 
20.9      205  15.2 
20.9      207  19.9 

19.7        93  9.5 
18.0       132  10.3 

14.2  285  16.9 
17.9       136  12.4 

11.3  482  10.6 

ZAR 
burton 

1  Grand  Hotels 
e  Management 
irop 

23.2       144  14.7 
23.0       145  23.9 
22.9      146  19.4 
22.9       147  23.7 
22.9       148  9.6 

21.6  59  13.9 

18.7  121  18.9 

11.1 

15.5        217  17.5 

19.8  91  8.9 

Aetna  Lite  &  Casualty 
Cullum  Companies 
Longs  Drug  Stores 
Weis  Markets 
Crown  Central  Petroleum 

20.9      208  14.6 
20.8      209  22.6 
20.8      210  17.9 
20.8      211  20.1 
20.8      212  def 

18.6       122  13.6 
11.6       458  12.9 
20.8        73  17.9 
20.8        74  20.1 
12.8      374  def 

ter 

Foods 

t 

ex 

ral  Re 

22.8       149  15.1 
22.8       150  25.6 
22.8       151  21.2 
22.8       152  11.4 
22.8       152  20.1 

22.8         48  15.2 
16.2        191  16.5 

15.0  243  14.6 
9.9        612  7.2 

22.1  54  19.8 

General  Cinema 
Revlon 

Alcan  Aluminium 
Golden  West  Finl 
Bausch  &  Lomb 

20.8      212  22.3 
20.7      214  14.7 
20.7      215  14.7 
20.7      215  3.2 
20.7      217  15.4 

13.1       349  12.9 
17.0       166  11.6 
13.5       325  9.9 

16.8  171  3.5 

16.9  170  13.8 

way  Transportation 

in  Materials 
or 

22.7       154  18.9 
22.7       155  21.0 
22.6      156  23.1 
22.5       157  18.4 
22.5       157  25.1 

10.6        541  10.1 
21.5         61  18.9 
15.8        205  17.1 
16.0       199  12.5 
16.2       193  17.5 

Santa  Fe  Intl 
Winn-Dixie  Stores 
American  Express 
General  Electric 
R  J  Reynolds  Inds 

20.7      218  29.7 
20.6      219  19.7 
20.6      220  17.9 
20.6      221  19.6 
20.6      222  20.3 

12.5       399  17.9 
18.0       131  17.3 
17.2       160  16.0 
18.0      130  18.1 
14.7       260  14.1 

lavors  &  Frag 

al  Cities  Commun 

t  System 

tt  Laboratories 

!  Broadcasting 

22.5       159  16.5 
22.5       160  21.2 
22.5       161  19.3 
22.5       162  23.1 
22.4       163  16.1 

21.0         71  15.7 
17.7       143  18.8 
9.8        626  8.6 
17.9        137  18.9 
17.9        138  13.4 

Wyman-Gordon 
Supermarkets  General 
Atlantic  Richfield 
Hughes  Tool 
American  Brands 

20.5      223  28.3 
20.4      224  18.0 
20.4      225  21.5 
20.4      225  24.5 
20.4      227  20.2 

16.4  182  22.8 

10.5  550  10.3 
13.3       337  13.5 
17.2       158  20.9 
14.5       270  14.6 

>ublic  Group 
Co 

'  Corp 

ps  Petroleum 
way  Express 

22.4       164  14.4 
22.4      165  22.5 
22.3       166  11.2 
22.3       166  19.9 
22.2       168  23.2 

21.3         64  13.1 
16.1        196  14.9 

16.1  195  7.9 

17.2  158  16.1 
21.0         70  22.0 

W  W  Grainger 

Avco 

Bendix 

CBI  Industries 
Fanners  Group 

20.4      227  19.0 
20.4      229  10.8 
20.4      229  36.7 
20.4      229  21.7 
20.4      232  17.9 

20.0        88  18.8 
7.2       817  5.8 
15.5       215  24.3 
16.5       179  17.7 
19.5        98  17.8 

jl-Myers 
Mining  &  Mfg 
ver  Insurance 
strand 
Financial 

22.2       169  21.7 
22.1       170  17.5 
22.1       171  18.3 
22.1       171  23.0 
22.0       173  11.1 

20.4         82  20.2 
18.9        112  15.4 

21.3  67  18.2 

14.4  275  15.8 
11.8        446  8.4 

Pitney  Bowes 
Amerada  Hess 
Pay  Less  Drug  NW 
Amsted  Industries 
Mercantile  Texas 

20.3      233  14.9 
20.2      234  11.4 
20.2      235  18.6 
20.2      236  14.3 
20. 1      237  20.2 

14.3       283  10.6 
14.3       279  8.0 
14.2       287  10.1 
19.7        95  13.9 
15.0       241  16.0 

ira  Frontier  Services 
ing-  Plough 
>ined  Internal! 
s  &  Stratton 
y  &  Harman 

21.9       174  14.8 
21.9       175  15.1 
21.8       176  21.0 
21.7       177  9.7 
21.7       178  21.1 

15.5        218  10.2 
21.0         72  13.7 
21.4         62  21.0 
21.2         69  9.3 
14.4        273  14.7 

INA 

A  C  Nielsen 
Caterpillar  Tractor 
Eastman  Kodak 
Alco  Standard 

20.1      238  32.0 
20.1      238  21.3 
20.1      240  17.9 
20.0      241  21.2 
20.0      242  18.8 

17.3       155  25.9 
20. 1         87  20.3 
15.3       226  14.8 
18.9       109  20.0 
14.8       256  13.6 

blic  New  York 
1  International 
Aid 

D2ta  Processing 
son  Electric 

21.7       178  23.9 
21.7       180  25.1 
217       181  20.2 
21.5       182  19.1 
21.5       183  22.1 

14.2        287  15.5 
18.2        127  19.9 
19.2       106  18.3 
18.9       112  15.1 
19.7         92  19.6 

Whittaker 
Hyster 

Republic  Finl  Svcs 
Murphy  Oil 
Tektronix 

20.0      243  22.4 
20.0      244  9.8 
20.0      244  14.9 
20.0      246  25.1 
19.9      247  15.8 

15.3  228  21.0 

16.4  183  8.7 
15.9       203  13.0 
12.0       430  16.0 
17.3       154  13.0 

Uy 

General 

lwest  Industries 

In 

lett 

21.5       183  20.8 
21.5       185  12.4 
21.5       186  24.9 
21.3       187  18.2 
21.3       188  21.1 

20.8         74  19.4 
19.3       103  10.0 
13.0       357  15.8 
15.5       219  13.0 
18.8        114  17.7 

Natl  Semiconductor 
Farm  House  Foods 
Idle  Wild  Foods 
Lockheed 
Denny's 

19.9      248  12.1 
19.9      249  17.3 
19.9      249  18.0 
19.9      249  17.7 
19.9      252  17.8 

15.4       222  8.5 
7.7       777  3.7 

16.0       200  14.9 
9.7       638  10.2 

11.8       446  9.9 

oDS 

UUUdlcU  rdUCIs 

ns 

raw-Hill 

21.3       189  19.7 
21.2       190  19.4 
21.2      191  21.7 
21.2       192  21.5 

17.7  142  16.3 
18.4        126  16.7 
17.6        146  19.0 

18.8  117  19.7 

Panhandle  Eastern 
Southern  Union 
Bangor  Punta 
Blount 

19.9      253  24.3 
19.9      254  20.3 
19.9      255  22.1 
19.8      256  13.8 

10  2       582  11.4 
10.4       565  9.0 
11.4       479  12.8 
12.4       410  8.5 

ome  companies  (as  not 
available,  not  ranked 

ed  in  the  individual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years, 
def:  deficit. 

Who's  where  in  profitability 


Return  on  equity 

Return  on  capital 

Return  on  equity 

Return  on  capil 

Company 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

Company 

latest 
5-year  12 
average*  rank  months 

lat 

5-year  12 
average*  rank  m< 

Colonial  Penn  Group 

Gates  Learjet 

American  Stores 

Engelhard 

St  Paul  Companies 

19.8%    257  5.5% 
19.8      258  19.7 

1 Q  8        259      1 5  4 
19.7       260  20.0 
19.7       261  13.0 

19.8%       9.0  5.5% 
16.9       168  15.8 
16.0       200  8.8 

17.6  148  18.0 

17.7  145  12.9 

InterNorth 
Curtice-Bums 

HlTthpV  r-MOllv 
IICISIKT  1  17 17  U  .7 

Mallinckrodt 
Martin  Marietta 

18.6%    320      19  1% 
18.5      322  17.2 
18  5       121      21  7 
18.5      324  15.4 
18.5      324  18.6 

10.2%   579  1 
10.1  595 
14.9      247  1 
14.0      297  1 
13.8      303  1. 

Flowers  Industries 
Combustion  Engineering 

<**r\AarA  Oil  f  alii 

Avnet 

Standard  Oil  Indiana 

19.7      262  19.6 
19.7       263  21.3 
19  7       264      21  9 
19.7       265  16.3 
19.5       266  20.7 

12.5        404  12.7 
12.9       362  13.8 
15.7        208  17.3 
17.5        151  15.2 
14.1        290  14.7 

Southwestern  Pub  Svc 
Transamerica 
Perk  in*  Elmer 
Illinois  Tool  Works 
Tesoro  Petroleum 

18.5      324  19.2 
18.5      327  15.3 
18.5      328  17.8 
18.5      329  15.2 
18  5      329  26.4 

8.0  758 
11.5  469 
16.7      175  1 
17.9      134  1 
11.7      452  1 

Procter  &  Gamble 
Texas  Commerce  Bshs 

W  11  11  r  1  ii  •  «  _  P-i  ,  ■  Ir  •»  fit 

Exxon 
Equifax 

19.5       267  18.6 
19.5      268  22.1 
1 9  5        269      1 9  8 
19.4      270  23.0 
19.4       271  24.7 

15.1        239  14.2 
18.1        128  20.9 
18.8        117  18.9 

14.6  263  16.5 

16.7  176  20.4 

Getty  Oil 

Earle  M  forgensen 

Vlilfnn  RraHlpv 

Shell  Oil 

Texas  Instruments 

18.4      331  20.5 
18.4      331  19.7 
1 8  1       111       9  6 
18.3      334  20.4 
18.3      335      10  7 

14.8  255  1 
15.6      211  1 

14.9  248 
13.1      351  1 
17.8      141  1 

Big  Three  Industries 
Carpenter  Technology 

lunnciin  fc    1 11  ll n Kin 
JUIIHSUIl  OC  JUI11IMIEI 

Pan  Am  World  Airways 
M/A-Com 

19.4       272  21.8 
19.4       273  17.8 
1 9  4        271      1 7  7 
19.3       275  32.4 
19.3      276  24.4 

14.8        253  16.2 
17.8        139  16.4 

18.8  115  16.9 
9.0       696  14.0 

19.9  89  26.6 

Rohr  Industries 
Campbell  Taggart 
Universal  Leaf 
Safeco 

Host  International 

18.2      336  12.6 
18.2      337  18.1 
18.2      338  18.7 
18.2      339  12.0 
18.2      340  6.6 

8.2  745 
13.7      306  1 
16.4      185  1 

14.6  265  1 

11.7  456 

Mead 

National  Svc  Inds 
Dow  Chemical 
Dresser  Industries 
Turner  Construction 

19.3       276  14.3 
19.3       278  20.6 
1 0  1        77Q      1 4  7 
19.3       279  19.0 
19.2       281  25.0 

11.8        443  9.4 
16.7        174  18.1 
1  1  7         451      8  9 

11./             7j  J        O  .y 

15.4        224  15.7 
19.3        104  25.7 

Parker-Hannifin 
Valley  National 

I~liiritil  I'  ii  1 1 1  nm  i.n  F 
LMglldl  El^UipiIJtlll 

Malone  &  Hyde 

Sysco 

18.1       341  17.1 
18.1       342  18.1 
18  1        141      16  7 

lO.l             JlJ  IKj.t 

18.1       344  12.1 
18.0      345  20.1 

14.4      273  1 
17.0      167  1 
16.4      184  1 
15.3  231 
13.6      317  1 

Arkla 

United  States  Shoe 
Dexter 

Brown-Forman  Dist 
Natl  Medical  Entrprs 

19.2       282  22.4 
19.2       283  22.4 
1 9  9        284      1 6  4 
19.2       285  24.6 
19.2       285  19.3 

10.0        604  11.0 
14.9       248  17.8 
14  1         278    1  1  4 
14.6        262  18.6 
10.0       603  11.9 

United  Technologies 
Diamond  Shamrock 
Umvar 

Northwest  Energy 
Sonoco  Products 

18.0      345  16.9 
18.0      347  8.0 
18.0      348  23.9 
18.0      349  19.5 
18  0      350  19.2 

13.3      340  1 

10.8  530 

10.9  518  1 
9.2      680  1 

14.9      251  1 

Air  Prods  &  Chems 
CPC  International 
Federal-  A^ogul 
Hospital  Corp  of  Am 
VF 

19.2       287  18.9 
19.2       287  18.5 
1 0  9        7R7      1 7  1 
19.1       290  19.4 
19.1       290  23.0 

11.1  502  10.0 
15.6       214  15.2 
1 4  ^         266    1 0  9 

It.  J                _!><»       1VJ.  -. 

9.5        657  9.1 

16.2  190  19.9 

Stauffer  Chemical 
U  S  Bancorp 

I    niiiii  f   n  ni  n 
'    lilt)  II  V  dill  |! 

Colt  Industries 
ENSERCH 

18.0      350  17.9 
18.0      350  17.5 
1  8  0        151       1  7  6 
17.9      354  17.4 
17.9      355  24.0 

12.3      413  1 

14.1  292  1 
19  7       186  1 
11.9      434  1 

10.2  582  1 

)ack  Eckerd 
NCR 

D u in i n n  Ai  Ritm 

ftt  JUiiiK,  Ok  ndit  s 

Kimberly-Clark 
Anixter  Brothers 

19.1       292  19.1 
19.0       293  13.7 
ion    '  'Jqi     id.  o 

19.0       295  15.4 
19.0      296  27.8 

18.5        123  18.3 

15.0  244  12.3 
1 1  n       din    i  d  o 
14.4        271  11.9 

14.1  291  21.3 

Intl  Minerals  &  Chem 
Barnes  Group 
Sun  Company 
Fleming  Companies 
Zurn  Industries 

17.9      355  16.6 
17.9      357  10.8 

I  7  9        157       1  5  8 

I I  .y        oj/  1.7.0 

17.9      359  18.4 
17.9      360  18.0 

12.1      427  1 
14.3  281 

12.5  402 

12.6  393  1 
12.8      377  1 

Chubb 

American  General 
Scott  &  Fetzer 
Mobil 

Moore  Corp 

19.0       297  15.6 
19.0       298  15.7 

1 0  n         9QR       1  s  1 

18.9      300  18.4 
18.9      301  18.2 

17.6  147  15.0 
15.3        227  14.4 

1  -i  9          916     1  1  A 

1  J.Z                —  71'        1  l.O 

13.7  308  13.4 
15.1       237  15.3 

Anheuser-Busch  Cos 
Thiokol 

1   i-titral  Till  A  Utile 

Nabisco  Brands 
Marsh  Supermarkets 

17.8      361  20.0 
17.8      362  14.8 
1  7  R        161       1  R  4 

1  /  .0          JDJ  10.*+ 

17.8      364  18.8 
17.7      365  20.0 

10.8      523  1 
13.1      355  1 
7.7  784 

1 

10.5      555  1 

General  Mills 
Marathon  Oil 

wl  11*  1*11   1 1 1 M  I  U  11 1 1  1 1 1 

So  Natural  Resources 
Whirlpool 

18  9       302  20.1 
18.8       303  18.9 

lO.O           Jlrl  17.t 

18.8       305  19.2 
18.8       305  19.7 

14.4        276  15.5 
11.7       453  11.7 
1^9         1 14  168 

1  J.  L,                —  7°+  1U.O 

10.7        536  11.3 
16.6        177  18.2 

R  H  Macy 
Raychem 

f  in  hi  Alum  £7    1  rii-ni 

rvdiscr  Aiuiii  ol  v.  lit  111 
Marriott 

Texas  Gas  Transom 

17.7      366  18.9 
17.7      367  16.7 
1  7  7        168       1  1  6 
17.7      369  24.5 
17.6      370  21.9 

12.0      428  1 
16.3      188  1 
10.3  572 
9.4      658  1 
9.7      638  1 

Athlone  Industries 
Johnson  Controls 

Turnmtph  Pn  > H  1 1 i- 1  c 

Union  Oil  California 
United  Telecom 

18.8       307  24.7 
18.8       308  14.7 
1 R  7        10.0      1  o  n 

lO./               JU7  17.U 

18.7       310  21.1 
18.7      310  21.5 

10.0       598  13.6 
15.5        215  11.6 
1 Q  7         110  ion 

13.0       361  14.8 
8.1       753  8.9 

Walgreen 
Wheelabrator-Frye 
Foremost-  A^cKesson 
Witco  Chemical 
First  City  Bancorp 

17.6      371  19.5 
17.6      372  13.2 
1 7  6        171       16  1 
17.5      374  14.0 
17.5      375  20.7 

12.6      396  1 
14.0  295 
1 0  8      533  1 
11.9  438 
16.2      189  1 

MCA 

Nordstrom 
Texas  Eastern 
Transco  Companies 

18.7       312  11.1 
1 R  7        111      16  9 

JO./                7  17 

18.7       313  19.1 
18.7       315  19.3 
18.7      315  20.3 

17.1        164  10.2 
1  }            19ft    1  n  4 

13.3       338    11  6 
9.7        636  111 
7.6       789  8.5 

Amer  Medical  Intl 
Stanadyne 
Hannaford  Bros 
Ogden 

Cessna  Aircraft 

'  17.5      376  19.2 
1  7  -1        177       1  8  6 
17.5      378  21.3 
17.4      379  16.1 
17.4      380  20.5 

10.7      537  1 
14.7      261  1 
10.1      588  1 
8.8  704 

14.5      268  1 

First  Intl  Bshs 
E-Systems 
Xerox 
Clorox 

18.6       317  20.6 
18.6       318  14.5 
18.6       318  17.5 
18.6       320  17.0 

14.9        245  15.8 
17.3        157  14.7 
15.7        207  15.1 
15.1        238  14.4 

Republic  of  Texas 
Baxter  Travenol  Labs 
Economics  Laboratory 
General  Foods 

17.4      381  18.1 
17.4      382  16.4 
17.4      382  15.6 
17.4      384  14.7 

14.3  283  1 

13.4  336  1 
13.6      315  1 
13.9      299  1 

*For  some  companies  (as  noted  in  the  individual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years. 
**Not  available;  not  ranked 

lo's  where  in  profitability 


Return  on  equity 

Return  on  capital 

Return  on  equity 

Return  on  capital 

ipany 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

Company 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

:dith 
se  Shoe 
cer  Oats 
i 

to  Energy 

17.4%    385  18.8% 
17.3      386  11.2 
17.3      387  17.5 
17.3      388  11.8 
17.3      389  35.5 

11.9%     436  12.5% 

15.2  233  9.2 

12.3  415  12.5 
13.8        301  9.9 

8.7        709  17.2 

American  Petrofina 
Stone  Container 
Delta  Air  Lines 
Ralston  Purina 
Black  &  Decker 

16.2%    449  15.2% 
16.2      449  20.6 
16.2      451  13.0 
16.2      451  15.4 
16.1       453  11.4 

11.4%   476  11.2% 
10.1      593  12.4 
9.1      687  8.0 
11.6      458  11.4 
13.3      339  9.5 

ed  States  Gypsum 
(America 
ey  Hubbell 
ma 

ness  Men's  Assur 

17.3      390  11.6 
17.2       391  13.1 
17.2       391  18.1 
17.2       391  9.3 
17.2       394  14.3 

12.4        408  9.0 
13.4        331  10.7 
16.7       173  16.9 

13.2  347  8.3 

15.3  230  14.7 

A  E  Staley  Mfg 
Wm  Wrigley  Jr 
Owens-Corning  Fbrgls 
K  mart 

Dean  Witter  Reynolds 

16.1      454     26  3 
16.1       455  13.5 
16.1       456  8.6 
16.0      457  9.9 
16.0      458     25  4 

11.3  487  19.3 

15.4  221  13.1 

12.4  406  6.7 
11.8      441  7.0 

16.5  180  25.6 

ht-Ridder  News 

on 

bury 

i  Homes 

ation 

17.2       395  16.5 
17.1       396  15.5 
17.1       396  16.0 
17.1       398  8.6 
17.1       399  15.7 

15.8        206  14.6 
14.0       294  12.3 
11.4        475  10.1 
15.4        223  8.1 
14.0       295  13.3 

Merrill  Lynch 
NICOR 
Gulf  United 
Empire 
Seafirst 

16.0      459  19.7 
16.0      459  15.3 
16.0      461  15.1 
15.9      462  7.9 
15.9      462  15.4 

13.6      319  16.3 
8.5      729  8.1 
13.1      352  11.5 
10.1      590  5.5 
14.3      279  13.3 

ident  Life  &  Acc 
ray  Food  Town 

CO 

elers 

s  Products 

17.1       399  14.1 
17.1       401  17.7 
17.1       402  16.1 
17.0       403  13.5 
17.0       404  5.3 

17.1  162  14.1 
10.9        512  10.7 
13.9        298  12.3 

16.2  194  13.3 
11.2        496  4.9 

Sterling  Drug 
Purolator 

Continental  Illinois 
Gerber  Products 
Raymond  Intl 

15.9      462  15.1 
15.9      465  25.8 
15.9      466  15.5 
15.9      466  17.0 
15.9      466  11.0 

14.3      281  13.3 

12.1  426  17.5 

13.2  341  12.2 

14.2  286  14.8 

12.3  412  9.5 

r 

is  Industries 
a 

rice  Foods 
art 

17.0       404  13.2 
17.0       406  14.0 
17.0      407  12.6 
17.0      408  17.5 
17.0      408  12.6 

13.1        352  10.7 

15.6  213  13.0 
11.5        472  9.4 

13.7  307  13.4 
14.3        277  11.2 

Consolidated  Foods 
Signal  Companies 
Stanley  Works 
SEDCO 
Georgia-Pacific 

15.9      469  17.1 
15.9      469  13.4 
15.9      471  14.2 
15.8      472  27.9 
15.8      473  9.1 

12.2      421  11.2 
11.7      455  11.4 
12.9      367  11.7 
9.9      616  16.8 
10.1      585  6.0 

ieinz 

ersal  Foods 

er  Daniels  Midland 

sway  Intl 

leco 

17.0      410  19.6 
17.0       411  15.8 
16.9      412  20.1 
16.9       413  13.3 
16.9       414  16.4 

13.1        355  15.2 
13.4        334  11.9 
12.9       367  15.4 
13.7        308  11.7 
9.9        624  9.3 

Brown  Group 
Michigan  National 
Beckman  Instruments 
Crocker  National 
Peoples  Drug  Stores 

15.7      474  17.3 
15.7      474  12.4 
15.7      476  12.3 
15.7      477  12.0 
15.7      477  16.3 

12.7  391  14.1 
12.5      403  10.0 
13.1      354  10.2 
11.3      482  9.5 

11.8  439  12.4 

unette  Inds 
lecticut  General 
&  Western  Inds 
ming-Ferris  inds 
:tte 

16.9       414  9.1 
16.8       416  15.2 
16.8       417  14.5 
16.8       418  20.3 
16.8       418  12.6 

12.4        411  6.9 
16.3        186  14.9 
9.0       696  9.8 
10.9        519  13.1 
12.7        389  9.7 

Central  Steel  &  Wire 
Echlin  Manufacturing 
Dart  &  Kraft 
Scovill 
Tyson  Foods 

15.7      479  19.3 
15.7      480  7.8 
15.6      481  14.9 
15.6      481  9.9 
15.6      483  4.7 

15.5  220  19.5 
12.2      421  7.8 
13.0      360  12.5 

11.6  457  8.8 
10.9      515  4.0 

CO 

[well  Intl 

e  Consolidated 

1 

malloy  American 

16.8       418  16.1 
16.8       421  17.1 
16.8       422  16.4 
16.7       423  13.4 
16.7       424  12.7 

10.4  562  10.2 

12.5  401  13.7 

10.6  545    11  4 
10.8        532  9.6 

9.6       643  8.5 

Butler  Manufacturing 

Morton-Norwich 

Texaco 

Industrial  National 
Midland-Ross 

15.6      484  10.9 
15.6      485  16.4 
15.6      486  18.6 
15.5      487  17.8 
15.5      488  11.3 

12.9      364  9.5 

11.4  474  11.9 

11.5  468  13.8 
10.5      548  10.7 
12.0     432  8.5 

Meyer 
ndustries 
Robertson 
:  Mills 
u  Pont 

16.7       425  14.3 
16.6       426  29.3 
16.6       427  23.8 
16.6      428  11.3 
16.6      428  15.8 

11.1        504  10.5 

12.7  386  21.6 

12.8  376  18.0 
14.8        253  10.6 
12.8       381  13.3 

Crane 

Moore  McCormack  Res 
Reeves  Brothers 
Gifford-Hill 
Minnesota  Gas 

15.5      489  13.2 
15.5      489  14.5 
15.5      489  17.5 
15.5      492  14.6 
15.5      493  14.2 

9.5      649  9.0 
9.1      689  8.1 
12.9      364  14.8 
11.3      490  10.6 
9.4      663  9.4 

rity  Pacific 
Basic  Inds 

rison-Knudsen 
it  Resources 

■ral  Signal 

16.6       430  16.7 
16.5      431  11.2 
16.5       432  14.7 
16.5      432  10.4 
16.5       434  16.9 

13.7       305  12.6 
10.9       515  5.4 
12.9       364  13.0 
9.5        651  6.3 
15.3        231  15.7 

George  A  Hormel 
Nash  Finch 
Pneumo 

Crown  Cork  &  Seal 
Yellow  Freight  System 

15.5      494  12.5 
15.4      495  13.9 
15.4      495  19.4 
15.4      497  10.1 
15.4      497  9.8 

13.7      311  11.3 
12.6      392  11.1 
11  0      509  10.8 
13.4      334  9.1 
11.2      494  6.8 

bland 

Kola 

IFE 

on  Jewelry 
Interstate 

16.4       435  16.5 
16.4       436  15.8 
16.4       437  14.8 
16.4       438  15.0 
16.3      439  15.9 

10.0  601  10.1 
14.6        264  13.3 

13.6  320  12.0 

13.7  311  12.1 

13.1  349  12.8 

W  R  Grace 
Heublein 

Joy  Manufacturing 
Northwest  Bancorp 
Kroger 

15.3      499  19.3 
15.3      500  17.7 
15.3      500  20.3 
15.3      502  14.0 
15.3      503  15.3 

10.6      543  12.0 
11.3      482  13.3 
13.2      346  17.0 
11.9      437  10.8 
10.6      540  10.5 

n  Industries 
lison  Mfg 
rban  Propane  Gas 
e  Inc 

e's  Companies 

16.3       440  27.5 
16.3       441  16.2 
16.3       442  17.1 
16.2       443  11.3 
16.2       444  10.1 

11.5        466  20.2 
13.8        300  14.0 
9.9        609  10.6 

12.7  384  9.0 

12.8  381  8.8 

Seaboard  Allied  Milling 
DEKALB  AgResearch 
Weyerhaeuser 
Kidde 
Ball  Corp 

15.3      503  11.8 
15.3      505  10.8 
15.3      506  7.6 
15.3      507  15.1 
15.3      508  14.7 

10.8      526  8.5 

11.8  441  8.4 

10.9  519  6.3 
9.9      620  10.1 

10.3      576  8.7 

i  Save 
York  Times 
rus-Erie 
Investing 

16.2       444  12.3 
16.2       446  18.6 
16.2       447  9.6 
16.2       447  12.5 

12.0       428  8.6 
14.2        289  15.1 
12.8       375  8.3 
9.1       685  8.3 

Warnaco 

Wells  Fargo 

Amer  Hospital  Supply 

R  R  Donnelley  &  Sons 

15.3      508  19.1 
15.2      510  13.8 
15.2      511  14.5 
15.2      511  14.7 

10.5      546  13.7 

11.7  449  10.6 

12.8  371  12.6 
13.5      323  12.9 

some  companies  (as  noted  in  the  individual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years. 
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Return  on  capital 

Return  on  equity 

Return  on  capita 

Company 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

Company 

latest 
5-year  12 
average*  rank  months 

latet 

5-year  12 
average*  rank  in  on 

TECO  Energy 
First  Bank  System 
Alleghany 
Westvaco 
Honeywell 

15.2%    513  16.9% 
15.1       514  13.9 
15.1       515  17.4 
15.1       515  16.0 
15.1       517  15.1 

6.8%     843  7.3% 
12.5        404  11.3 

13.2  343  11.9 

10.3  577  11.0 
11.7        449  11.6 

Pittsburgh  National 
Timken 
Waldbaum 
PPG  Industries 
Indianapolis  Pwr  &  Lt 

143%   577  148% 
14.2      578  12.7 
14.2     578  136 
14.2      580  155 
142      581      11  9 

134%     332  13. 
132       341  11. 

97       636  8 
10.6       541  11. 

6.9      836  6. 

Flickinger 
Deere 

Westinghouse  Electric 
Ruddick 
Campbell  Soup 

15.1       518  16.3 
15.0       519  10.8 
15.0       520  17.4 
15.0       521  15.1 
15.0       522  13.6 

12.5  400  12.9 
11.9       434  8.8 
12.8        379  15.4 
10.1        592  9.6 

13.6  318  11.7 

Public  Service  Indiana 

Southern  Railway 

Thriftimart 

First  Natl  Supermkts 

Colgate-Palmolive 

14.2      581  12.2 
14.2      583  156 
14.2      583  130 
14.2     585  132 
14.1     586  13.2 

7.2       815  6. 

8.0       758  8. 
11.8       445  11. 
10.2       578  8. 
12.2       424  10. 

J  P  Morgan 
Rexnord 
Giant  Food 
Louisiana-Pacific 
Fieldcrest  Mills 

15.0       522  13.5 
15.0       524  9.9 
15.0       525  9.2 
15.0       526  4.7 
14.9       527  8.8 

12.8        379  12.1 
12.2       416  7.5 
9.7        638  6.5 
9.9        620  3.6 
10.8        525  7.0 

Brooklyn  Union  Gas 
Intl  Multifoods 
Knudsen 

Houston  Industries 
Liquid  Air 

14.1      587  155 
14  1      587  150 
14  1      589  171 
14  1      590  136 
14  1      591  132 

8.2       742  9. 

10.4       559  10. 
8.6       714  9 
7.6       794  7 

103       574  9 

McCormick 

Ingersoll-Rand 

Eaton 

North  Amer  Philips 
Maryland  Cup 

14.9       527  15.6 
14.9       529  15.1 
14.9       530  8.1 
14.9      531  16.4 
14.9       532  15.5 

11.3        488  10.7 
11.1        502  10.2 

10.1  597  7.0 

10.2  579  10.7 
10.5        552  11.1 

Allied  Maintenance 

Foxboro 

Wachovia 

Avery  International 
Girard 

14  1      592  16.4 
14.1      592  11.7 
14.1      592  14.7 
14.1      595  12.7 
14.0      596  14.8 

137       311  15 
12.8       370  10 
134       333  14 
10.3       570  9 
107       537  11 

Arvin  Industries 
Corning  Glass  Works 
Rainier  Bancorp 
Mercantile  Stores 
Lone  Star  Industries 

14.9       533  10.6 
14.9       533  13.1 
14.9       533  14.0 
14.8      536  15.8 
14.8       537  11.8 

9.7        633  7.9 

12.6  397  111 
13.2       343  12.3 

11.7  449  12.3 
9.9       609  7.8 

Seagram 
Texas  Utilities 
Figgie  International 
Squibb 
Union  Pacific 

140      597  250 
14.0      598  162 
14.0      599  153 
140      599  11.5 
14.0      599  137 

10.7       539  18 
7.7       783  8 
8.0       758  8 

10.9       514  9 
9.2       678  8 

Purex  Industries 
Mercantile  Bancorp 
Wetterau 

Federated  Dept  Stores 
Bankers  Trust  N  Y 

14.8       538  14.1 
14.7       539  14.6 
14.7       539  8.1 
14.7       541  13.7 
14.7       542  17.2 

11.3  490  11.4 
11.5        472  11.6 

11.5  465  6.2 

12.4  409  10.8 

11.6  463  13.8 

Sperry 

Modern  Merchandising 
Potlatch 
Champion  Intl 
Norton  Simon 

140     602  9.4 
14.0      603  56 
14.0      603  6.9 
14.0     605  8.0 
14.0     605  11.3 

10.4       558  6 
9  3       669  5 
99       625  5 
8.7       711  5 
94       661  7 

Gt  Northern  Nekoosa 

Copperweld 

Interco 

Masonite 

Signode 

14.7       543  13.6 
14.7       544  21.8 
14.7       544  14.0 
14.6       546  10.2 
14.6       546  10.2 

10.5        553  9.7 
10.8        523  15.5 
13.0       358  11.3 
12.7        389  9.0 
12.3        414  8.6 

Kerr-McGee 
Easco 

Cities  Service 
Thrifty  Corp 
Continental  Group 

14.0      607  14.6 
139     608  16.9 
139     609  12.9 
139     609  16.4 
139     611  17.4 

9.9       612  9 
9  6       645  11 
97       631  8 
10.4       564  12 
99       620  11 

Eagle-Picher  Inds 
Peoples  Energy 
Coastal  Corp 
Becton,  Dickinson 
Central  &  South  West 

14.6       548  10.2 
14.6      548  13.7 
14.6      550  def 
14.6      551  14.9 
14.6       551  14.8 

11.5        469  7.6 
8.1        753  8.2 
7.9        773  3.7 

12.4        407  13.1 
7.4        799  7.4 

Cummins  Engine 
Greyhound 
May  Dept  Stores 
Godfrey 

North  American  Coal 

139      611  205 
13.9      611  16.2 
13  9      611  138 
139      615  11.8 
139     616  45 

10.1       585  13 
10.1       593  11 
9  4       660  9 
94       665  7 
6.5       868  3 

General  Dynamics 
Penn  Traffic 
RCA 

American  Greetings 
Newmont  Mining 

14.6       551  14.4 
14.6       554  11.1 
14.6       554  0.1 
14.6       556  13.5 
14.6      556  11.6 

11.3  492  10.1 
11.6       458  8.5 

10.8  529  3.8 

10.9  512  9.6 

10.4  562  9.0 

Gould 

National  Gypsum 
Union  Carbide 
Borg-Warner 
Jefferson-Pilot 

139      617  9.9 
139     617  92 
139      617  137 
138     620  134 
138     620  12.7 

105       548  8 
105       547  7 
9.8       627  9 
12.6       398  12 
137       311  12 

Zale 

Continental  Corp 
Fischbach 
National  City 
NCNB 

14.6       556  15.9 
14.6       559  7.7 
14.6       559  16.9 
14.5       561  10.4 
14.5       561  14.2 

12.8  371  14.5 
13.5        324  7.5 
11.5        466  13.6 

14.9  245  9.4 
10.4        565  10.8 

Norfolk  &  Western  Ry 
Pacific  Lighting 
Amer  Natl  Resources 
Bergen  Brunswig 
AMAX 

13  8     622      17  5 
13.8      623  17.7 
138      624  14.5 
138      624  21.2 
13-8      626  11.4 

8.5       724  11 
7.7       782  9 
7.3       810  7 
11  1        504  17 
105       555  8 

Ferro 

Ampco-Pittsburgh 
Ex-Cell-O 
Barnett  Banks  Fla 
Culbro 

14.5       563  9.2 
14  5       564  15.8 
14.5       564  14.6 
14.5       566  15.9 
14.5       566  81.6 

12.8        378  7.8 
12.8        371  13.4 
13.2        347  12.3 
11.8        439  13.4 
9.3        672  37.7 

Alexander  &  Baldwin 
Consol  Natural  Gas 
Super  Food  Services 
Walter  E  Heller  Intl 
Riegel  Textile 

137      627  108 
137      628  152 
137      629  82 
137      630  12.9 
13.7      631  130 

99       620  7 
8  1       750  8 
9.6       648  7 
7.3       805  7 
100       600  9 

Levitz  Furniture 
Irving  Bank 
General  Tel  &  Elec 
Manufacturers  Hanover 
International  Paper 

14.5       568  9.7 
14.5       569  16.8 
14.4       570  14.3 
14.4       571  14.1 
14.4       572     11  9 

9.6        647  7.1 

11.2  496  13.0 
7.1       824  6.7 

11.3  481  11.2 
10.0       601  8.8 

Arizona  Public  Service 
Capital  Holding 
Jewel  Companies 
Acme-Cleveland 
Gulf  Oil 

•  137      632  139 
137      632  137 
137      632  18.8 
137      635  91 
135      636  12.8 

7.9       769  7 
13  5      326  13 

87       712  10 
104       559  7 
11  2       495  10 

NVF 

Harcourt  Brace  Jovan 
Continental  Tel 
Citicorp 

14.4       573  11.6 
14.3       574  13.5 
14.3       575  14.5 
14.3       576  10.6 

11.9       433  8.1 
10.2        584  9.4 
7.1        826  7.0 
9.8       628  7.1 

Carson  Pirie  Scott 
Wisconsin  Public  Svc 
FMC 

Quaker  State  Oil 

135      637  159 
135      637  12.8 
135      639  9.8 
135      640      11  4 

8.6       720  7 
6.9       838  6 
9.8       629  7 
9.2       678  8 

*For  some  companies  (as  noted  in  the  individual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years. 

o's  where  in  profitability 


Return  on  equity 

Return  on  capital 

Return  on  equity 

Return  on  capital 

>any 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

Company 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

a 

deal  New  York 
nonweal  th  Energy 
Union  Bancorp 
auf 

13.4%    641  10.3% 
13.4       641  16.5 
13.4       643  10.7 
13.4       643  13.7 
13.4      645  '6.7 

9.5%     654  6.4% 
9.9        619  12.0 
6.7        855  5.6 
12.2        418  12.9 
8.6        721  5.2 

Amfac 

Chase  Manhattan 
Florida  Power  &  Lt 
Revere  Copper 
Amer  Hoist  &  Derrick 

12.7%    705  12.8% 
12.7      706  14.1 
12.7      706  10.3 
12.6      708  95 
12.6      709  110 

8.0%     761  8.1% 
9.4       661  9.7 
6.4       879  5.3 
6.9       837  6.9 
9.2       681  8.4 

Equipment 
nbia  Gas  System 
Island  Lighting 
England  Electric 
Industries 

13.4       646  7.9 
13.4       646  14.2 
13.4       646  13.8 
13.4       646  14.6 
13.4       650  1.6 

10.5        553  6.8 
7.3        807  8.1 
8.1        756  9.0 
6.5       866  6.8 
9.9       616  1.7 

Champion  Spark  Plug 
Cleveland  Elec  Ilium 
St  Regis  Paper 
National  Tea 
ACF  Industries 

12.6      710  6.5 
12.6      710  12.5 
12.6      710  12.8 
12.6      713  9.2 
12.6      714  8.0 

11.8       448  6.5 
7.2       817  7.1 
9.1       689  8.9 
8.5       725  6.5 
7.1       820  51 

land  National 
ay  Stores 

on 

Power 

13.4       651  15.0 
13.4       651  10.2 
13.4      651  13.2 
13.3       654  7.7 
13.3      655  13.9 

11.0  508  12.1 
8.6        716  6.9 

10.8        531  10.0 

11.1  506  6.7 
7.1        822  7.2 

Allied  Corp 
Peavey 
Walt  Disney 
Imperial  Corp  of  Am 
Bank  of  New  York 

12  6      714  20.6 
12.6      714  148 
12.6      717  11.2 
12.5      718  def 
125      719  12.7 

8.2       742  12.6 
94       665  106 
11.4       479  10.4 
11.1       506  0.9 
11  3       489     12  0 

Group 

least  Banking 
ican  Natl  Ins 
raw-Edison 
in  ah  Foods 

13.3       656  11.4 
13.3       656  15.2 
13.2      658  10.9 
13.2      658  11.8 
13.2       660  43.8 

9.4        667  8.4 
10.0        606  11.5 
13.2       343  10.8 
12.2        418  9.5 

9.0       691  26.0 

Federal  Paper  Board 
So  New  England  Tel 
Anchor  Hocking 
Gulf  States  Utils 
Middle  South  Utils 

12.5      720  156 
12  5      721  16.2 
12.5      722  10.1 
125      722  14.3 
12.5      724  135 

7.6       795  8.6 
7.0       830  8.1 
9.6       643  8.0 

6.4  876  7.3 

6.5  865  7.2 

:1 

rick  &  Herrud 
tobins 
tearle 
de  Gas 

13.2      661  def 
13.2      662  1.3 
13.2       662  9.9 
13.2       664  15.6 
13.2       665  11.1 

13.5        326  2.6 
9.5        656  3.1 
11.4       476  9.4 
10.4        565  13.4 
7.3        811  6.7 

Berkshire  Hathaway 

NBD  Bancorp 

Dorsey 

Magic  Chef 

Penn  Power  &  Light 

12.4      725  97 
12.4      726  10.6 
12.4      727  10.0 
12.4      727  13.6 
12.4      729  12.3 

10.9       521  9.3 
11.2       498  9.7 

8.6       719  7.8 
109       521  9.4 

6.8       841  6.3 

ese 

ilds  Metals 
ay  Inns 

ican  Tel  &  Tel 

13.1       666  13.3 
13.1       666  18.3 
13.1       668  10.8 
13.1       669  16.8 
13.1       670  13.0 

8.9        703  9.4 
10.5        550  11.6 
7.7        784  6.8 
9.9        609  11.8 
7.5        797  j^.5 

Northwestern  Steel 
Carolina  Pwr  &  Lt 
National  Distillers 
N  Y  State  Elec  &  Gas 
ARA  Services 

12.3      730  10.8 
123      731  137 
123      731  12.6 
123      731  12.1 
123      734  9.5 

12.2       421  10.6 
6.5       866  6.8 
99       616  10.0 
7.1       827  7.0 
94       658  7.3 

In  National 
a  Power 

0 

eld-Zodys 

s  Power  &  Light 

13.1       671  10.7 
13.1       672  14.6 
13.1       673  14.1 
13.1       673  5.4 
13.0       675  13.2 

11.6        464  ^0 
6.3        880  6.6 
9.8        630  10.6 
7.0        832  4.5 
6.8        840  6.8 

Southwest  Forest  Inds 
Royal  Crown  Cos 
Amerace 
Amstar 

Allegheny  Int'l 

12.3      734  5.6 
12.3      736  11.5 
123      737  99 
12.3      738  25.3 
12.3      739  10.6 

8.5       725  5.7 
10.1       589  8.6 
7.7       780  6.7 
92       675  18.8 
7.4       801  7.4 

al  Co 

ates  Power 
tnsin  Pwr  &  Lt 
nercial  Metals 
des 

13.0       676  9.5 
13.0       676  13.7 
13.0       678  14.6 
13.0       679  11.3 
13.0       679  12.2 

11.6       462  8.6 
6.4        875  6.5 
6.7        848  7.0 
10.4        561  9.4 
10.0       607  9.3 

Stop  &  Shop 
Tiger  International 
Interpace 
Pacific  Pwr  &  Lt 
Longview  Fibre 

12.2      740  11.4 
12.2      740  5.3 
12.2      742  9.6 
12.2      742  13.4 
12.2      744  2.7 

7.6       787  8.1 
5.9       906      3  9 
8.3       738  7.6 
6.8       842  7.0 
11.0       510  2.5 

Mat  1  Boston 
wait 

rt-Warner 
tOITBANK 

:rs 

13.0       681  14.9 
13.0       682  9.0 
13.0       682  9.6 
13.0       684  10.4 
13.0       685  6.8 

9.2  674  10.7 

9.3  669  6.9 
12.8       381  9.4 
12.2       416  9.8 
10.0        604  5.6 

UMC  Industries 
Rose's  Stores 
Kaiser  Steel 
So  Carolina  E  &  G 
General  Motors 

12.1      745  103 
12.1      746  11.0 
12  1      747  9.5 
12.1      748  13.2 
12.1      749  1.7 

10.1       590  7.3 
10.9       515  9.8 
8.3       737  7.4 
6.2       887  6.4 
111       500  1.9 

y  Natl  Ins  Hid 
shold  Intl 
nal  Can 

1  Stores 

mnell  Douglas 

13.0       685  13.2 
12.9       687  7.4 
12.9       687  10.8 
12.9       689  11.3 
12.9      690  11.9 

12.9       369  13.2 
6.4        876  4.6 
9.2        676  7.9 
9.1        682  7.9 

12.6        393  11.8 

Mellon  National 
Anderson,  Clayton 
Southern  Calif  Edison 
Warner-Lambert 
J  C  Penney 

12.1      750      1 2.1 
120      751  12.3 
12.0      751  133 
12.0      753  0.7 
12.0      754  12.9 

10.4       557  10.4 
11.4       476  12.3 
7.2       814  79 
93       669      1  5 
99       614  9.3 

Central 

Cascade 
ington  National 
to 

12.9       691  12.7 
12.9       691  15.6 
12.9       693  9.4 
12.9       694  13.1 
12.9      695  12.4 

9.1        686  8.9 
7.7       778  8.8 
9.4        663  6.4 
11.3        482  11.8 
10.3        572  10.2 

Carter  Hawley  Hale 
Gt  Western  Financial 
Lane  Bryant 
Consumers  Power 
Union  Electric 

11  9      755  90 
11  9      756  1.3 
11.9      756  119 
11.9      758  12.6 
11.9      759  11.3 

7.6       791  56 
111       501  2.3 
10.1       585  10.0 
6.2       889  6.2 
6.2       886  5.7 

nnati  G  &  E 
11  Brothers 
:am 

is  Power 
) 

12.8       696  11.3 
12.8       696  14.7 
12.8      698  11.2 
12.8      699  12.9 
12.8       700  4.8 

7.0       832  6.5 
10.8        526  11.2 
10.3        574  8.7 
6.8        839  6.9 
7.0        829  4.0 

Philadelphia  Natl 

Atlanta  Gas  Light 

WICOR 

F  W  Woolworth 

Central  111  Pub  Svc 

11.8      760  10.6 
11.8     761  9.0 
118      761  10.0 
11  8      763  8.7 
11.8      764  11.0 

9.3  673      8  7 
6.6       861       :  6 

8.5      729  6.9 

6.4  372  58 

&  Haas 
n 

/alter 

ican  Cyanamid 

12.8       700  12.9 
12.8       702  12.4 
12.8       703  2.7 
12.7       704  12.5 

9.7        633  10.1 
9.7        638  9.1 
8.2        744  3.2 
9.7        632  9.6 

West  Point-Pepperell 
Consolidated  Edison 
Hammermill  Paper 
Wisconsin  Elec  Power 

11.8      764  12.1 
11.8      766      13  5 
11.8      766  134 
118      766  11.3 

95      653  9.8 
6  6       857  7.5 
7.7       781  8.7 
6.6       864  59 

Dme  companies  (as  noted  in  the  individual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years, 
available;  not  ranked    def:  deficit. 

Who's  where  in  profitability 


Return  on  equity        Return  on  capital 

Return  on  equity 

Return  on  capit; 

Company 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

Company- 

latest 
5-year  12 
average*  rank  months 

latt 

5-year  12 
average*  rank  moi 

BanC  a!  Tn-Stau 
Baltimore  Gas  &  Elec 
First  Wisconsin 
H  K  Porter 
Potomac  Elec  Power 

11.7%    769  6.0% 
11.7       770  12.4 
11.7       771  13.3 
11.7       772  3.5 
11.7       772     12  4 

9.0%     69.8  5.3% 
6.7       852  6.8 
9.4       667  11.1 
9.1       687  5.0 
6.7        852  6.7 

Sears  Roebuck 
IC  Industries 
Del  E  Webb 
AUied  Van  Lines 
Nationwide 

10.6%  833  6.6% 
10.6     834  11.0 
105     835  92 
10.5      836  19.0 
10.4     837  8.2 

9-0%     693  5 
65       869  ( 
92       676  I 
7.9       773  12 
106       543  8 

Dravo 

Allegheny  Power 
Owens-Illinois 
Santa  Fe  Industries 
First  Boston 

11.6       774  7.1 
11.6       775  13.9 
11.6       776  12.6 
11.6       777  12.6 
11.6       778  14.1 

10.4       565  6.9 
6.3        885  7.3 
8.0       763  8.4 
8.0       763  8.5 

11.8        443  14.6 

Diamond  Intl 
Manville 

Dillard  Dept  Stores 
Gas  Service 
Brunswick 

10  4      838       6  h 
104     838  35 
10.4      840  134 
10.4      840  8.5 
10.4      842  12.6 

90       693  5 
8.2       741  -i 
6.8  843 
6.2       891  < 
8.1       756  J 

Niagara  Mohawk  Power 
Hanna  Mining 
Pacific  Gas  &  Elec 
H  F  Ahmanson 
SCM 

11.6       778  13.2 
11.6      780  12.5 
11.6      781  11.4 
11.6      782  def 
11.5      783  10.1 

6.7        846  7.5 
10.3        570  10.9 

7.4        800  7.4 
10.0       607  0.9 

8.6       716  7.8 

Detroit  Edison 
Commonwealth  Edison 
Adolph  Coors 
Di  Giorgio 

Armstrong  World  Inds 

10.3      843  119 
103      844  11.7 
103      845  62 
103      845  92 
10.2      847  9.8 

58       910  ( 
58       907  < 
9.6       646  ' 

7.4  801  ( 

8.5  727  f 

Bemis 

Manufacturers  National 

Toledo  Edison 

AMF 

Scott  Paper 

11.5       784  9.8 
11.5       784  2.5 
11.5       786  11.3 
11  4       787  3.7 
11.4       788  10.3 

8.2  747  7.3 
9.9       615  2.7 
7.0       835  7.3 

8.3  734  3.6 
8.5       722  8.0 

Kerr  Glass  Mfg 
Ohio  Edison 
Phila  Electric 
Allis-Chalmers 
Kansas  City  Pwr  &  Lt 

10.2      848  98 
10.2      848      11  3 
10  2      848  11.4 
10.2      851  29 
10  2      852  100 

7.9  771 
61       892  j 
5.8       908  ( 
8.3  738 
5  4  925 

McDermott 
Utah  Power  &  Light 
Pub  Svc  Elec  &  Gas 
National  Fuel  Gas 
Fleetwood  Enterprises 

11.4       789  13.3 
11.4       790  13.7 
11.3       791  10.2 
11.3       792  14.0 
11.3       793  6.5 

8.9        701  8.6 

7.1  824  7.9 
6.3       883  5.9 

7.2  813  8.3 
1 1  3        482  6.4 

Central  Soya 
Dynalectron 
PennCorp  Financial 
Robertshaw  Controls 
Libbey-Owens-Ford 

102      853  6.7 
10.2      854  209 
10.1      855  25 
101      856  92 
10.1      857  18 

8.1       753  ( 
8.6       718  11 
95  651 
82  748 
90  693 

NLT 

Roper  Corp 
Zayre 

Pac  Gamble  Robinson 
AmeriTrust 

11.3       794  10.9 
11.3       795  9.7 
11.3       796  13.5 
11.3       797  10.1 
11.2       798  10.3 

11.0       511  10.5 
8.1        750  7.5 
7.5        796  8.9 
8.8        707  7.4 

11.2        493  10.3 

Hart  Schaffner  &  Marx 
Amer  Maize-Products 
Public  Service  Colo 
Burroughs 
Castle  &  Cooke 

10.0     858  111 
10.0     859  114 
10.0      859  12.7 
10.0      861  0.8 
10.0      862  7.0 

8.8  706 

7.8  776  1 
59  902 

8.9  699 

76       788  1 

Boston  Edison 
Kaufman  &  Broad 
GATX 

Montana  Power 
Delmarva  Power  &  Lt 

11.2       798  15.7 
11.2      798  6.7 
11.2      801  12.9 
11.2      801  13.9 
11  2      803  10.5 

5.5        917  6.2 

8.5  728  5.2 
5.1        935  5.6 
6.7        851  8.0 

6.6  859  6.3 

Va  Electric  &  Power 
Cluett,  Peabody 
First  Charter  FinI 

Ceco 

Northeast  Utilities 

99      863  100 
9.9     864  10.1 
99     865  def 
99      866      12  2 
99     866  10.0 

2       890  < 

8.4  731 
95  654 
8.2  745 
5.7  912 

San  Diego  Gas  &  Elec 
Louisville  Gas  &  Elec 
Pueblo  International 
Cyclops 

Collins  &  Aikman 

11.2      803  14.1 
11  2      805  14.1 
11.1       806  7.3 
11.0      807  16.2 
11  0       808  9.4 

7.4       801  8.5 

6.0  897  6.6 
7.7        784  6.4 
8.2        740  11.7 

9.1  683  7.3 

Control  Data 
Hoover 
Paine  Webber 
Dan  River 
Duquesne  Light 

9.8     868  106 
98      869  def 
9"      870  90 
9.7     871  7.5 
9"      872  112 

81  750 
7.9       767  < 
8"  713 
7.0  832 
58  909 

Northern  Trust 
Rochester  Gas  &  Elec 
American  Elec  Power 
Intl  Tel  &  Tel 
American  Can 

11.0       808  11.6 
11.0       808  12.9 
11.0       811  10.6 
11.0      811  9.2 
10.9       813  7.2 

9.7        633  10.9 
6.6       857  7.4 
6.6       861  62 
8.9       702  8.2 
7  6       789  5.0 

Toro 

No  Indiana  Pub  Svc 
Goodyear 
First  Chicago 
Memorex 

9  6      873  def 
9.6     874  9.8 
9.6     875  92 
9.5      876  7.7 
95      877  def 

-  5       650  < 

5.4  923 

7.5  798 
7.9  765 

8.2       749  ( 

Crown  Zellerbach 
Sybron 

Equitable  of  Iowa 

•ma  Gas  &  Elec 

Stiaw  bridge  &  Clothier 

10.9      813  6.5 
10.9       813  9.4 
10.9       816  8.6 
10.9       817  10.9 
10.8       818  10.6 

7.9       769  5.0 
8.8        708  7.5 
9.7        638  7.3 
6.0        897  6.0 
8.3       734  8.2 

BancOhio 

Washington  Gas  Light 
Brockway  Glass 
Harris  Bankcorp 
Beneficial  Corp 

9-4      878      11  4 
9.4      879  103 
93      880  8.3 
9  3      880       "  5 
93      882  def 

88       705  1 
5.7  912 
-4  804 

8.5  722 
5.7  915 

Southern  Company 
Dayton  Power  &  Light 
Skyline 

Williams  Companies 
Monsanto 

10.8       819  11.6 
10.8       820  13.8 
10.8      821  5.9 
10.8      822  14.2 
10.8      823  10.8 

5.5        921  5.7 

6.8  843  7.7 
10.7       534  5.8 

6.7        846  8.4 

7.9  772  7.6 

CSX 

Perini 

A  O  Smith 

Polaroid 

CFS  Continental 

93     883      1 1  3 
93     883  16.9 
9.2      885  6.5 
9.2      886  6.3 
9.2      887  135 

*  * 

7.2  812  1 

7.3  805 
91  683 
7.0  828 

Genl  Tire  &  Rubber 
Grumman 
Hawaiian  Electric 
Zapata 
ASARCO 

10.8       824  12.9 
10.8       824  7.8 
10.7      826  10.3 
10.7       827  24.2 
10.7      828  4.2 

8.3  736  9.8 

8.4  733  6.0 
6.0        894  6.0 

6.6  863  11.9 

8.7  710  3.9 

Citizens  &  Sthm  Ga 
Cannon  Mills 
Kellwood 
UAL 

Associated  Dry  Goods 

9  2      887  16.4 
9  1      889  10.0 
9  0      890  4.1 
9.0      891       2  6 
9.0      892       9  4 

86       715  1 
9.0  691 
7.2  816 
4.6  947 
7.6  791 

Eastern  Gas  &  Fuel 
Central  Illinois  Lt 
Wickes  Companies 
Research-Cottrell 

10.7       829  12.0 
10.7      830  12.1 
830  3.4 
107       832  10.3 

6.6        859  7.2 
5.5        922  5.5 
8.4       731  4.9 
10.0       598  8.6 

Olin 

National-Standard 
Playboy  Enterprises 
Portland  Genl  Elec 

8.9      893  6.9 
8.8      894  10 
8.8     895  10.6 
8.7     896      12  9 

-1  822 

-.0  831 
-.9  767 
59  900 

'For  some  companies  (as  noted  in  the  individual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years. 
"Not  available;  not  ranked    def:  deficit. 

d's  where  in  profitability 


Return  on  equity 

Return  on  capital 

Return  on  equity 

Return  on  capital 

•any 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

Company 

latest 
5-year  12 
average*  rank  months 

latest 
5-year  12 
average*  rank  months 

OB 

5 

ake 

schfeger 
1  Steel 

8.6%    897  4.9% 
8.6       898  5.1 
8.6       899  16.1 
8.5       900  16.3 
8.4       901  7.0 

7.3%     807  3.9% 
6.6       856  6.1 

7.3  809  12.1 

6.4  873  10.7 
6.1        893  4.6 

Intl  Harvester 
Cook  United 
American  Airlines 
Eastern  Air  Lines 
Interstate  Bakeries 

4.1%   961  def 
4.1      962  3.0% 
4.0      963  def 
4.0      963  def 
4.0     965  def 

4.2%     953  0.1% 

4.1  957  3.7 
3.9       962  0.7 

4.2  954  0.4 
4.8       941  def 

igton  Northern 
igton  Inds 
in-teed 

<ullen  Grocery 
dson,  Lufkin 

8.4       902  10.5 
8.4       903  10.4 
8.3      904  def 
8.3       904  8.2 
8.3       906  15.5 

5.9        903  6.9 
6.7       ,849  7.9 
7.1        820  0.9 
7.9        775  7.9 
7.6       793  13.6 

Wheeling-Pitts  Steel 
Mohasco 
Bethlehem  Steel 
U  S  Industries 
United  Brands 

3.9     966  4.6 
3.9      967  4.0 
3.8      968  9.0 
35      969  def 
3.3      970       1  9 

3.6      968  36 
4.1       956  4.5 
3.8       965  7.4 
39       963  def 
3.5      969  2.6 

ly-Van  Camp 

cky  Utilities 

oodrich 

World 

an  Trucking 

8.2       907  8.3 
8.2       908  8.6 
8.0       909  7.5 
8.0       910  6.4 
8.0       911  def 

6.5        869  6.6 
5.3       927  5.7 
6.7        854  6.3 
5.0        938  5.3 
7.2        819  1.6 

M  Lowenstein 
Republic  Airlines 
Telecom 
Munford 
Scot  Lad  Foods 

3.1      971  10.6 
2.6      972  def 
2.4      973  def 
2.1      974  10.5 
1.9      975  11.8 

4.1       958  8.8 
6.3       881  def 
5.1       935  def 
3.6       967  6.8 
1.9       980  8.2 

Jatl  Mortgage 
r-Globe 
Group 

e  Midland  Banks 
lall  Field 

7.9      912  def 
7.6       913  17.5 
7.6       914  10.0 
7.6       915  9.8 
7.6       916  8.5 

4.3  952  3.9 
5.9        905  9.8 
5.5        917  6.9 

6.4  878  8.3 
6.3       882  6.2 

Macmillan 
Allied  Products 
Questor 
Alexander's 
Firestone 

1.7      976  39 
1.3      977  03 
1.3      978        1  1 
1.2      979  def 
0.4      980  7.0 

2.4  975  4.1 

2.7  972  2.2 

2.5  974  2.6 
2.3       976  def 

1.8  982  6.3 

is  Steel 

Pneumatic  Tool 
hold  Chemicals 
ilic  Steel 
tard  Marine 

7.6       917  8.1 
7.5       918  3.7 
7.5       919  9.8 
7.4       920  13.6 
7.4      921  9.6 

6.4  871  6.7 
7.7        778  4.5 
6.2        888  7.2 

5.5  920  9.0 
6.4        873  7.7 

Westmoreland  Coal 
Keystone  Consolidated 
General  Host 
Borman's 

Monfort  of  Colorado 

0.3      981  def 
0.3      982  5.2 
def     983  def 
def     984  def 
def     985  43.4 

1.8      -981  def 
1.6       983  4.7 
3.0       970  def 
1  9       979  def 
0.7       986  22.7 

ern  Pacific 
one 

r 

west  Airlines 
nal  Steel 

7.4      922  7.8 
7.3       923  def 
6.9       924  15.2 
6.9       925  2.3 
6.9      926  5.9 

5.2       932  5.2 
6.7        849  2.1 
5.7        916  8.7 
4.9        940  2.1 
5.0       939  3.9 

Jos  Schlitz  Brewing 
Gulf  Resources  &  Chem 
Continental  Airlines 
Talley  Industries 
Uniroyal 

def     986  def 
def     987  def 
def     988  def 
def     989  def 
del     990  8.0 

0.7       987  def 
2.9       971  def 
2.1       978  def 
2.6       973  def 
1.3       985  6.1 

teville 

attan  Industries 
s  Dodge 
pia  Brewing 
1  tar  Financial 

6.8      927  3.6 
6.7       928  17.2 
6.6       929  7.9 
6.6       930  0.8 
6.5      931  def 

5.9        900  3.6 
6.3        884  9.8 
5.1        934  5.8 
5.9        899  1.5 
8.9       700  def 

Vornado 

General  Refractories 
Jonathan  Logan 
Cal-Maine  Foods 
Great  Atl  &  Pac  Tea 

def     991  def 
def     992  def 
def     993  def 
def     994  def 
def     995  def 

0.2       990  del 
0.4       988  def 
def       995  def 
1.6       984  def 
def       994  def 

ral  Public  Utils 
>s  Mills 

0 

n  Associates 

6.4      932  1.5 
6.4       933  5.2 
6.4       934  27.6 
6.4       935  2.8 
6.3      936  def 

4.8  941  3.2 
5.7        912  5.0 
4.0       961  9.1 
4.6        948  3.6 

5.9  904  0.6 

AM  International 
Commonwealth  Oil  Rfg 
First  Pennsylvania 
American  Motors 
Envirotech 

def     996  def 
def     997  def 
def     998  def 
def     999  def 
def    1000  def 

def       998  def 
del       991  def 
def      992  def 
def     1005  def 
def     1003  def 

d  States  Steel 
flurphy 
rn  Air  Lines 
li  Radio 

[>s-Van  Heusen 

6.3       937  21.9 
6.2       938  7.9 
6.2      938  def 
6.1       940  7.0 
6.0       941  8.6 

5.2        931  15.2 
5.2        928  6.3 
4.8  ■     945  def 
5.5        917  5.6 
5.2       928  7.5 

Wilson  Foods 
Genesco 
McLouth  Steel 
GAF 

United  Merch  &  Mfrs 

def    1001  def 
def    1002  17.8 
def    1003  def 
def    1004  16.6 
def    1005  0.3 

def       997  def 
def      996  7.5 
def      999  def 
def     1000      8  3 
def     1004      1  4 

dale  Mills 
ican  Bakeries 
r  Foods 
trong  Rubber 
rama  Supermkts 

6.0       942  4.4 
5.9       943  def 
5.8       944  11.5 
5.8       945  14.3 
5.6       946  3.1 

5.8        911  4.2 
5.3        926  0.7 
4.8        944  7.1 
5.2        930  10.6 
6.0        896  3.7 

Seatrain  Lines 
Sambo's  Restaurants 
Penn-Dixie  Inds 
Chrysler 
Massey-Ferguson 

def    1006  NE 
def    1007  def 
def    1008  def 
def    1009  def 
def    1010  def 

2.3  976 
0.3       989  def 
def     1009  def 
def     1008  def 
del      1006  def 

Motor 

fin-Williams 
Si  Son 

rd  Hines  Lumber 
evens 

5.5       947  def 
5.4       948  12.5 
5.3       949  def 
5.3      949  def 
5.0      951  def 

5.1  933  def 

4.2  955  8.2 
6.0       895  def 
5.4       924  def 
4.8        946  def 

Braniff  Intl 
Goldblatt  Brothers 
Pantry  Pride 
Rath  Packing 
Allied  Supermarkets 

def    1011  def 
def    1012  def 
def    1013  def 
def    1014  def 
def    1015  NE 

def       993  def 
def     1010  def 
def     1002  def 
def     1007  def 
def     1001  194 

SOI 

-veil 

•rn  Union 
na 

i  Industries 

5.0      952  14.0 
5.0       953  5.2 
4.9       954  7.5 
4.8       955  4.6 
4.7       956  2.6 

4.8       943  11.7 

4.4  951  4.6 
5.0       937  6.0 
4.0        961  3.8 

4.5  950  3.8 

Bruno's 

Centl  Louisiana  Engy 
Dillingham 
Fuqua  Industries 
LTV 

37.7 

**  42.0 

5.7 
45.3 

•*  21.7 
4.0 

6.5 
194 

da  Inns 

.Millor 
i VI 11  It  1 

Brewing 
Si  Howell 

4.5      957  def 
4.3       958  7.0 
4  1       959  def 
4.1       960  8.1 

4.0       959  def 
4.6        948  6.2 
3.8        964  0.2 
3.8       965  6.9 

Peabody  Intl 
Richardson- Vicks 
Swift  Independent 

def 
18.4 
261 

def 
18.6 
11.2 

ome  companies  (as  no 
available;  not  ranked 

ed  in  the  individual  Yardsticks  tables)  the  average  return  is  for  less  than  five  years, 
def  deficit    NE:  negative  equity. 

How  they  rank,  long  and  short  term,  in  earnings-per-share  and  salej 
growth — and,  most  importantly,  who's  staying  ahead  of  inflation. 


Who's 
where  in 
growth 


Iies,  damned  lies  and  statistics,"  runs  the  old  say- 
I  ing,  and  nothing  shows  the  truth  of  it  more  than 
I  some  of  the  items  you  will  run  into  in  the  tables  on 
the  following  pages.  These  tables  track  the  record  of  1,023 
company  managements  in  achieving  sales  and  earnings 
growth.  Start  reading,  and  right  off  the  bat  you  run  into  a 
puzzler — Trans  World  Corp.'s  leading  all  the  rest  in  earn- 
ings-per-share growth.  Trans  World?  Yes,  because  .  .  . 

The  numbers  are  right  as  far  as  they  go,  but  they  may 
not  show  the  whole  picture  in  each  case.  In  our  calcula- 
tions we  use  an  average  of  earnings  during  the  period  1972- 
76  as  a  base  for  measuring  the  long-term  trend.  So  if  a 
company  had  deficits  in  one  or  more  of  those  years — Trans 
World  had  two  whoppers  back  to  back:  losses  of  $24 
million  in  1974  and  $86  million  in  1975 — the  road  back  to 
normal  profitability  would,  at  first  blush,  look  like  unusual- 
ly rapid  earnings  growth. 

Trans  World  had  been  down  so  far  for  so  long,  that  even 
in  these  difficult  days  for  airlines,  the  most  modest  of 
profits  made  it  look  comparatively  good  in  the  short  term. 
Its  latest  12-month  results  look  strong  when  compared 


with  its  average  earnings  per  share  in  the  years  1978-80. 

The  occasional  anomaly  aside,  the  tables  in  toto  dehve 
a  stern  reminder  that  inflation  continues  to  raise  hell  wit] 
reported  earnings.  Compare  each  company's  earnings-pen 
share  growth  with  the  five-year  average  annual  inflation 
rate  of  7.2%  (we  use  the  Department  of  Commerce'! 
"Implicit  Price  Deflator,"  as  stated  in  the  footnotes)  am 
you  discover  that  nearly  one  out  of  every  three  compa 
nies — 299  of  the  997  ranked— failed  to  keep  its  earning 
per  share  even  with  the  inflation  rate.  The  record  wa 
better  in  our  annual  report  one  year  ago,  when  274  out  o 
1,012  companies  failed  to  do  so.  Inflation  lives. 

Of  the  698  companies  that  did  keep  earnings  abreast  o 
inflation,  347  showed  greater  sales  growth  than  earning 
growth.  That  doesn't  necessarily  mean  there  is  somethinj 
wrong,  but  it's  a  signal  to  look  deeper  for  problems  liki 
dilution  or  price-cutting  to  hold  market  shares. 

A  substantial  number  of  the  companies  whose  earning; 
lagged  behind  the  inflation  rate  are — no  surprise — regulateq 
electric  and  gas  utilities.  For  those  companies,  at  least 
there  is  some  evidence  that  the  regulatory  climate  is  easing 


o's  where  in  growth 


Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

jany 

5 - v  t3  r              8  It  vs 
average*  rank  1978-80 

average*  rank  1978-80 

Company 

5-year             81t  vs 
average*  rank  1978-80 

5-year             8  It  vs 
average*  rank  1978-80 

|  World 

timart 

aco 

n  Industries 

161.8%      1  41.9% 

160.1  2  3.8 

144.2  3  50.2 
120.9        4  P-D 
111.2        5  146.3 

13.9%   547  21.3% 
6.4      947  16.0 
6.0      963  8.9 

42.0        19  54.1 
6.7      942  23.7 

Boise  Cascade 

Warner  Communications 

U  S  Home 

G  Heileman  Brewing 
Meredith 

31.6%    65  -18.4% 
31.6      66  23.4 
31.4      67  -32.4 
31.4      68  45.6 
31.3      69  48.6 

13.9%   546  12.3% 
22.4      150  67.8 

20.1  215  16.9 

28.2  84  49.3 
14.9      468  32.0 

d  Brands 
rts  Intl 

•u  of  America 
Executive 

110.4        6  265.0 
102.9        7  -52.2 
82.7        8  -97.3 
78.5        9  108.3 
78.1       10  91.6 

102.9         2  224.8 
10.1      794  20.1 
42.9        16  3.3 
45.6       13  58.2 
80.9         3  205.4 

Pitney  Bowes 
Nucor 
Superior  Oil 
Hilton  Hotels 
Shaklee 

31.3      70  -4.7 
31.1       71  -16.0 
31.0      72  87.4 
30.8      73  19.1 
30.7      74  36.7 

18.0      290  38.4 
24.5      115  29.3 
29.3        76  75.4 
6.7      941  15.2 
28.5        81  35.7 

al  Express 
dr 

taker 

n  Brunswig 
lild  Industries 

74.3       11  134.1 
68.5       12  14.1 
64.1       13  36.3 
63.5       14  64.6 
54.9      15  37.4 

56.9         6  133.6 
16.8      358  43.4 
11.1      724  48.4 
14.3      511  54.6 
26.1       99  74.6 

Worthington  Inds 
Big  V  Supermarkets 
Grumman 
Waste  Management 
Levi  Strauss 

30.7      75  46.7 
30.6      76  28.7 
30.5      77  -9.7 
30.4      78  64.1 
30.3      79  2.8 

28.7  79  86.1 

21.8  161  25.1 
7.3      924  21.9 

25.1      111  71.9 
21.0      181  33.1 

V  Industries 
ican  Airlines 

52.9       16  -40.9 
49.9       17  P-D 

48.6  18  10.5 
48.0       19  P-D 

47.7  20  P-D 

11.5  704  17.3 
21.3      173  -2.9 
14.1      525  16.0 
38.8        26  75.9 

14.6  492  24.9 

Cullum  Companies 
Toys  "R"  Us 
Raychem 

Service  Merchandise 
Dorchester  Gas 

30.3      80  49.8 
30.2      81  32.8 
30.1      82  31.6 
30.0      83  6.3 
30.0      84  23.4 

16.0  404  30.3 
26.2       98  37.8 

24.1  123  51.1 
37.6       31  33.7 
74.1         4  83.8 

Louisiana  Engy 
Laboratories 
ard  Oil  Ohio 
g 

ess  Men's  Assur 

47.0  21  97.1 

46.8  22  124.2 

45.9  23  66.1 

45.1  24  13.7 
44.4       25  10.2 

50.6         9  83.7 
46.0        12  164.5 
30.5        70  49.4 
16.8      354  31.6 
5.3      975  15.5 

Loews 
Intel 

SmithKline 

Bally  Manufacturing 

Parker  Drilling 

29.6      85  25.2 
29.5      86  -39.3 
29.4      87  41.9 
29.4      88  73.9 
29.4      89  89.7 

20.1      213  16.9 
38.7       27  26.4 
21.3      171  38.3 
27.3       90  85.3 
33.1       51  88.0 

yne 

)uter  Sciences 

chemical 

gra 

Y 

44.0       26  50.5 
43.9       27  -10.5 
42.0       28  19.7 
41.8       29  44.5 
41.5       30  105.0 

11.0      734  19.9 
20.6      196  33.1 
13.5      577  25.1 
11.3      709  135.2 
23.3      136  46.0 

American  Standard 
Geosource 
Penn  Central 
Baker  International 
Lear  Siegler 

29.1       90  6.2 
28.9      91  97.1 
28.9      92  122.4 
28.8      93  98.4 
28.8      94  17.0 

8.0      903  5.8 
28.4        82  108.6 
62.9         5  143.1 
33.6       48  76.6 
15.0      459  19.1 

on  Insurance 

nnati  Milacron 

'roducts 

ana 

ick 

39.6       31  37.3 
39.6      32  -15.5 
39.3      33  -2.1 
39.3       34  125.5 
39.2      35  22.1 

31.6        59  27.4 
12.6      631  23.6 
33.9       47  52.8 
40.8        20  50.0 
13.1      602  22.7 

Dillingham 

Old  Republic  Intl 

Scovill 

Data  General 

Dean  Foods 

28.7      95  15.5 
28.5      96  4.4 
28.2      97  -29.3 
28.0      98  -17.6 
28.0      99  57.2 

16.7      361  41.0 
21.6      168  0.3 
8.1      891  7.2 
42.2        18  43.4 
15.6      434  41.6 

>  Products 
t 

)'s 

nan  &  Broad 
ge  Technology 

37.8      36  -67.0 
37.8       37  20.8 
37.6       38  92.9 
37.6      39  -35.9 
37.4       40  50.3 

6.6      944  9.3 
24.1      121  50.3 
21.7      165  47.9 

8.3      882  5.4 
44.4        14  79.8 

Phibro 

Crum  &  Forster 

Kemper 

USF&G 

Supermarkets  General 

27.9     100  7.1 
27.8     101  22.1 
27.6     102  -1.1 
27.4     103  -23.8 
27.4     104  13.1 

33.4        49  59.7 
14.3      511  11.9 

22.2  154  51.5 
14.9      471  6.0 

10.3  777  19.9 

>n 

■  System 
ral  Instrument 
&  Trecker 

37.4       41  -14.6 

37.3  42  -40.5 
36.8       43  13.0 
36.6       44  38.5 

36.4  45  59.1 

39.1        23  38.7 
9.1      847  19.6 
20.6      194  34.4 
11.5      700  23.9 
19.3      240  38.0 

Entex 

Servicemaster  Inds 
Hanover  Insurance 
Natl  Medical  Entrprs 
Natl  Convenience  Strs 

27.2     105  18.6 
27.1     106  44.3 
27.1     107  37.5 
27.1     107  99.0 
27.0     109  45.8 

34.9       44  46.3 
24.2      118  39.1 
16.2      394  40.3 

42.7  17  160.9 

18.8  256  63.0 

mberger 

Aluminium 
er 

d  Energy  Resources 

35.4      46  69.2 
34.9      47  78.5 
34.8       48  -14.1 
34.6       49  -90.0 
34.3       50  57.4 

24.6  114  50.1 
50.8         8  80.3 
14.8      476  15.3 
31.8        57  37.4 

34.7  45  63.3 

Fuqua  Industries 
Foster  Wheeler 
Kelly  Services 
Centex 
Areata 

26.9     110  -58.2 
26.9     111  20.5 
26.8     112  27.3 
26.7     113  -26.1 
26.4     114  0.5 

32.5  53  -32.4 

13.6  565  5.9 
24.3      117  26.9 

21.7  162  9.6 

18.8  259  29.2 

Town  Stores 

tell  Energy  &  Dev 
hire  Hathaway 
>media 

34.3  51  50.7 
33.8       52  -12.7 
33.7      53  64.7 

33.4  54  26.0 
33.1       55  44.9 

31.5        62  31.5 
8.7      866  16.6 

38.7  29  87.8 
25.3      110  -0.1 

13.8  553  15.5 

E  F  Hutton  Group 
General  Re 
Pneumo 
Parsons 
Hughes  Tool 

26.2     115  46.8 
26.2     116  30.6 
26.2     117  67.4 
26.0     118  38.0 
25.8     119  97.6 

31.0       63  68.6 
17.5      313  39.8 
15.7      427  35.7 
9.4      830  42.3 
32.5        52  84.1 

Hart  Stores 
International 
i  River  Corp  Va 
Beach 
s  Corp 

32.8       56  58.9 
32.8      57  145.2 
32.7       58  44.0 
32.6       59  25.7 
32.1       60  41.9 

37.4  32  70.3 
30.3       71  103.2 
56.1         7  171.7 
24.1      119  53.5 

18.5  269  51.7 

EG&G 
Northrop 
Washington  Post 
Super  Valu  Stores 
Chic  &  North  Western 

25.8     120  42.1 
25.7     121  -47.% 
25.7     122  -23.3 
25.6     123  30.7 
25.6     124  139.0 

25.3  109  30.5 

14.4  504 

15.3      442  21.9 
16.6      36r  27.2 
12.1      667  30.5 

:rn  Co  No  Amer 
il  Equipment 
>  Oil  &  Gas 
Idson,  Lufkin 

31.8       61  161.5 
31.8       62  65.2 
31.8       63  81.1 
31.7       64  110.0 

37.2       33  110.4 
36.2        37  81.0 
39.7       22  72.4 
39.0       24  61.2 

Tektronix 

Amer  Medical  Intl 

Fluor 

Pioneer 

25.6     125  10.1 
25.4     126  38.5 
25.3     127  21.6 
25.2     128  70.1 

129  37.6 
128  104.3 
.  .6       61  48.6 
24.9      112  55.3 

jme  companies  (as  noted  in  individual  Yardsticks  tables)  the  growth  rate  is  for  less  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices  was 
is  measured  by  the  Department  of  Commerce's  Implicit  Price  Deflator  for  Gross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy 
12-months.    P-D:  profit  to  deficit. 

Who's  where  in  growth 


Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

Company 

5-year             81t  vs 
average*  rank  1978-80 

5-year             81 t  vs 
average*  rank  1978-80 

Company 

5-year              81t  vs 
average*  rank  1978-80 

5-ycar  81t 
average*  rank  197 

Trinity  Industries 
INA 

Peoples  Drug  Stores 
M/A-Com 
Parker  Pen 

25.1%  129  72.8% 
25.0     130  132.4 
24.9     131  31.3 
24.9     132  92.1 
24.8     133  -29.2 

20.9%    185  49.6% 
15.8      421  12.6 

12.8  624  35.2 
35.3       42  182.9 

29.9  74  11.5 

Perkin-Elmer 

Auto  Data  Processing 

A  O  Smith 

Baxter  Travenol  Labs 

Melville 

20.9%  193  37.1% 
20.9     194  41.8 
20.8     195  -23.9 
20.8     196  23.5 
20.6     197        17  0 

23.3%   134  M 
26.4       96  S< 

7.1  929 
20.2      208  2i 
19  1      248  It 

IU  International 
Dayton-Hudson 
Ohio  Casualty 
Dan  River 
Alcoa 

24.8     134  -6.6 
24.7     135  -21.9 
24.7     136  3.7 
24.6     137  -22.0 
24.5     138  -18.3 

6.8      939  -4.6 
17.2      333  35.8 
17.9      297  10.3 

6.0      961  10.8 
13.7      556  11.2 

Morrison-Knudsen 
Ashland  Oil 
R  H  Macy 
Travelers 
Federal-Mogul 

20.6     198  20.7 
20.5     199  -76.1 
20.5     200  43.8 
20.4    201  -3.6 
20.4     202  -36 

14.4  499  4! 
16.9      352  3f 

11.5  701  3 
10.5      757  2( 
12.8      622  2" 

Kaiser  Alum  &  Chem 

Hyster 

Natomas 

Raytheon 

Aetna  Life  &  Casualty 

24  4     139  -11.7 
24.3     140  -43.7 
24.3     141  41.2 
24.3     142  25.1 
24.2     143  -9.0 

13.7      559  16.5 
13.0      609  -5.4 
35.5        41  55.5 
15  9      409  36.3 
15.3      444  16.3 

Circle  K 

United  States  Gypsum 
Signal  Companies 
MGM  Grand  Hotels 
Morton-Norwich 

20.3     203  41.0 
20.3     204  -28.0 
20.3     205  -0.4 
20.3     206  -9.5 
20.2    207  26.5 

1 9  2      244  51 
11.8  688 
17.4      316  2! 
15.6      432  -31 
10.2      788  3 

Belco  Petroleum 
American  Intl  Group 
Atlantic  Richfield 
Cooper  Industries 
Crown  Central  Petroleum 

24.1      144  48.5 
24.0     145  38.3 
24.0     146  30.8 
23.9     147  38.7 
23.9     148  P-D 

17.6  311  -28.5 
22.4      149  26.8 
23.8      131  59.4 

30.7  64  110.4 
22.6      148  39.8 

Di  Giorgio 
Bendix 

Cameron  Iron  Works 
Philip  Morris 
Piedmont  Aviation 

20.2     208  -4.3 
20.2     209  170.3 
20.0     210  82.0 
20.0     211  33.6 
20.0    212  62.2 

10.2      783  -I 
9.7      814  11 
18.4      270  7. 
21.0      178  31 
20.7      190  6' 

Hospital  Corp  of  Am 
Marriott 

Capital  Cities  Commun 
Amer  Broadcasting 
Big  Three  Industries 

23.8     149  52.2 
23.8     149  52.5 
23.7     151  28.6 
23.7     152  -5.5 
23.7     152  49.1 

28.8  78  87.0 
18.2      282  28.8 

22.2  152  29.5 

14.3  510  16.3 

25.9  102  48.4 

Rose's  Stores 
Carpenter  Technology 
Cluett,  Peabody 
Levitz  Furniture 
Control  Data 

19.9    213  9.1 
19.8     214  19.3 
19.7    215  22.1 
19.7     216  -23.6 
19.6     217  24.5 

7.3      925  1 

14.2  523  T. 
4.5      983  21 
7  1  928 

14.3  507  2- 

Santa  Fe  Intl 
Rite  Aid 

Std  Comml  Tobacco 
Alexander  &  Alexander 
Beckman  Instruments 

23.6     154  196.7 
23.5     155  23.5 
23.5     155  41.3 
23.4     157  -0.4 
23.3     158  9.1 

25.9      103  99.8 
18.9      252  25.4 
33.2       50  39.5 
26.5        95  22.9 
18.1      289  45.8 

Snap-On  Tools 
Walgreen 
City  Investing 
Natl  Semiconductor 
McGraw-Hill 

19.6     217  -3.2 
19.6    217  31.6 
19.6    220  -19.6 
19.6    220  -13.4 
19.6    222  24.3 

18.2      278  21 
6.9      934  2 
17.0      346  21 
31.6       59  5 
11.5      702  2 

Houston  Natural  Gas 
Safeco 

Johnson  Controls 
Hewlett-Packard 
Banc  al  Tri-State 

23.1      159  48.9 
23.1      160  -17.3 
23.0     161  56 
22.9     162  44.9 
22.9     163  -38.9 

27.4        89  52.7 
13.7      558  18.6 
24.9      113  30.7 

24.1  124  49.3 

10.2  786  46.8 

Milton  Bradley 

Pioneer  Hi-Bred  Intl 

Petrolane 

Cone  Mills 

Fort  Howard  Paper 

19.6     222  -39.3 
19.6     222  53.9 
19.5    225  56.2 
19.4     226  -15.5 
19.4    227  33.4 

15.3      443  1 
19.8      228  4 
21.7      167  61 
9.0  852 
16.5      369  3 

Smith  International 
Anixter  Brothers 
Transamerica 
Consol  Freightways 
Consolidated  Papers 

22.9     164  81.5 
22.8     165  93.6 
22.6     166  0.8 
22.6     167  113.8 
22.6     168  7.9 

25.7  104  87.0 
17.2      334  63.6 
11.2      715  5.0 

14.8  481  -18.4 
15.1      454  21.1 

Research-Cottrell 
Times  Mirror 
Wheelabrator-Frye 
Combustion  Engnrng 
Archer  Daniels  Midland 

19.4     228  20.2 
19.3     229  0.2 
19.3     229  21.7 
19.2    231  36.5 
19.1     232  104.6 

12.6      641  4( 
16.3      386  2 
28.6       80  10 
13.6      571  3l 
14.1      530  6 

Holly  Corp 
Dover 
Sundstrand 
AMP 

American  General 

22.3     169  -28.2 
22.3     170  54.0 
22.3     170  30.0 
22.2     172  2.6 
22.0     173  5.3 

30.6  68  408 
17.8      301  44.3 
13.1      604  21.0 

17.7  306  23.0 
11.5      703  18.2 

Acme-Cleveland 
Air  Prods  &  Chems 
Amsted  Industries 
Kroger 

Farmers  Group 

19.1     233  -36.4 
19.0     234  29.7 
19.0     235  -18.0 
19.0     235  15.0 
18.9    237  17.9 

15.1      456  1 
17.0      348  2 

12.4  647 
13.3      589  2 

14.5  495  2 

Chubb 
McDonald's 
Morse  Shoe 

K  vco  D  S 
Oil 

22.0     174  2.1 
22.0     175  33.8 
21.9     176  -23.4 
21.9     177  33.0 
21.9     178  41.8 

10.3      771  15.9 
20.5      198  26.4 
15.2      446  17.6 
20.9      184  46.5 
22.9      146  98.2 

Edison  Bros  Stores 
Northwest  Industries 
American  Natl  Ins 
Wyman-Gordon 
Nordstrom 

18.9    238  4.6 
18.9     239  54.2 
18.9     240  2.3 
18.8     241  97.9 
18.6     242  44.2 

12  9      616  1 
19.8      226  3 
9  6  816 
17.8      300  4 
20.3      205  3 

Abbi,  ''>ratories 
Bausch  &     ,  ib 
Frontier  Ai 
PACCAR 
Halliburton 

21.8     179  29.2 
21.7     180  -8.2 
21.5     181  62.6 
21.5     182  -17.3 
21.5     183  47.8 

17.1      339  30.9 
12.5      642  19.1 

20.7  189  46.1 

15.8  416  1.1 
18.3      275       10  1 

Magic  Chef 

Honeywell 

Murphy  Oil 

St  Paul  Companies 

H  )  Heinz 

18.4     243  49.3 
18.4     244  18.7 
18.4    245  70.3 
18.4     245  -4.7 
18.4     247  50.1 

17.4      321  5 
10.9      736  2 
17.4      317  4 
13.6      566  1 
12.1      667  4 

Phillips  Petroltum 
Albertson's 
7  urn  Industries 
Brown-Forman  Di 
Baldwin-United 

21.4     184  11.1 
21.4     185  20.1 
21.3     186  22.2 
21.2     187  79.4 
21.2     188  34.8 

19.5  236      57  5 

19.7  230  25.7 
8.3      884  15.9 

12.6  634  38.9 

36.8  35  163.2 

Martin  Marietta 

Westinghouse  Electric 

Dexter 

Engelhard 

Masco 

18.4     247  22.0 
"  18.3     249  27.2 
18.3     250  3.7 
18.3     250  28.6 
18.2    252  23.6 

14.2      517  4. 
5.7      969  2 

27.6  87  1 

38.7  28  1 
20.5      199  2 

Ann      n  Stores 
Manhat  Industries 
Keystone  t  Is 
Se     vard  Allied  Milling 

21.1     189  -1.0 
190  D-P 

■  19     191  18.9 
192  -8.9 

47.9        10  79.4 
7.4      919  2.9 

27.1        93  25.4 
7.7      913  36.2 

Burlington  Northern 
American  Express 
General  Signal 
Freeport-McMoran 

18  2     253  11.5 
18.2     254  13.9 
18.2     255  20.2 
18.1     256  61.4 

17.1      340  4 

17.0  348  4 

22.1  155  2 

17.2  332  6 

•For  som  ;  ompanies  (as  noted  in  indi .  dual  Yardsticks  tables)  the  growth  rate  is  for  less  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices 
7.2%,  as  measured  by  the  Department  of  Commerce's  Implicit  Price  Deflator  for  Gross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy. 
tLatest  12-months    P-D:  profit  to  deficit.    D  P:  deficit  to  profit. 
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Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

pany 

5-year            8  It  vs 
average*  rank  1978-80 

5-year            81t  vs 
average*  rank  1978-80 

Company 

5-year              8  It  vs 
average*  rank     1 978-80 

5-year            81t  vs 
average*  rank  1978-80 

's 

Grainger 
olds  Metals 
crest  Mills 
n  Pacific 

18.1%  257  8.9% 
18.1     258  21.5 
18.1     258  -12.0 

lO.U          £.\J\3  — Ot.O 

18.0     261  10.4 

21.9%    159  24.9% 

18.4  274  21.3 

13.5  577  10.6 

1  ft  A          7M             A  T 

1U.D         /3Z  O.Z 

21.5      169  55.1 

H  H  Robertson 
H  K  Porter 
Universal  Leaf 
Quaker  Oats 
Mobil 

16.5%  321  77.8% 
16.5    322  -70.2 
16.4    323  31.0 

16.4      324  33.9 
16.4     325  21.0 

9.2%   839  32.1% 
15.2      451  2.2 

8.1      890  16.1 
11.9      687  31.3 
21.7      164  36.8 

y  National 
h  Supermarkets 
blic  Fin!  Svcs 
on  Jewelry 
ly's 

18.0     261  20.0 
17.9     263  48.0 
17.9     264  7.9 
1 7  9                   1 3  7 

1  /  .7        lllj         10.  / 

17.9     266  27.3 

18.2      282  55.7 

11.7  696  16.2 

15.8  422  9.1 

17  3        ^*>A         3 1  C 

22.2      151  40.3 

Alleghany 
Revlon 
Dow  Jones 
PepsiCo 
Upjohn 

16.3     326  34.9 
16.3     326  -7.4 
16.2     328  30.1 
lo.2      51y  24,5 

16.1     330  4.7 

43.4        15  69.4 
22.2      153  32.6 
16.7      363  38.2 

in           inn         t  i  o 
2U.2       208  31.8 

14.6      488  23.6 

or 
ua 

antile  Texas 

idl  V.  lilt  III  J 

rity  Pacific 

17.8     267  21.3 
17.8     268  -39.0 
17.8     269  34.9 

1 7  8      270       49  9 

17.8     271  19.7 

38.9       25  112.0 
15.9      405  12.4 
47.4        11  78.9 

1  7  A        IftB.         99  O 

19.9      219  62.3 

Tyler 

Marsh  &  McLennan  Cos 
Norton 

Handy  &  Harman 
Esmark 

16.1     331  40.1 
16.0     332  10.8 
16.0    332  3.4 

10. U      «4          ZO.  1 

16.0     335  -29.4 

14.9      466  40.4 

17.8  304  47.3 
16.5      375  17.8 

11.9  686  3.y 

1.9    1004  ^6.9 

.ess  Drug  NW 
re 

dental  Petroleum 
public  Group 
Bell 

17.7     272  19.3 
17.7     273  -45.2 
17.7     273  29.3 

1 7  7      97c.        9 1  4 

17.7     276  -26.2 

23.2      139  54.4 

29.0  77  27.1 

16.1  395  42.3 

1  A  7                        1  7  1 
IO.  /          303          1  / .  1 

16.9      353  29.8 

Flowers  Industries 
Anheuser-Busch  Cos 
Cummins  Engine 
Knudsen 
Southland 

16.0     336  41.3 
15.9     337  46.0 
15.9     338  151.6 
io.9      33y  o4.y 
15.9     339  28.8 

19.4      238  26.3 
16.1      397  33.7 
16.4      384  17.8 

1^1           107          1]  c 

lo.l       Sy7  23.5 
19.3      239  39.7 

Standard 
in  Materials 
ell 

is  Brothers 
1 

17.6     277  16.4 
17.6     277  33.2 
17.6     279  -35.3 
1 7  £     'yu.n      A7  7 

1  /  .O        £oU         4  /  .  / 

17.6     281  62.3 

16.5      375  33.3 
14.0      542  9.5 
30.2       72  -140 

O  ft         ftfiQ          1  A  O 

y.o      ouv       i*+. y 
17.9      295  41.8 

Seaway  Food  Town 
Ex-Cell-O 
Blount 
Petne  Stores 
Transco  Companies 

15.8     341  22.6 
15.8     342  14.7 
15.8     343  -14.1 

1  C  7        "3  A  A                O  Q 
lo./       344  2.o 

15.7    345  47.5 

13.3  589  32.8 

18.4  272  25.3 
11.2      717  32.8 

1  7  1          con            o  /I 

lo.l       yyy  9.6 
27.4        88  100.9 

s  Commerce  Bshs 
lett 

ice  Check  Printers 
is  Group 
lt-Ridder  News 

17.5     282  50.2 
17.5     283  24.0 
1 7.4     284  39.0 

17  A       OflC        an  o 

i  /  .4     zod    — ou.y 
17.4     285  17.3 

30.7       66  81.7 
23.7      132  34.0 
15.6      430  33.4 

1  C  1                             1  2  A 
1 0.  1         **3o  lo.O 

14.6      489  22.6 

First  City  Bancorp 

SCM 

Cyclops 

Mallinckrodt 

Fred  Meyer 

15.7     346  49.8 
15.7     347  3.0 
15.7     348  73.8 

1  c           i  A  o           in  i 

lo.o      J4y  1U.O 

15.6     350  12.6 

27.9       85  80.7 
8.1      889  12.0 
10.7      749  18.0 

1C1           ACy  TOO 

10.1  43/  2U.y 

12.2  663  3.8 

inental  Corp 
Corp  Financial 
?d  States  Shoe 
Interstate 

17.4     287  44.4 
17.4     288  -35.3 
17.3     289  -75.5 
i  /  .o      zvu  *+y.o 
17.2     291  14.8 

7.5      918  16.3 
10.8      747  6.5 
16.1      399  -11.2 

1  9  c.                        1  3  3 
iz.j       o**o  lo.o 

16.8      358  52.6 

Time  Inc 

Wickes  Companies 
Nalco  Chemical 

Olin 
VJWU 

Ampco-Pittsburgh 

15.6     351  -13.1 
15.6    351  -69.7 
15.6    353  35.8 

1  C  f.         "IZA                 Q  2 
ID.  O       jjI  -0.0 

15.6    355  35.2 

23.5      133  35/- 
18.1      287  77 
14.8      478  1£ 

ft  C         fl7A          1 A  ft 
0.3         o/*l          10. 0 

21.0      180  57.1 

>er  Industries 
Vild  Foods 
ttlic  New  York 
jro 
am 

17.2     292  33.1 
17.2     292  15.7 
17.1     294  50.6 
1 7  i      ooc        n  a 

1  1 . 1       Zvj  U.*+ 

17.0     296  139.2 

18.3      276  27.9 

10.2  780  10.1 

40.3  21  103.3 
i*+.  o      3uv  zo.y 

6.3      954  13.0 

Golden  West  Finl 
Standard  Oil  Indiana 
A  C  Nielsen 
Genuine  Parts 
Connecticut  General 

15.6     356  -81.4 
15.6     357  30.1 
15.5     358  34.5 

15.4    360  19.2 

35.1        43  64.9 
19.1      245  47.5 
18.7      264  42.9 

i  A  i        a  ru\  IOC 

10.1  *#UU  iy.j 

12.2  657  10.7 

n  Companies 
International 
Chalmers 
'ada  Hess 
erly-Clark 

16.9     297  50.3 
16.9     298  -58.7 
16.8     299  -71.2 
16./      3UU  —32.1 

16.7     300  -4.2 

18.8      263  47.7 
12.0      680  17.5 
8.4      876  12.5 

100          "> 1  AAA 

lo.o        Zol  44.4 

11.0      731  26.4 

Motorola 
General  Mills 
Lubrizol 

Republic  of  Texas 
Brown  Group 

15.4     361  16.5 
15.4     362  42.8 
15.4     363  -15.6 

ICQ        1t*A             A  \  ~T 
lo.o       304  41./ 

15.3     365  30.4 

14.2      516  22.7 
14.2      515  37.3 
15  9      407  22.5 

OA  A            07          72  "2 

ZO.4           "/  fO.O 

9.4      828       17  0 

1 

?e  A  Honnel 

>lk  &  Western  Ry 

-ckcrd 

land  Cup 

16.7     300  -11.6 
16.7     303  -6.5 
16.7     304  51.3 

1      7         1AC  IOC 

io./     juj>     29. o 
16.7     306  34.5 

12.6  634  13.5 
7.3      925  6.3 
6.9      933  25.8 

0  y1  1          1  in  211 
Z4. 1        1  ly  ol.o 

16.7  362  29.9 

Dun  &  Bradstreet 
Gifford-Hill 
Oneok 
Pillsbury 

Southwest  Forest  Inds 

15.3    366  31.9 
15.3    367  5.2 
15.3    367  21.8 

ICQ       1  AO           1  1  O 

ld.o     jov        zi  .y 
15.2     370  -53.2 

13.8      548  33.5 
16.1      396  32.3 
29.5        75  50.1 

1  7  ft         'XtX'X         AA  A 
1  /  .o        Juj  4*+.*+ 

9.4      834  11.6 

to 

lard  Oil  Calif 
Markets 

-y 

zoil 

16.7     307  20.3 
16.6     308  37.4 
16.6     308  27.1 

1  iC  £        1111  on 

16.6     310  6.7 

5.3      977  9.6 
18.2      284  37.2 
13.6      566  23.4 

Tin         1 77          TO  fi 

z  i  .u      i  /  /  zy.ts 
19.6      234  32.5 

Amer  Hospital  Supply 

Thiokol 

U  S  Bancorp 

first  inti  tssns 

Midland-Ross 

15.2     371  17.7 
15.2     371  3.4 
15.2     373  23.1 

1  c  1        17A             AC\  C 

lO.Z       3/ 4  *+U.3 

15.2     374  -20.8 

15.8      417  31.8 
13.1      600  19.3 
17.6      309  49.6 

OCA         lOA         70  ft 

14.5      497  19.1 

Oil 

ng  &  Bates 
ican  Brands 
co  Products 
>uri  Pacific 

16.6     312  40.8 
16.6     313  79.2 

it  a  Tin 
16.6      il4       12. U 

16.5     315  36.7 
16.5     316  18.6 

17.8      302  42.8 
17.4      317  80.8 

IV. o         t  /Z         1  Z.4 

15.2      446  25.8 
14.1      532  25.2 

Richardson-Vicks 
Trane 

Marathon  Oil 
Emerson  Electric 
Roper  Corp 

15.2     376  36.1 
15.1     377  12.7 

1  c  i       17Q           OA  n 

J  J.l        j/O  ZO.U 

15.1     379  27.5 
15.0     380  15.8 

16.3      389      36  9 
12.3      655  ?!6 

Z 1  .U          1 OJ  -O 

18.5      26"'  30.9 
6.3      953  5.7 

ning-Ferris  Inds 
ira  Frontier  Services 
tems 

House  Foods 

16.5     317  45.3 
16.5     318  -5.4 
16.5     319  21.2 
16.5     319  15.5 

12.6      632  38.4 
21.0      178  30.3 
13.6      562  38.1 
36.5       36  92.0 

UAL 

Owens-Corning  Fbrgls 
National  Gypsum 
Lone  Star  Industries 

15.0     380  -70.1 
14.9    382  ^3.9 
14.9     383  -31.3 
14.9    384  -13.7 

12.9      4>19  22.8 
!           224  12.6 
878  -1.7 
8.0      897  1.2 

ome  companies  (as  noted  in  individual  Yardsticks  tables)  the  growth  rate  is  for  less  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices  was 
as  measured  by  the  Department  of  Commerce's  Implicit  Price  Deflator  for  Cross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy, 
t  12  months. 

Who's  where  in  growth 

"  j 


Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

Cnmpain 

5-year             81 t  vs 
average*  rank  1978-80 

5-vear             81t  vs 
average*  rank  1978-80 

Company' 

5-year              81 1  vs 
average*  rank  1978-80 

j-year  oi 
average*  rank  19 

Texas  Instruments 
Southern  Railway 
Provident  Life  &  Acc 
Waldbaum 
Walt  Disney 

14.9%  384  -29.7% 
14.9     386  29.1 
14.9     387  10.7 
14.8     388  21.5 
14.8     389  4.2 

18  8%   261  29.3% 
111      726  21.6 
5.8     968  9.0 
14.1      532  23.7 
12.7      627  22.9 

Rollins 

Union  Oil  California 
Witco  Chemical 
Northwest  Energy 
Texas  Eastern 

13.3%  449  48.2% 
13.3     449  43.9 
13.3     449  -7.9 
13.2     452  46.1 
13.2    452  21.6 

13.6%   562  3 
14.4      502  3 
15.8      413  3 
24.0      126  1 
23.2      138  4 

Square  1) 

Continental  Group 

Borg-Warner 

MCA 

Wells  Fargo 

14.8     390      29  4 
14.7     391  58.8 
14  7     392  13.2 
14.6     393  -23.1 
14.6     393  5.2 

14.6      489  34.1 
9.2      841       16  7 
9.1      846  7.8 
14.3      508        8  1 
19  8      225  58.2 

Kellogg 
VF 

Flickinger 

CPC  International 

Barnett  Banks  Fla 

13.2     454  18.1 
13.2    455  50.1 
13.2     456  41.8 
13.1     457  17.0 
13.0    458  25.3 

13.2      596  2 

8.8  864  1 

15.4  439  2 

9.9  805  1 

17.5  314  6 

Raymond  Intl 
Central  Steel  &  Wire 
TRW 

Illinois  Tool  Works 
Johnson  &  Johnson 

14.6     395  -0.7 
14.6     396  56.4 
14.5     397  27.0 
14.5     398  -0.2 
14  5     399  13.0 

25.4      108  38.5 

11.0  733  2.8 

13.1  605  19.6 
12.9      617  15.4 
16.6      368  25.6 

Combined  Internatl 
Parker-Hannifin 
InterNorth 
Anderson,  Clayton 
Cessna  Aircraft 

13.0     459  18.3 
13.0     459        17  7 
12.9     461  28.1 
12.9     462  36.4 
12.9     463  61.4 

13.2      592  2 
18.7      264  3 

20.6  195  4 
7.3      923  3 

16.7  360  1 

Longs  Drug  Stores 
Stanley  Works 
Rainier  Bancorp 
Univar 

Earle  M  |orgcnsc 

14.4     400  10.7 
!4  4     401  10 
14  4     402  9.3 
14.4     402      71  1 
14  4     404  J8.2 

17.2      335  23.1 
11.8      689       16  1 
20.2      207      49  0 
1 1  3      713  18.3 
112      720  17.6 

Dennison  Mfg 
New  York  Times 
Arvin  Industries 
Holiday  Inns 
Thrifty  Corp 

12.9     464  15.6 
12.9     464  48.3 
12.8    466  -2.8 
12.8     466  61.2 
12.8     468  32.7 

14.1  532  2 
10.6      754  3 

10.2  780 

8  0      897  3 
12.2      662  2 

Roadway  Express 
Minn  Mining  &  Mfg 
Crocker  National 
Intl  Flavors  &  Frag 
Leaseway  Transportation 

14.3     405  28.8 
14.3     406  -8.9 
14.2     407  -19.0 
14.2     407  -13.8 
14.2     409  5.4 

16.3      389  9.2 

13.3  587  19.3 
18.8      255  59.1 
14.1       531       10  1 

13.4  584  8.5 

Caterpillar  Tractor 
Cities  Service 
Sun  Company 
Delta  Air  Lines 
Gulf  United 

12  7     469  13.6 
12.7    470  6.2 
12.7    470  5.8 
12.7     472  6.2 
12.6    473  18.2 

14.0  539  1 

18.1  285  4 

24.4  116  4 

16.5  375  41 
17.1      336  7 

So  Natural  Resources 
United  Technologies 
Kidde 

Santa  Fe  Industrie- 
American  Bakeric 

14  2     410     32  1 
14.2     410  20.7 
14.2     412  25.7 
14  1      413  21.5 
14       414      o  r\ 

22.8      147      67  5 
23  0      144  48.7 

15.6  433  23.8 

14.7  486  31.1 
5  8      965  0.2 

E  1  du  Pont 

Bankers  Trust  N  Y 

Curtice-Burns 

Emhart 

NL  Industries 

12.6     474  5.7 
12.6     475  27.8 
12.5     476  22.4 
12.5     476  -12.2 
12.5    478  140.9 

14.0      540  4 

16.8  355  5 
24.0      125  3 

26.9  94  1 
9.0      856  3 

Crown  Cork  &  Seal 
Lincoln  National 
Ball  Corp 

R  R  Donnelley  &  Sons 
Zale 

14.1     414  -18.0 
14  1     414  -5.5 
14.1     417  10.7 
14  1     418  16.7 
14.1     419  25.5 

13.0      610  1.5 
13.0      612  20.5 
16.3      388  35.8 
15.7      427  25.9 
8.1      894  -10.5 

North  Amer  Philips 
General  Electric 
American  Family 
Nationwide 
Tccumseh  Products 

12.5     479  36.6 
12.4     480  16.3 
12.4     481  -J6.5 
12.4     482  -10.1 
12.3    483  20.7 

17.3      330  1 
116      698  1 
34.6       46  3 
104  768 
9.5  824 

Hershey  Foods 
Black  K>  Decker 
Carson  Pirie  Scott 
Moore  McCormack  Re-- 
BankAmerica 

14.0     420      48  7 
14  0     421  21.6 
13.9     422  47.7 
13.9     423  13.6 
13.8     424  12.J 

16.4      379      32  5 
1 5  7      425       1 9. 1 
9  4      830      58  0 
19.3      242  40.2 
20.'      213      50  5 

Industrial  National 
Westvaco 
Whirlpool 
Emery  Air  Freight 
Rockwell  Intl 

12.3     484  36.3 
12.3    484  29.7 
12.3     486  37.1 
12.2     487  4.5 
12.2     487  15.8 

14.8      474  4 
1 1  3      709  2 

7  4      920  1 
17.8      304  li 

9.5      822  1 

Avnet 

National  Svc  lnds 
Chescbrough-Pond's 
Joy  Manufacturing 
Corning  Glass  Works 

13.8     425  17.4 
13.8     425  30.9 
13.7    427  33.5 
13.7     427  76.6 
13.7     429  1.7 

15.0      458  23.8 
9.4      826  21.2 
15.8      419  27.8 
13.5      580  35.2 
8.2      888  14.9 

American  Home  Products 
Tyson  Foods 
Malone  &  Hyde 
Nabisco  Brands 
Ogdcn 

12.2     489  22.6 
12  2     490  -68.6 
12.2     491  -18.8 
12.2    491  26.8 
12.1     493  11.1 

10.9      739  1 
16.5      378  4 
17.1      338  2 
8.9      860  1 
7.0      930  1 

Flggic  International 
Rohm  &  Haas 
General  Dynamics 
MA  PCO 

Hoover  Universal 

137     430      23  9 
13.6     431  113 
13.6     432  28.2 
13.6     432  10.3 
13.6    434  '2.4 

8.3      884  11.1 
10.9      ^41  14.1 
15.2      446  '7.9 
35.7       39      99  8 
5Q8  0 

Pav'n  Save 
Te*as  Gas  Transmit 
Northwest  Bancorp 
Ideal  Basic  lnds 
Procter  &  Gamble 

12  1     493  -8.4 
12  1     493        52  3 
12  1     496         6  8 
12  1     497  -27.0 
12.0    498  20.1 

?2  0      158  1 

20.4  201  i 
19.9      222  9 
11.3      712  1 

13.5  575  2 

Bristol-Myers 
Scafirst 
Kaneb  So 
Allen  Group 
Campbell  Taggart 

13.6     435  25.0 
13.6     436  17.0 
13.5     437  -5.6 
13.5     438  -6.9 
13.5     439  22.1 

11.9      685  23.0 
21.7      163  65.8 
37.1       34  44.8 
9.2      840  10.5 
12.5      643  22.3 

IBM 

Harsco 

Bet  ton.  Dickinson 

Merck 

Giant  Food 

12.0     499  6.9 
12.0     500  15.7 
12.0    501  21.3 
12.0    501  10.0 
11.9    503  -36.2 

12.7      628  1 
14.5      498  2 
15.4      439  2 
12.3      653  2 
11.1      725  2 

Bucyrus-Erie 
Panhandle  I  astern 
Avery  International 
\rnetek 

Economics  I  aboratory 

13.5     440    -  29.0 
13  5     4^0  57.0 
13.4     442  3.6* 
13.4      143  :9.o 
13.4     443  V 

12.2  666  -15.7 

27.3  91      63  4 
14.8      481       14  5 
12.2     663  195 
14  8      181      35  9 

Merrill  Lynch 
SEDCO 
NCNB 
K  mart 

Suburban  Propane  Gas 

119    503  43.2 
.    11.9    503  223.7 
1  1  9     506.  9.0 
11.9    507      -26  3 
11.9     50^  25.0 

21.5      170  J 
14  1       527  1 

16  3      391  f 

17  1      344  2 
21.0      182  j 

Giraril 

Pacific  Resources 
Irving  b..  <k 
Cannon  Mills 

13.4     445  18.3 
13.3     446  -31.6 
13.3     447  37.4 
13.3     448  17.0 

10.6      755  38.1 
30.1        73  61.9 
16.9      351  70.5 
9.4      834  22.8 

Continental  Illinois 
General  Foods 
Dart  &  Kraft 
Consolidated  Foods 

11.9     509  18.0 
11.9    510  -3.6 
11.9    511  10.8 
11.8     512  30.1 

23  2      140  "i 

11.2  722 
9.9      805  1 
14.2      513  i 

*Foi                         is  noted  In  lndl\  [dual  Yardsticks  tables)  the  growth  rale  is  lor  less  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices 
7.296                       i  (epartmeni  ol  Commerce's  implicit  Price  Deflator  for  Gross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy 
tLatest  12-montlvs    p.|>  profit  to  deficit. 
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io's  where  in  growth 


Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

npany 

5-year            81t  vs 
average*  rank  1978-80 

5-year            81t  vs 
average*  rank  1978-80 

Company 

5-year              81t  vs 
average*  rank  1978-80 

5-year            81t  vs 
average*  rank  1978-80 

a 

on 

Morthern  Nekoosa 
sncan  Greetings 
naSord  Bros 

11.8%  512  -18.7% 
11.8     514  40.2 
11.8     514  9.4 

11.  o        JlQ         11.  o 

11.8     517  56.1 

17.1%  336  8.7% 
17.0     348  32.6 
13.8      550  26.5 
n  n      ai  n       o £  a 

lO.U        OlU  Zo.4 

12.7      625  24.2 

Electronic  Data  Syst 
Timken 

Pittsburgh  National 
Borden 

Jewel  Companies 

10.4%  577  59.9% 
10.3     578  1.4 
10.3    579  19.6 
10.3     580  14.6 
10.3    581  57.3 

21.1%    174  66.4% 
12.6      639  15.1 
20.0      218  70.3 
7.0      931  5.2 
9.2      838  25.1 

t  Wisconsin 
versal  Foods 
talectron 

1  till  U9 II 1C9 

con  Pilot 

11.8     518  19.7 
11.7     519  13.8 
11.7     520  318.2 
1  1  7      521       3f>  X 
11.7     521  9.1 

12.0  676  34.5 
19.9      222  34.8 

20.1  211  30.9 

A  fl.        Q3Q         9H  7 

O.o          7J7           Zn.  / 

10.4      762  16.0 

R  )  Reynolds  Inds 

Godfrey 

J  P  Morgan 

t^ilk.i.EI  U...lliiiri 

iJiorcii  orotners 
Allied  Stores 

10.3     581  24.9 
10.3    583  -6.8 
10.2     584  5.1 

1U.Z      3o3  4rt.U 

10.2    586  0.2 

15.4      438  32.4 
12.2      663  20.2 
20.1      211  69.0 
1U.D       /Dy  lo.o 

6.0      961  14.3 

Ty 

ky  Stores 

a-Cola 

tnese 

t  Industries 

11.7     521  -26.4 
11.7     524  -1.8 
117     525  16.3 
1  1  fi<      59/»       1  0.  7 

1  l.U            >i.ll  11' 

11.6     527  14.3 

10.4  766  14.5 

15.5  437  24.2 
14.9      471  20.4 

110         7  1  C          OA  A 

1  1  .  Z         r  1 3          Z4 . 0 

14.7      485  12.2 

Louisiana  Land 
Moore  Corp 
May  Dept  Stores 
Chemical  New  York 
UGI 

10.2     587  16.9 
10.2     588  16.2 
10  1     589  4.9 

i n  i      con         a  a  c 
1U.  1      3"U         44.  r> 

10.1     590  33.3 

26.1       100  45.8 
13.3      587  19.4 

10.3      777  15.6 

ind       i/ii        /l^  n 
ly.j       242  oz.U 

19.6      233  84.5 

ornmk 

Ico 

n-Dixie  Stores 

Jdl  UNI 

ll!6     527  24.7 
11.6     529  12.1 
11.6     529  17.4 
1  1  (i      531         8  8 

11. (J        1*1  o.o 

11.6     532  13.5 

16.4      379  348 
9.3      837  20.4 
14.6      491  28.1 
iu.j       /  oy        i  o.y 
14.8      474  22.7 

Scott  Paper 

Strawbridge  &  Clothier 
Hart  Schaffner  &  Marx 
Super  Food  Services 
A  E  Staley  Mfg 

10.1     592  -5.1 
10.1     592  14.5 
10.0     594  23.4 

1U.U      3"3        — oU.Z 

10.0     596  154.9 

11.8      689  17.3 
9.7      811  11.1 
6.3      956  22.4 

1  7  A         100          T>  O 

19.8      228  39.8 

on  Camp 
ffer  Chemical 
erican  Can 

£  W  CUD 

sol  Natural  Gas 

11.6     533  18.6 
11.5     534  26.1 
11.5     535  -30.5 

1  1  C        CIA         1  C  1 

11.4     537  28.6 

11.0      729  21.8 
13.2      596       17  1 
10.9      741  8.4 

O  1          flAA            2  £ 
V.  1         o44  O.J 

17.9      298  31.0 

Armco 
Bemis 

Eastman  Kodak 
First  Union  Bancorp 
Louisiana-Pacific 

10.0     597  7.3 
10.0     598  -3.8 
10.0     598  25.0 

inn      coo          i  o  7 
1U.U      3Vo  iy./ 

9.9     601  -60.8 

13.1      606  32.6 
4.3      986  6.6 
12.8      623  25.6 

1  O  O              rlrtfl               7-1  1 

iy.y     22u  /2.1 
21.1      176  -5.1 

onite 

hington  National 
liigan  National 
thern  Union 

11.4     538  -19.2 
11.4     538  -28.3 
11.4     538  4.7 

1  1  A       G.A1            }  7 
1  1  .t        3*f  1  — 0. 1 

11.4     541  26.2 

9.6      815  5.0 
10.3      774        1  9 
16.5      370  -11.0 

1  7  1          1AZ          A  1  1 
1  /  .  1         .543         4  1  .Z 

26.0      101  407 

Norris  Industries 
North  American  Coal 
Pennwalt 
Mellon  National 
Consolidated  Edison 

9.9     601  7.5 
9.9     601  -66.0 
9.9     601  -25.2 

O  O        AAC  111 

y.y    out)  iz.z 
9.9     606  35.4 

10.3      769  4.4 

14.0  536  29.3 

11.1  723  12.2 

1  £  1         AAf*         77  fl 

10.0      796  38.1 

vey  Hubbell 
ital  Holding 

cantile  Stores 
t  Point-Pepperell 

11.4     543  27.1 
11.4     544  14.5 
11.4     544  -9.1 

I  l.o       340  oo.o 

11.3     546  17.0 

15.8      422  26.9 
10.0      798  66.5 
14.8      477  11.9 
1Z.Z      03o  io.r> 
13.8      548  16.6 

Owens-Illinois 
Liberty  Natl  Ins  Hid 
United  Telecom 
Fruehauf 
Gates  Learjet 

9.9     606  21.5 
9.9     608  20.2 
9.9     609  34.4 

no      .  i  is  /i/C7 
y.8      610  —46./ 

9.8    611  47.8 

10.6      753  14.0 
10.5      761  35.7 
13.8      550  26.7 

1   C     O                     J1]                           r>  S 

15.8  41J  — J.o 

23.9  127  54.9 

one  Industries 
.illy 

ling  Companies 
o«.  wesiem  inas 
)er  Products 

11.3     548  72.9 
11.1      549  11.1 
111      550  29.3 

1  1    1         CC1              1  1 
11.1        33 1  O.L 

11.0     552  27.0 

5.3      977  14.9 
14.6      487  22.4 
14.1      529  19.2 

1  C  A         AA  1           1  A  £ 
1  j.H         441  14.3 

11.4      708  18.0 

Southeast  Banking 

Signode 

ENSERCH 

■  nil    AA  i  ■  1  1  i  i.  ..  i  .1 1 

inn  /viuiiiioous 
Stone  Container 

9.8    611  19.6 
9.8     613  -22.4 
9.8     614  79.2 
y.o     oi*i  Zo./ 
9.6     616  61.9 

18.8      257  66.3 
12.0      680  5.2 
30.5        69  45.3 

A  fl         OAA          1 A  A 
O.U         VO*?  14.0 

11.8      691  23.8 

a 

Bank  System 
t  Natl  Boston 
Ire, 

i  Traffic 

11.0     553  36.7 
11.0     554  6.9 
11.0     555  28.6 
inn      ccji         o  o 

iu.y    bio  y.y 
10.9    557  -15.6 

20.6      193  52.3 

18.5  268  57.6 

22.0  156  69.8 

1  ')    1           Z7Q           |  7  7 

12. 1  O/ jj        \  1 .1 

17.6  307  14.6 

Kerr  Glass  Mfg 
Federated  Dept  Stores 
A  MAX 
INVr 

Briggs  &  Stratton 

9.6     617  11.7 
9.6     618  10.3 
9.5     619  -19.1 
y.j      OZU       —  1  1  .o 

9.5    621  -49.2 

12.4      650  33.9 
11.4      706  17.6 
16.4      383  11.9 

1  T  A         A40         AQ  A 
1Z.4         0"*y  4o.4 

13.4      585  -^.8 

fic  Lighting 

t  rial  Corp  of  Am 

table  of  Iowa 

'ring-Plough 

ndustries 

10.9     558  45.3 
10.9     559  P-D 
10.8     560  -13.7 
10.8      561  —15.1 

10.8     562  12.8 

20.0      216  30.8 
20.3      204  39.6 
16.2      393  29.5 

ICO          lil           T7  / 

15. U       461  2/.0 
19.9      221  20.3 

Pfizer 

H  F  Ahmanson 
King  Kullen  Grocery 
Scott  &  Fetzer 
Central  Tel  &  Utils 

9.5    622  -12.2 
9.4     623  P-D 
9.4     623  12.6 

n  a       i  t  i            a  1 
y.4      023  — 4.o 

9.4    626  14.4 

12.4      648  19.9 

19.3  241  28.1 

14.4  501  28.3 

1  A  7         AHA            7  0 
14./         4o*?            /  .L 

17.1      341  28.5 

most-McKesson 
rice  Foods 
Industries 
adyne 

n  Witter  Reynolds 

10.8     563  5.1 
10.7     564  27.9 
10.7     564  20.8 

1  n  7       e  / 1  O/io 
10.7      564  34.3 

10.7     567  108.4 

9.5      824  17.8 
14.2      513  10.3 

11.2  717  12.5 

loo        con         1 1  A 

13.3  589  12.4 

27.8       86  64.8 

Rexnord 
Willamette  Inds 
Chase  Manhattan 
B  r  iiooaricn 
Manufacturers  Hanover 

9.4     626  -29.4 
9.4    628  ^7.3 
9.3     629  21.0 
y.o     o-iU  — o.4 
9.2     631  13.9 

14.2  518  14.8 
16.8      355  17.2 

18.3  277  61.9 

Q  1         ftIA          1  1  1 

y.o      ojd       1 1  .z 
22.0      157  78.3 

el  Textile 

ler  Construction 

hovia 

ton  Purina 

Vestern  Financial 

10.7     567  13.1 
10.7     569  68.3 

1  n  7           r.i,  fl 

1U./      569       23. y 
10.6     571  17.4 
10.6     572  -88.8 

9.1      847  24.0 

14.8  480  35.9 

1/11  OC 

14.1  323  Do.y 

10.2  785  15.7 

17.9  295  31.5 

Georgia-Pacific 
Ryan  Homes 

i    .ill  Oil 
VjUH  I'll 

Phillips-Van  Heusen 
Campbell  Soup 

9.2     632  -31.4 
9.2     633  -43.4 

Q  1        Aid              ^  1 

9.0     635  16.4 
9.0    636  5.4 

15.0      460  13.0 
16.4      379  -5.9 

IZ.Z          03Q  Z.KJ.1J 

4.3      98-1  13.1 
10.3      769  25.1 

rpace 

n  Products 
jraw-Edison 
iALB  AgResearch 

10.6     572  -12.4 
10.5     574  -1.8 
10.5     575  1.6 
10.4     576  -10.2 

5.6      971  10.0 
12.9      620  14.4 
13.5      580  50.9 
15.8      411  40.0 

National  Can 
Hammermill  Paper 
NICOR 

American  Tel  &  Tel 

9.0     637  -18.0 
8.9     638  25.5 
8.9     638  7.3 
8.9     640  6.6 

12  "      626  16.0 
14.2      518  22.2 
20.8      187  27.9 
11.6      698  20.8 

some  companies  (as  noted  in  individual  Yardsticks  tables)  the  growth  rate  Is  for  less  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices  was 
as  measured  by  the  Department  of  Commerce's  Implicit  Price  Deflator  for  Gross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy, 
•st  12-months     P-D:  profit  to  deficit. 
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Who's  where  in  growth 


Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

Company 

Ciiatr                           V  1  I  l/G 

j*ycJi                 01 1  vs 

average*  rank  1978-80 

c.upQr                Kit  vs 
average*  rank  1978-80 

Company  • 

5-year              81t  vs 
average*  rank  1978-80 

5-year  81t 
average*  rank  197 

DETROITBANK 
Perini 

NBD  Bancorp 
Colonial  Penn  Group 
Kerr-McGee 

8.9%  641  -9.5% 
8.9     641  146.9 
8.9     643  -4.6 
8.8     644  -69.4 
8.8     644  28.0 

17.3%   326  49.3% 
19.0      250  47.2 
14.2      518"  59.5 
21.7      165  55.5 
16.0      403  34.9 

Hercules 
Purex  Industries 
ACF  Industries 
Florida  Power  &  Lt 
Wm  Wrigley  Jr 

7.0%  705  -2.0% 
7.0    706  13.0 
6.9     707  -33.6 
6.9     708  -15.0 
6.9     708  -4.1 

11.0%   729  19 
7.7      912  12 
12.2      661  -1 
17.4      320  45 
12.1      672  21 

NLT 

Maryland  National 
Transway  Intl 
F  W  Woolworth 
Potlatch 

8.8     644  4.8 
8.8     647  35.0 
8.8     647  -5.8 
8.8     649  -25.3 
8.7     650  -42.4 

8.9      857  8.3 
18.7      266  46.4 
8.2      887  -6.9 
9.6      818  8.5 
10.4      765  10.8 

Walter  E  Heller  Intl 
Heublein 
Savannah  Foods 
Greyhound 
Peoples  Energy 

6.9     710  8.8 
6.8     711  36.9 
6.8     711  6129.6 
6.8     713  36.8 
6.8     713  6.0 

17.1      343  42 
6.8      938  17 

4.3  984  46 

5.4  972  3 
23.8      130  39 

Brooklyn  Union  Gas 

Interco 

Sunbeam 

Duke  Power 

Eaton 

8.7     651  21.3 
8  6     652  11.1 
8.6     653  -2.0 
8.6     654  11.0 
8.6     654  -40.0 

18.2      280  43.5 
10.8      745  24.4 
10.8      744  9.6 
14  1      527  21.3 
13.1      602  2.2 

Tiger  International 
Allied  Corp 

Commonwealth  Energy 

Ingersoll-Rand 

New  England  Electric 

6.8     713  -55.6 
6.8     716  141.7 
6.8    717  -16.6 
6.8     717  15.7 
6.8     717  16.6 

25.5      107  57 
16.5      373  40 
12.0      679  35 
13.8      553  26 
11.7      694  40 

Ethyl 

TECO  Energy 
Butler  Manufacturing 
International  Paper 
Anchor  Hocking 

8.6     654  -1.3 
8.6     657  27.4 
8.5     658  -19.2 
8.5     659  -6.7 
8.5     660  -8.6 

11.7      692  9.4 

18.0  290  41.9 

10.1  792  -0.1 
10.0      798  14.6 
11.9      683  18.7 

American  Petrofina 
Clark  Equipment 
Playboy  Enterprises 
Liquid  Air 
Maytag 

6.7     720  4.0 
6.7    721  ^36.9 
6.7     722  37.4 
6.6     723  7.5 
6.6     724  -2.8 

17.9      294  61 

4.2  987  -12 
9.8      808  27 

13.2      592  17 

8.3  882  i8 

Dow  Chemical 
Echlin  Manufacturing 
Intl  Minerals  &  Chem 
Texaco 

Chromalloy  American 

8.5     660  -10.3 
8.4     662  -37.3 
8.4     662  17.9 
8.3     664  44.7 
8.3     665  -15.6 

16.4      384  30.7 
15.8      419  41.1 
12.1      670  29.4 
16.6      366  46.0 
13.4      583  -4.4 

ASARCO 

Weyerhaeuser 

Saga 

Culbro 

J  C  Penney 

6.6     725  -68.2 
6.6     726  -4%.% 
6.4     727  110.9 
6.4     728  D-P 
6.4     728  32.6 

6.2  957  -8 
11.7      693  5 
17.4      315  29 

5.3  975  -3 
9.5      820  7 

Norton  Simon 
McDonnell  Douglas 
Citicorp 
Nash  Finch 
Polaroid 

8.3     666  -3.5 
8.2     667  9.5 
8.2     668  -17.0 
8.2     668  9.0 
8.2     670  -23.2 

11.3      709  16.8 
10.6      756  31.7 
22.9      145  59.0 
13.6      571  22.6 
12.1      667        2  8 

Crane 

National  Distillers 
Stewart-Warner 
Alexander  &  Baldwin 
Stop  &  Shop 

6.4     730  17.2 
6.3     731  8.7 
6.3     731  -17.9 
6.3     733  -15.0 
6.3     734  6.2 

6.6      943  12 

8.0  902  2 
6.3      952  -4 
7.8      910  7 

9. 1  850  13 

So  New  England  Tel 
Atlanta  Gas  Light 
CSX 

Allied  Van  Lines 
Mercantile  Bancorp 

8.2     670  44.5 
8.1     672  -13.9 
8.1     673  43.5 
8.0     674  257.7 
7.9     675  12.3 

11.3      713  30.1 

20.2  210  47.9 
11.0      731  22.7 

12.3  651  14.8 
18.9      253  45.9 

Varian  Associates 
Texas  Utilities 
Continental  Tel 
Sterling  Drug 
Gould 

6.2     735  P-D 
6.1     736  28.9 
6.1     737  6.5 
6.1     738  9.3 
6. 1     739  -29.4 

12.5  643  2< 
19.7      231  41 

13.6  566  30 
11.0      735  20 
20.3      203  -5 

Springs  Mills 
W  R  Grace 
Kaiser  Steel 
Allegheny  Int'l 
RCA 

7.9     675  -21.5 
7.9     677  43.1 
7.9     677  -22.4 
7.9     679    -11  0 
7.8     680  -99.5 

7.9      905  19.1 
10.7      750  23.6 
7.9      906  24.6 
9.6      819  21.2 
9.5      822  8.6 

Florida  Power 
Central  &  South  West 
ARA  Services 
Union  Carbide 
M  Lowenstein 

6.0     740  28.9 
6.0     741  8.9 
6.0     742  -21.0 
6.0     742  18.5 
6.0     744  274.2 

18.2      280  42 
19.0      249  3C 
15.5      435  25 
12.7      630  15 
3.2      997  -3 

Eagle-Picher  Inds 
Laclede  Gas 
Clorox 
Deere 

Southern  Pacific 

7.8     681  -16.9 
7.7     682  -11.5 
7.7     683  15.6 
7.7     683  -16.3 
7.7     683  11.7 

10.2  780  9.7 

17.3  324  11.7 
6.9      934  -5.9 

14.3      506  12.5 
9.7      813  24.3 

First  Natl  Supermkts 
Columbia  Gas  System 
Champion  Intl 
Lane  Bryant 
Dravo 

5.9     745  16.8 
5.9     746  15.1 
5.9     747  -42.5 
5.9     747  17.1 
5.9     749  -33.3 

38.5       30  -3 
18.1      286  3i 
8.8      864  1C 
4.2      988  7 
13.0      612  41 

National  City 
Tenneco 

White  Consolidated 
Harcourt  Brace  Jovan 

Minnesota  Gas 

7.6     686  -19.3 
7.6     686  7.8 
7.6     688  23.1 
7.6     689  17.0 
7.5     690     -2  5 

21.3      171  50.5 

18.0  292  33.8 

13.1  600  16.6 
16.5      370  14.6 
21.1      175  30.1 

Wetterau 
Northern  Trust 
Koppers 

Public  Service  Indiana 
Wisconsin  Pwr  &  Lt 

5.8     750  -40.9 
5.7     751  22.1 
5.7     752  -43.3 
5.6     753  -8.1 
5.6     754  23.5 

13.0      614  35 
16.3      387  61 
14.0      536  | 
15.8      411  15 
15.8      417  22 

Hou  .  -  n  Industries 
Southwestern  Pub  Svc 
Lockheed 
Lowe's  Companies 
AmeriTrust 

7.5     691  4.6 
7.4     692  23.0 
7.3     693  73.2 
7.2     694  -23.7 
7.2     695  2.2 

28.4        83  56.7 
21.8      160  34.1 
8.1      891  38.7 
14.8      478  7.0 
14.4      503  32.0 

WICOR 

Philadelphia  Natl 
Diamond  Shamrock 
Hanna  Mining 
Hawaiian  Electric 

5.6     755  -8.4 
5.5     756  -5.0 
5.5     757  -50.7 
5.4     758  31.6 
5.4     759  0.3 

17.2      331  3; 

13.5  577  3( 

20.6  191  4C 
4.9      979  -11 

19.4      237  72 

General  Tel  &  Elec 
Modern  Merchandising 
Ferro 

Wisconsin  Public  Svt 
Fischbach 

7.2     696  9.7 
7.2     697  -49.1 
7.2     698  -30.2 
7.1     699  4.3 
7.1     700  43.6 

11.1      728  11.3 
25.7      105  14.9 
14.5      496  21.3 
15.3      445  23.0 
8.8      863  30.7 

Amfac 
Dayco 

Collins  &  Aikman 
Manufacturers  National 
Dillard  Dept  Stores 

5.3     760  -1.5 
.   5.3     761  -58.4 
5.3     762  1.4 
5.3     762  -78.9 
5.2    764  52.3 

10.4      762  It 
10.7      748  i 
9.7      811  1C 
17.3      324  4i 
18.9      251  35 

Manville 

Robert;  -w  Controls 
Paine  Webber 
Newmont  Mining 

7.0     701  -65.1 
7.0     701  -4.9 
7.0     703  7.1 
7.0     704  -24.3 

13.6      566  8.7 
10.1      793  10.4 
30.6       67  67.9 
10.5      760  8.0 

National  Fuel  Gas 
Squibb 

Wisconsin  Elec  Power 
Bank  of  New  York 

5.2     764  40.0 
5.2     766  -9.9 
5.2     766  2.4 
5.1     768  8.1 

17.1      341  41 
9.4      832  1 
13.7      556  !<■ 
23.1      141  7£ 

•For  some  companies  (as  noted  in  individual  Yardsticks  tables)  the  growth  rate  is  for  less  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices  i 
7.2%,  as  measured  by  the  Department  of  Commerce's  Implicit  Price  Deflator  for  Gross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy. 
tLatest  12-months.    P-D:  profit  to  deficit    D  P:  deficit  to  profit. 
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io's  where  in  growth 


Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

pany 

5-year             81t  vs 
average*  rank  1978-80 

5-year            81 1  vs 
average*  rank  1978-80 

Company 

5-year              81 1  vs 
average'rank  1978-80 

5-year             81t  vs 
average*  rank  1978-80 

napolis  Pwr  &  Lt 
ta 

gis  Paper 
ehold  Intl 

5.1%    769  -6.3% 
5.1       770  195.1 
5.1       771  13.2 
5  0       772      53  1 
5.0       773  -40.6 

14.9%   470  2.2% 
12.9      620  4.9 
13.2      595  14.7 
9  1        844        1 8  7 
13.9      545  28.8 

Niagara  Mohawk  Power 
Crown  Zellerbach 
Amer  Maize-Products 
Long  Island  Lighting 
Penn  Power  &  Light 

2.7%   831  17.7% 
2.7      834  -37.4 
2.7      835  38.6 
9  6        836           6  0 
2.5      837  3.4 

13.6%  574  37.8% 
11.2      719  14.0 
12.6      633  17.7 
1  ^  fl       461        48  A 

1  J,U          till  to.D 

12.6      634  22.2 

d  Maintenance 

erweld 

ron 

umers  Power 
•al  Co 

4.9       774  36.5 
4.9       774  98.5 
4.9       776  -37.2 
4.9       777  9.2 
4.9       778  -25.2 

10.9      736  18.6 
11.9      683  26.9 
8.6      872  1.5 
13.4      582  32.5 
15.8      422  34.0 

Marine  Midland  Banks 
Pac  Gamble  Robinson 
Detroit  Edison 

III  1 f 1 <ll V  Pn  1A/PT 
lllllll'l^    I  UVVC1 

Burlington  Inds 

2.4      838  35.4 
2.4      839  -7.7 
2.4      840  17.6 
2.4      840  1.1 
2.3      842  51.3 

12.6      639  64.2 
8.9      861  16.3 
13.0      614  19.3 
1 6  5       370       1 9  7 
5.4      973  22.4 

ite-Palmolive 
Charter  Finl 
at  or 

.Irnno  V\  nrlil  fmk 

as  Power  &  Light 

4.6       779  7.6 
4.6       780  P-D 
4.6       780  77.8 
4.6       782  -1.5 
4.5       783  8.6 

12.1      670  12.9 
18.4      273  18.6 
11.9      682  40.3 
a  7       867         6  6 
17.3      323  16.7 

Pacific  Gas  &  Elec 
Pacific  Pwr  &  Lt 
Adolph  Coors 

A  in  v  1  i  r 

Northwest  Airlines 

2.3      842  -0.6 
2.2      844  12.8 
2.2      845  -29.1 
9  0       846       966  5 

£,.\J                 Kj^TVt                £,\J\f  .J 

2.0      846  -58.7 

19.1      246  39.2 

23.3  137  52.8 

10.4  764  21.5 
3.4      994  74.3 

13.6      566  47.1 

Tire  &  Rubber 
lington  Gas  Light 

■y 

r  f-foict  &  Oprrirlf 

lern  Calif  Edison 

4.5      784  61.6 
4.5       785  17.0 
4.5       786  34.6 
4.4       787  -0.7 
4.3       788  14.2 

7.3      922  12.9 
14.9      469  30.0 
8.6      870  33.0 
9  0       854        1 0  5 
15.9      407  39.7 

Northwestern  Steel 
Quaker  State  Oil 
Cleveland  Elec  Ilium 

R  ri  i  ii  G  \A7i  ru 

Citizens  &  Sthrn  Ga 

2.0      848  -8.8 
1.9      849  -8.2 
1  8      850  9.5 
1  7       851         18  4 
1.7      852  81.0 

9.5      820  11.7 
20.0      217  34.2 
13.7      561  22.6 

9  0       854        10  0 
10.0      795  43.3 

tates  Power 
wood  Enterprises 
:ly-Van  Camp 

nac  Elec  Power 

4.3       789  12.8 
4.2       790  -33.0 
4.2       791  4.5 
4.1       792  11.1 
4.0       793  13.9 

12.9      617  17.5 
13.6      573  -23.5 
6.0      960  8.9 
9  6      816       13  0 
13.8      552  27.2 

Brockway  Glass 
National-Standard 
Associated  Dry  Goods 
Central  111  Pub  Svc 
Utah  Power  &  Light 

1.7      853  2.5 
1.3      854  -89.0 
1.2      855  17.4 
1.2      855  -7.7 
1.2      855  28.1 

14.2      518  26.0 
8.9      858  -0.7 
7.0      931  36.3 
16.5      373  12.7 
23.1      142  26.9 

rican  Cyanamid 
tte 

nnati  G  &  E 
'el  &  Tel 
rick  &  Herrud 

4.0       794  11.4 
4.0       794  -17.6 
4.0       796  -8.1 

3.8      798  -89.7 

12.3  652  16.3 

10.4  767  17.9 
15.1      454  22.2 

9  1        850          4  5 
14.9      471  22.1 

Castle  &  Cooke 

San  Diego  Gas  &  Elec 

First  Chicago 

Oclrtiarva  PniA/Pi"  A)  I  t 

I  F  \  1  1  M  il  1  Va  L  \)  W  1 1    OC  l~i  l 

Louisville  Gas  &  Elec 

I  2      858  -17.3 
1.2      859  41.0 
1.1      860  -9.7 

II  861  -7.7 
0.9      862  37.7 

15.7      429  28.5 
20.7      188  44.1 

17.0  347  54.0 
1 4  0       540       35  1 

16.1  401  30.6 

blic  Steel 

ester  Gas  &  Elec 

na  Public  Service 

lime  tit.*,  o*.  vjds 

vc  Elec  &  Gas 

3.8       799  116.5 
3.8       799  23.1 
3.8       801  3.3 
3.8      801  -0.5 
3.8      801  -9.6 

10.5      757  18.8 
12.7      628  38.1 
18.2      279  26.6 
1 4  0       538       94  3 
13.2      592  32.7 

Allegheny  Power 
Central  Soya 
Kellwood 

Montana  Power 

0.8      863  32.8 
0.5      864  ^10.0 
0.5      864  -47.8 
0.5      864  P-D 
0.5      867  27.1 

15.5  436  46.8 
8.0      895  20.3 
8.0      901  17.2 

18.1      287  -31.2 

20.6  196  29.2 

in  Edison 
tughs 
lay  Stores 
Roebuck 
Ohio 

3.8      804  41.3 
3.7      805  -92.2 
3.7       805  -20.1 

1  7         807        3 1  A 

3.7       808  47.9 

12.6      638  38.7 
12.5      643  16.0 
10.9      743  18.3 
a  A       873         7  1 
15.9      405  38.9 

Harris  Bankcorp 
Lukens  Steel 
First  Boston 

It  1  rt  G  1  G    II  t  V    PlA/t"   Xj    T  f 

r*  .j  1 1'*!'  v.- 1 1  y  r  w  l  ot  l  i 

Phila  Electric 

0.4      868  -12.6 
0.3      869  32.0 
0.3      870  32.1 
0.2      871  -7.4 
0.2      872  12.0 

17.3      326  53.8 
8.0      895  21.8 
32.0       55  68.5 
1 4  A       494         A  9 

13.0      607  36.6 

Valter 
ervice 

r  Hawley  Hale 

lljiri1  (  .  1 <-   ifci  I 

1  lOll    VJ d9  ©i,  ClCi. 

•  Natl  Resources 

3.6       809  -78.2 
3.6      810  -22.5 
3.4       811  -21.1 

O.O            Ok£-  1U.J 

3.3       813  20.4 

9.9      803  8.6 
17.6      310  26.7 
15.0      461  18.1 
1 3  0       607       17  7 
20.8      186  12.8 

Central  Illinois  Lt 
Western  Union 
Longview  Fibre 
Certain-teed 
Southern  Company 

0.1       873  11.6 
0.0      874  118.1 
0.0      875  -77.7 
-0.2      876  P-D 
-0.4      877  11.6 

17.9      293  17.5 
7.2      927  21.2 
10.0      797  16.7 
10.8      745  3.5 
16.3      392  28.4 

X 

w  Freight  System 

Industries 

Robins 

er 

3.3      814  3.0 
3.3      814  -29.5 
3.2      816  -87.0 

3  1          8 1  A         1  A  7 
O.Z           Oil)       —  it./ 

3.2       818  P-D 

9  1      843  31.5 
15.6      430  11.1 
16.8      355  41.0 
i  o  l       A75       l  a  i 

I.I            U/J            It.  1 

6.5      945  2.7 

CFS  Continental 
Diamond  Intl 
Monsanto 

Phi  in  ni  on  Vfiil  rli  PI  u  p 

Eastern  Gas  &  Fuel 

-0.4      878  57.4 
-0.5      879  ^4.4 
-0.5      880  16.8 
-0.5      881  —46.9 
-0.6      882  29.9 

15.2      450  22.0 
10.1      789  14.4 
12.6      634  19.0 
10.9  ■    736  6.3 
11.5      705  29.2 

n 

Industries 
tal  Corp 

3.2      819  -3.6 
3.1       820  10.4 
3.1       820  66.0 

1  1         899         1 0  1 

O.l                                — 17.1 

3.1       823  P-D 

8.0      899  10.4 
8.4      880  13.0 

13.3      586  22.6 
9  4      828         1  1 

35.6       40  46.3 

Armstrong  Rubber 
Saxon  Industries 
Commonwealth  Edison 
Williams  Companies 
General  Motors 

-0.6      883  D-P 
_0.6      884  -48.1 
-0.7      885  8.0 
-0.8      886  71.3 
-0.8      887  -85.2 

9.7      810  43.5 
9.0      853       17  1 
13.7      559  29.7 
15.7      426  13.6 
11.1      726  1.5 

n  Electric 
States  Utils 

ritliit  i  1    '<  ( 

ipia  Brewing 
ina  Pwr  &  Lt 

3.1       824  -9.1 
3.0      825  20.7 

2.9      827  -89.2 
2.9       828  11.4 

13.5  576  9.8 

20.6  191  38.8 
1 6  fl       402       3 1  9 
12.0      678  6.2 
15.9     409  35.9 

Va  Electric  &  Power 
Dayton  Power  &  Light 
Warner-Lambert 
AMF 

McDermott 

-0.8      887  2.0 
-0.8      889  34.2 
-0.8      889  -94.5 
-0.9      891  -68.5 
-0.9      892  99.0 

17.4      317  19.4 
14.4      499  26.9 
10.2      786  7.8 
6.4      948  -6.6 
,32.4       54  30.0 

■ace 

mercial  Metals 
al  Paper  Board 
le  South  Utils 

2.8       829  -14.1 
2.8       830  -16.1 
2.7       831  43.3 
2.7      831  10.0 

7.7      911  3.2 
18.4      270  29.3 

6.4      949  18.4 
19.1      246  39.3 

Libbey-O  wens-Ford 
Skyline 

Consol  Petroleum 
Oklahoma  Gas  &  Elec 

-1.1       893  -82.4 
-1.2      894  -41.7 
-1.3      895  -56.4 
-1.3      896  6.7 

10 1      774  7.4 
4.6      981  -25.7 
106.8         1  213.2 
19.8      226  30.1 

ome  companies  (as  noted  in  individual  Yardsticks  tables)  the  growth  rate  is  for  less  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices  was 
a>>  measured  by  the  Department  of  Commerce's  Implicit  /'rice  Deflator  for  Gross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy, 
t  12-months    P-D:  profit  to  deficit.    D  P:  deficit  to  profit. 
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Who's  where  in  growth 

Earnings  per  share 

Sales 

Earnings  per  share 

Sales 

Company 

5-year             8 1 t  vs 
average*  rank  1978-80 

5-year             8 1  +  vs 
average*  rank  1978-80 

Company* 

5-year              81  *  vs 
average*  rank  1978-80 

5-year  811 
average*  rank  197 

National  Steel 
Inland  Steel 
Royal  Crown  Cos 
American  Elec  Power 
Interlake 

-1.3%    897  -19.4% 
-1.3      898  -16.1 
-1.8       899  27.2 
-1.8       900  -4.3 
-1.9       901  149.6 

10.3%   772  4.2% 

10.2  783  13.9 

12.3  653  7.9 
17.9      299  38.6 
11.6      697  1.6 

Westmoreland  Coal 

Firestone 

AM  International 

American  Motors 

Borman's 

-51.6%  961  P-D 
-55.5     962  D-P 
P-D     963  P-D 
P-D     963  D-D 
P-D     963  P-D 

4.7%   980  21 
6.8      937  -K 
7.8      907  I 
6. 1      958  -i 
11.7      695  1) 

Toledo  Edison 
Marshall  Field 
G  1)  Searle 
Northeast  Utilities 
Avondalc  Mills 

-1.9       902        1  0 
-2.1       903  8.5 
-2.1       904  6.0 
-2.1       905  4.4 
-2.7       906  -18.1 

17.5      312  18.0 
10.3      777  26.8 

9.9      802  2.9 
12.0      677  48.7 

7.6      914  6.9 

Braniff  Intl 
Cal-Maine  Foods 
Chrysler 

Continental  Airlines 
Envirotech 

P-D     963  D-D 
P-D    963  D-D 
P-D     963  D-D 
P-D     963  P-D 
P-D     963  D-D 

1 7.3  329 
10.3      776  -] 

0.9     1008  -< 
14.0      544  U 

7.6      915  -21 

Public  Service  Colo 
Pettibone 
1  1'  .tevens 
Ohio  Edison 
G  C  Murphy 

-2.9       907  25.4 
-3.1       908  P-D 
-3.2       909  P-D 
-3.5       910  17.1 
-3.6       911  58.8 

19.6      232  38.5 
12.2      660  3.3 

8.7  868  9.0 
15.0      464  23.8 

7.8  907  7.5 

First  Pennsylvania 
GAF 

General  Host 
General  Refractories 
Goldblatt  Brothers 

P-D     963  D-D 
P-D    963  D-P 
P-D     963  P-D 
P-D     963  P-D 
P-D     963  D-D 

8.5      875  -K 
0.0    1010  -21 
-0.9    1011  -2i 
8.9      858  -i 
0.7     1009  -2< 

Chic  Pneumatic  Tool 
Tesoro  Petroleum 
Beneficial  Corp 
Harmschfeger 
Reichhold  Chemicals 

-3.6       912  -59.9 
-3.7       913  12.3 
-3.8       914  P-D 
-4.4       915  283.1 
-4.7       916  59.9 

11.2      720  12.3 

31.7  58  28.4 
8.0     899  6.5 

14.2      523  16.2 

15.8  413  14.7 

Gulf  Resources  &  Chem 
Interstate  Bakeries 
lonathan  Logan 
Massey-Ferguson 
McLouth  Steel 

P-D     963  P-D 
P-D    963  P-D 
P-D     963  D-D 
P-D     963  D-D 
P-D     963  D-D 

15.1      452  -U 
9.4      832  1 
4.0  989 
8.4      876  -/ 
9.9      807  4 

Phelps  Dodge 
No  Indiana  Pub  Svc 
Kentucky  Utilities 
Duquesne  Light 
Gibraltar  Financial 

-4.8       917  12.9 
-4.8       918  2.6 
-5.1       919  -3.8 
-5.2       920  15.2 
-5.4       921  P-D 

6.5      946  15.7 
19.5      235  30.2 

15.0  464  25.0 

14.1  535  22.7 
23.3      135  31.8 

Monfort  of  Colorado 
Pantry  Pride 
Peabody  Intl 
Penn-Dixie  Inds 
Sambo's  Restaurants 

P-D     963  D-P 
P-D     963  D-D 
P-D     963  P-D 
P-D    963  D-D 
P-D     963       D-D  ' 

13.8      555  3' 
-4.6    1017  -31 
12.1      674  i 
1.0    1005  -2' 
18.8      257  _i( 

Outboard  Marine 
Edward  Hines  Lumber 
United  States  Steel 
Gino's 

Portland  Genl  Elec 

-5.4       922  78.2 
-6.0      923  P-D 
-6.4      924  982.2 
-6.5      925  -42.9 
-6.8      926  50.3 

8.0  903  11.9 
10.1      789  -14.0 

9.4      826  15.8 

9.1  847  1.1 
20.3      202  50.2 

Jos  Schlitz  Brewing 
Scot  Lad  Foods 
Talley  Industries 
Uniroyal 

United  Merch  &  Mfrs 

P-D     963  D-D 
P-D     963  18.4% 
P-D     963  D-D 
P-D     963  D-P 
P-D     963  D-P 

2.3     1002  -( 
2.7  1000 
3.7      991  -1( 
3.2      998  -5 
-7.3    1019  l 

Akzoia 
Graniteville 
Bell  &  Howell 
Sherwin-Williams 
Ramada  Inns 

-6.8       927  -14.8 
-7.5      928  -32.7 
-8.0      929  570.5 
-8.0      930  129.6 
-8.2       931  P-D 

7.5      916  21.7 
7.8      909  16.9 
7.4      921  18.6 
8.7      868  17.1 
11.4      706  13.9 

Vornado 

Allied  Supermarkets 
Commonwealth  Oil  Rfg 
Genesco 

Great  Atl  &  Pac  Tea 

P-D     963  P-D 
D-D     992  D-P 
D-D     992  D-D 
D-D     992  239.8 
D-D     992  D-D 

-4.5    1016  -i; 
-7.3     1020  1 

8.1      893  C 
-6.0     1018  -25 

1.0    1006  ( 

Fedl  Natl  Mortgage 
General  Public  Utils 
McLean  Trucking 
Wheeling-Pitts  Steel 
Mohasco 

-8.2       932  P-D 
-8.4       933  -75.7 
-8.7       934  P-D 
-9.3       935  -35.3 
-10.2       936  32.9 

14.9      466  30.4 
14.0      542  29.5 
14.6      492  3.0 
6.4      950  5.2 
5.7      970  -7.1 

Rath  Packing 
Wilson  Foods 
Caesars  World 
Arden  Group 
Bangor  Punta 

D-D     992  D-D 
D-D     992  P-D 
Z-P  99.5 
D-P                48. 1 
D-P  48.2 

0.9    1007  3( 
4.5      982  4 

27.2  92  9( 
-3.9    1015  11 

20.3  206  | 

Ford  Motor 

Sheller-Globe 

Kane-Miller 

Pittston 

Intl  Harvester 

-10.4       937  P-D 
-10.8      938  1330.9 
-11.4       939  112.6 
-11.9       940  -38.3 
-12.8       941  P-D 

10.9      739  -4.1 
10.0      798  -10.0 
3.2      998  -7.1 
9.9      803  31.7 
8.4      878  6.5 

CNA  Financial 
Columbia  Pictures 
Cook  United 
Eastern  Air  Lines 
Foodarama  Supermkts 

D-P  -44.6 
D-P  -14.9 
D-P  -37.6 
D-P  P-D 
D-P  13.1 

8.3      886  16 
16.4      382  7 
-1.5     1012  It 
14.4      504  2i 

6.1      959  4 

Inco 

Pabst  Brewing 
Zenith  Radio 
U  S  Industries 
Western  Air  Lines 

-13.1       942  -59.7 
-14.0       943  P-D 
-14.0       944  -11.2 
-14.8       945  P-D 
-15.3       946  P-D 

10.7      750  13.1 
6.3      954  4.3 
3.5      993  16.2 
-3.7    1014  -15.9 
13.6      564  17.2 

GEICO 

Harttield-Zodys 

LTV 

Mattel 

Memorex 

D-P  3.8 
D-P  -47.8 
D-P  131.7 
D-P  P-D 
D-P  P-D 

3.3      995  4 
8.8      862  12 
30.7       65  5C 
1 6.6      367  2f 
24.1       121  1C 

Fidelcor 
Fisher  Foods 
Amdahl 

Bethlehem  Steel 
Bird  &  Son 

-15.7       947  2873.3 
-16.4       948  204.1 
-17.7       949  -13.4 
-17.8       950  13.8 
-18.5       951  P-D 

6.9      936  38.7 
5.8      966  8.3 

23.0      143  26.3 
7.5      916  9.9 

12.3      654  -6.3 

National  Tea 
Pan  Am  World  Airways 
Pueblo  International 
Reliance  Group 
Revere  Copper 

D-P  3.8 
D-P  144.1 
D-P  -28.3 
D-P  -32.7 
D-P  -24.9 

-2.2    1013  2C 
14.2      518  37 
-8.6    1021  27 
10.0      801  14 
9.2      842  -1 

Telecom 
Questor 
El  Paso 
Alexander's 
Allied  Products 

-19  7       952  P-D 
-22.0       953  25.0 
-22.5       954  D-P 
-24.3       955  P-D 
-26.3       956    -74. 1 

31.9        56  92.0 
3.7      990  8.5 
18.8      259  38.4 

6.4  950  12.9 

3.5  992  -13.7 

Rohr  Industries 

Shopwell 

Singer 

Todd  Shipyards 
Valero  Energy 

D-P  -5.6 
.D-P  17.9 
D-P  D-P 
D-P  70.4 
D-P  210.3 

2.1     1003  39 
8.6      870  27 
2.5  1001 
18.9      254  37 
20.5      199  61 

Macmillan 
Munford 

Republic  Airlines 
Keystone  Consolidated 

-27.8       957  D-P 
-29.0       958  910.2 
-31.6       959  P-D 
-49.4       960  D-P 

3.3  996  -117 

5.4  974  17.4 
35.8       38  134.5 

5.8      966  5.5 

L  B  Foster 
Seatrain  Lines 
Swift  Independent 

83.6 

41 

8.4      880  12 

"1-or    mie  companies  (as  noted  in  individual  Yardsticks  tables)  the  growth  rate  is  for  le.ss  than  five  years.  For  comparison,  the  five-year  average  annual  increase  in  prices  1 
7.2%,  as  measured  by  the  Department  i  >l  Commerce's  Implicit  Price  Deflator  for  Gross  National  Product,  which  measures  inflation  in  all  sectors  of  the  economy. 
Uatest  12-months.    P-D:  profit  to  deficit     D-P:  deficit  to  profit;  not  ranked.    D-D:  deficit  to  deficit.    Z-P:  zero  to  profit;  not  ranked.    "Not  available;  not  ranked. 
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rhe  stock  market's  failure  to  stay  abreast  of  the  inflation  rate  is  appalling 
n  general.  But  this  is  one  case  where  the  median  isn't  the  only  message. 


Who's  where 
in  the 
stock 
market 


Y.  ou're  reading  this,  let's  say,  sometime  between 
choruses  of  Good  King  Weuces/cis  and  Auld  La>ii>  Sync. 
Dry  needles  gently  dropping  from  the  Christmas  tree 
ire  building  a  fire  hazard  at  the  base,  gift  boxes  are  still 
naking  a  mess  someplace,  but  the  bills  from  the  depart- 
nent  stores  have  not  yet  arrived.  You  are,  in  short,  mid- 
vay  between  your  holiday  high  and  your  postholiday  de- 
iression.  A  perfect  state  of  mind  in  which  to  contemplate 
he  tables  on  the  following  pages. 

The  failure  of  the  stock  market  as  a  whole  to  keep 
breast  of  inflation  is  worrisome.  The  five-year  period 
hrough  which  we  tracked  the  stock  prices  of  the  1,000 
ompanies  ranked  in  these  tables  begins  at  the  market 
lose  on  Dec.  31,  1976  and  ends  with  closing  prices  on 
sfov.  18,  1981.  Through  most  of  that  time  inflation  as 
neasured  by  the  Consumer  Price  Index  got  increasingly 
evere — the  CPI  rose  60.6%.  Two  of  every  three  compa- 
res ranked — 666  out  of  1,000 — failed  to  keep  pace.  The 
nedian  gain  of  all  1,000  was  just  27% .  Bad  as  that  may  be, 
t  could  have  been  worse.  Over  the  same  period  the  Dow 
ones  industrial  average  w&sdown  16%,  the  S&P's  500  up 


just  12%.  Even  the  Wilshire  5000,  the  broadest  market 
measure  of  all,  was  up  just  33% — better  than  most  of  the 
1,000  companies  we  have  tracked  here  but  far  behind  the 
inflation  rate. 

The  sense  of  unease  deepens  in  light  of  the  fact  that  the 
period  measured  was,  all  things  considered,  generally  fa- 
vorable to  the  stock  market  for  such  a  comparison.  True, 
the  market  in  1977  was  peaking  after  its  recovery  from  the 
1974-75  recession,  but  it  was  to  take  off  again  in  1978  and 
stay  strong  for  much  of  the  next  three  years. 

But  it  must  be  kept  in  mind  that  the  median  is  not 
always  the  message — at  least  not  the  only  message.  Of  the 
334  stocks  ranked  that  equaled  or  bettered  the  inflation 
rate,  some  did  so  spectacularly.  Suppose  at  holiday  time 
five  years  ago,  the  Spirit  of  Christmases  to  Come  had 
visited  you  and  said  "Small  Computers"  or  "Health 
Care" — but  not  "Plastics."  And  suppose  you  had  had  the 
sense  to  look  for  well-managed  companies  in  those  areas 
and  decided  to  invest  in  Wang  Laboratories  (up  1,899%)  or 
Humana  (up  1,148%).  If  you  had,  it's  possible  your  post- 
holiday  depression  wouldn't  come  at  all  this  year. 


Who's  where  in  the  stock  market 


Rank 

81       80  Company 

5-year 

price 

change 

1977-81 

price  Recent 
range  price 

Total 

Shares  market 
outstanding  value 
(millions)  (millions] 

Latest 

12-month  Price/ 
earnings  earnings 
per  share  ratio 

Indicated 
annual  Cur 
dividend  yiel 

1  *       First  Executive 

2  2      Wang  Laboratories 

3  9      Subaru  of  America 

4  28      Storage  Technology 

5  12      Chic  &  North  Western 

2,407.1% 

1,899.0 

1,588.9 

1,226.6 

1,225.0 

13    -    %  8% 
45%-  1%  30% 
40%-  IV*  38 
40%-  2'A  36% 
36%-  1%  19% 

10.5  $  93 

59.6  1,825 
6. 1  230 

28.5  1,037 
13.3  265 

$1.06  8 
1.45  21 
4.09  9 
2.25  16 
3.41  6 

none  0.C 
$0.12  0.4 
0.52  1.4 
none  0.C 
none  O.O 

6  6  Humana 

7  *       Western  Co  No  Amer 

8  *  M/A-Com 

9  5      Natl  Medical  Entrprs 
10        4      Caesars  World 

1,148.3 
1,062.5 
933.4 
868.6 
814.0 

46%-  l¥i  35% 
32%-  1%  23% 
35'/2-  2%  26% 
28%-  1%  18% 
36  %-    %  8'/8 

36.9  1,315 
44.6  1,038 
38.2  997 
45.1  834 
26.5  216 

2.33  15 

2.04  1 1 

1.05  25 

1.32  14 

1.33  6 

0.90  2.5 
0.24  1.0 
0.12  0.5 
0.40  2.2 
none  0.C 

11  *       Federal  Express 

12  16      Waste  Management 

13  *       Anixter  Brothers 

14  60      Todd  Shipyards 

15  59      Warner  Communications 

793.3M 

675.0 

637.7 

600.0 

597.8 

72%-  6  58% 
41%-  4  347s 
20%-  1%  13% 
34    -  4%  287/8 
58%-  7%  52% 

19.7  1,154 
42.5  1,484 
14.0  188 
5.1  147 
61.3  3,219 

3.27  18 
1.81  19 
1.31  10 
5.06  6 
3.15  17 

none  0.0 
0.40  1.1 
0.16  1.2 
1.00  3.5 
0.68  1.3 

16  102      Piedmont  Aviation 

17  47  Tandy 

18  82      Natl  Convenience  Strs 

19  89      SCOA  Industries 

20  171       Bergen  Brunswig 

586.1 
557.5 
547.2 
529.2 
525.0 

32'/8-  3%  27% 
39%-  2%  34% 
14%-  2%  14% 
32    -  4%  30% 
34%-  3%  30 

6.5  181 
102.9  3,564 
7.5  110 
9.9  304 
57  170 

4.26  7 
1.79  19 
1.45  10 
2.94           1 1 
2.09  14 

0.24  01 
none        0  0 
0.60  4.1 
0.96  3.1 
0.48  1.6 

21  10      Texas  Oil  &  Gas 

22  54  Zapata 

23  19      General  Instrument 

24  77      E  F  Hutton  Group 

25  26  Whittaker 

518.4 
511.9 
502.7 
496.2 
492.0 

4P/4-  5%  34% 
40    -  4'/»  32% 
46%-  5%  40% 
47    -  4%  42% 
50%-  4%  37 

95.2  3,285 
21.2  692 
30.7  1,232 

17.1  721 

15.2  564 

2.01  17 
3.59  9 
2.71  15 
4.37  10 
4.28  9 

0.24  0.7 
0.40  1.2 
0.42  l.C 
0.80  1.9 
1.60  4.3 

26  31       Gates  Lear  jet 

27  14  Nucor 

28  151      Farm  House  Foods 

29  51  Metromedia 

30  15      Amer  Medical  Intl 

489.3 
485.2 
474.6 
469.4 
465.8 

29%-  3  19% 
82'/4-  7%  52% 
7%-    %  7% 
161%-24%  158 
32%-  3%  25% 

11.5  223 
6.9  363 
7  1  50 
4.0  627 

32.0  812 

1.54  13 
4.71  11 
0.53  13 
13.74  11 
1.60  16 

0.20  1.0 
0.48  0.9 
none  0.C 
5.00  3.2 
0.52  2.0 

31  213  Sysco 

32  53      Columbia  Pictures 

33  36      G  Heileman  Brewing 

34  29      Berkshire  Hathaway 

35  24  Parsons 

463.4 
456.5 
453.0 
447.9 
438.5 

42%-  6%  40% 
45%-  7%  43% 
32%-  4%  26% 
525    -85  515 
54%-  6%  34% 

9.7  391 
8.0  344 

13.2  352 
10  508 

12.4  426 

2.96  14 
4.29  10 
2.98  9 
38  91  13 
2.76  13 

0.48  1.2 
0.60  1.4 
0.72  2.7 
none  0.C 
1.00  2.9 

36  152      Wal-Mart  Stores 

37  65      Hospital  Corp  of  Am 

38  1      Resorts  Intl 

39  •       Toys "R"  Us 

40  38      Handy  &  Harman 

435.5 
421.1 
418.8 

417.7ti 
408.6 

43%-  5%  41% 
50%-  5%  36% 
70   -  2%  18% 
33%-  3%  29% 
34%-  4%  25% 

32.4  1,343 
51.8  1,870 
9.7  179 
20.6  612 
13.8  355 

2.14  19 
2.10  17 
0.14  NM 
1.47  20 
1.69  15 

0.26  0.6 
0.34  0.S 
none  0^ 
none  0.C 
0.60  2.3 

41  66      Kelly  Services 

42  137  Thriftimart 

43  58  EG&G 

44  161       Big  V  Supermarkets 

45  11  Teledyne 

394.9 
384.9 
379.4 
379.1 
370.9 

50   -  9%  48% 
45   -  6%  32% 
48%-  7%  40% 
14    -  2%  12% 
174%-21'Z.  142 

4.4  214 

0.9  29 
14.2  577 

3.1  39 
20.7  2,933 

3.99  12 
7.33  4 
2.24  18 
1.99  6 
19.14  7 

1.10  2.3 
1.60  5.C 
0.64  1.6 
0.34  2.7 
none  0.C 

46  25      Reliance  Group 

47  *       Reading  &  Bates 

48  139      Brown-Forman  Dist 

49  20      Cincinnati  Milacron 

50  8  Tosco 

370.0 
369.6 
366.7 
354.9 
352.0 

lOO'A-18%  94 
39%-  5  24 
34%-  6%  33'A 
46%-  5         26 '/4 
45'/8-  3%  20% 

6.4  600 

27.8  667 
25.2  837 
22.6  594 

21.9  452 

9.25  10 
2.84  8 
2.87  12 
2.06  13 
-0.87  def 

3.00  3.2 
0.80  3i 
0.76  2.3 
0.72  2.7 
none  0.C 

51  122      Food  Town  Stores 

52  32      Mission  Insurance 

53  27       Murphy  Oil 

54  150      Tyson  Foods 

55  41       Cullum  Companies 

350.0 
346.8 
332.1 
332.0 
326.5 

38y4-  4%  35% 
49%-  7%  35% 
64    -  7%  33% 
17%-  3  13% 
34%-  5%  22 

8.7  305 
7.9  280 
37.0  1,225 
3.9  52 
4  1  90 

2.23  16 
5.69  6 
4.57  7 
0.55  25 
3.42  6 

0.20  0.6 
1.00  2.8 
0.75  23 
0.16  1.2 
1.00  4.1 

56  18      Litton  Industries 

57  75  ConAgra 

58  56      Cameron  Iron  Works 

59  270      Dean  Witter  Reynolds 

60  120  Sigmor 

320.7 
315.8 
315.4 
314.9 
313.3 

90'/4-10%  56% 
23%-  3%  17% 
67    -  8%  45 
51%-  8  49% 
24-4  I7'/4 

40.2                2,257  • 
13.1  229 
30  4  1,369 
12.1  599 
17.1  295 

7.60  7 
2.24  8 
3.75  12 
4.71  10 
2.07  8 

1.40  2.: 
0.86  4^5 
0.40  0.5 
0.80  9 
0.50  2.5 

61  3       Mitchell  Energy  &  Dev 

62  64      Santa  Fc  Intl 

63  110      Republic  New  York 

64  155  Lockheed 

312.7 
308.8 
304.7 
304.1 

455/8-  3%  23 
47%-  9%  46% 
41%-  7%  36% 
48%-  8%  37% 

47.9  1,102 
48.9  2,256 
10.9  394 
11.9  446 

2.24  10 
3.54  13 
5.16  7 
4.56  8 

0.24  l.C 
0.50  1.1 
1.20  3.; 
none  0.( 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31,  1976  to  Nov.  18,  1981.  For  comparison,  the 
year  change  in  the  Consumer  Price  Index  was  60.6%. 

*Not  ranked  last  year    ttThreeyear  price  change,    def:  deficit.    NM:  not  meaningful 
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Total 

Latest 

5-year 

1977-81 

Shares 

U141KCI 

1  7-mnnth 

Price/ 

MIUK   .1  .  L. 

ank 

price 

price 

Recent 

outstanding 

value 

earnings 

earnings 

annual 

Current 

80 

Company 

change 

range 

price 

{millions) 

(millions) 

per  share 

ratio 

dividend 

yield 

119 

Baldwin-United 

296.3% 

56  -13 

54 

10.2 

$  549 

$6.54 

8 

$1.60 

3.0% 

* 

Servicemaster  Inds 

295.9 

29%-  6V2 

26 

14.7 

383 

1.14 

23 

0.84 

3.2 

79 

NL  Industries 

287.9 

48%-  7% 

40 

66.4 

2,657 

3.99 

10 

1.00 

2.5 

1  71 

1  /  .3 

Prnntitif  A  irlin^L 

rroiiiif.  i  j*\iriiiit  a 

*JflA  7 

LO  74—  D/S 

Oil/. 
Z  1  78 

0.0 

182 

0.0/ 

5 

0.20 

0.9 

30 

Cabot 

283.1 

365/s-  6Vi 

27% 

31.6 

864 

3.50 

8 

0.92 

3.4 

13 

Kay 

283.1 

31%-  3% 

13% 

3.6 

48 

-1.12 

def 

0.75 

5.5 

101 

Geosource 

282.8t 

66%-  9% 

44% 

14.0 

622 

4.06 

11 

0.58 

1.3 

22 

Parker  Drilling 

279.8 

36%-  4% 

19% 

28.9 

566 

2.75 

7 

0.16 

0.8 

* 

Ctrl  t  i\mm\  TlillTITil 

1A  C 
Z4     —  D 

1  7 

1.7 

coo 
0.00 

1 

0.45 

0  c 
Z.5 

214 

Zayre 

273.8 

31%-  6 

28% 

5.5 

156 

4.54 

0.40 

1.4 

' t      -  • 

Worthington  Inds 

266.0 

24%-  6% 

22% 

12.4 

278 

2.00 

1  1 

0.60 

2.7 

129 

Alleghany 

265.1 

49  -11% 

47 

9.4 

441 

5.82 

8 

1.08 

2.3 

17 

Fairchild  Industries 

260.4 

33%-  3% 

13% 

13.0 

180 

4.20 

3 

0.80 

5.8 

040 

Z4Z 

Keystone  Foods 

oco  o 

1  Q  » A  1X1. 
IO/4—    O  /4 

15'/4 

3. 1 

48 

1.51 

1 0 

0.20 

1.3 

46 

Bally  Manufacturing 

256.3 

48%-  7% 

28% 

25.8 

735 

2.91 

10 

0.10 

0.4 

52 

Morrison-Knudsen 

251.6 

46  Vi-  6% 

24 

9.7 

233 

3.62 

7 

1.10 

4.6 

141 

Browning-Ferris  Inds 

250.8 

37%-  7% 

29% 

19.1 

561 

2.30 

13 

0.84 

2.9 

132 

Perini 

249.2 

33-7 

28% 

3.5 

98 

4.09 

7 

0.60 

2.1 

ao  i 

Wamaco 

7A7  A 
Z47 .O 

0 0 1/.        C.  7/D 
Zy  /4—    D  78 

Z4 

A  1 
4. 1 

07 

V/ 

A  CC 

c 
0 

1  nn 
1  .uu 

A  O 

4.Z 

55 

Superior  Oil 

245.5 

50%-  7% 

32% 

127.2 

4,166 

3.03 

1 1 

0.16 

0.5 

105 

SmithKline 

244.6 

88%-15% 

68% 

66.7 

4,561 

5.31 

13 

2.32 

3.4 

78 

SEDCO 

244.5 

49    -  8'/8 

33% 

32.5 

1,102 

3.28 

10 

0.44 

1.3 

63 

Dorchester  Gas 

244.4 

29%-  4% 

19% 

18.0 

348 

1.72 

11 

0.16 

0.8 

o  i 
zi 

Empire 

7A7  w 

AQ\A  AS/* 
Hy/2—  4/8 

1  C.3/. 
I  O  74 

O.J 

cc 
3D 

n  0  7 
U.O  1 

1  w 

1  O 

n  ac\ 

U.4U 

0  c 
Z.3 

96 

Hilton  Hotels 

239.9 

52%-  8% 

38% 

26.5 

1,032 

4.12 

9 

1.80 

4.6 

74 

Freeport-McMoran 

238.9 

40%-  4% 

24% 

69.2 

1,713 

2.61 

9 

0.60 

2.4 

130 

Blount 

238.5 

21%-  3% 

16% 

5.6 

93 

1.52 

11 

0.48 

2.9 

50 

Belco  Petroleum 

235.0 

37%-  7% 

27% 

23.8 

649 

4.36 

6 

0.60 

2.2 

644 

tjfclCU 

229.8 

O  A  1/  C 
Z4V2  —  D 

0 1 1/ 

ZJV2 

2 1 .8 

511 

6.  Id 

7 

n  ao 
U.4o 

0  n 
z.U 

159 

Bausch  &  Lomb 

227.9 

70  -14% 

47% 

1 1.9 

568 

3.18 

15 

1.56 

3.3 

172 

Baker  International 

227.8 

531/2-10% 

36% 

66.9 

2,468 

3.36 

1 1 

0.60 

1.6 

103 

Wyman-Gordon 

226.3 

27   -  7V» 

23% 

19.1 

444 

2.85 

8 

0.80 

3.4 

191 

lames  River  Corp  Va 

225.3 

23%-  37/8 

16% 

8.4 

140 

2.63 

6 

0.40 

2.4 

83 

Thiokol 

224.7 

39   —  9% 

^  1 1/ 
0 1  74 

11c 

ICQ 

O  CIA 

1 1 
1 1 

1  1  n 

116 

Pacific  Resources 

221.7 

16%-  3% 

13'/4 

10.5 

139 

0.78 

17 

0.56 

4.2 

* 

Palm  Beach 

217.9 

29%-  7% 

25% 

3.7 

94 

4.64 

6 

1.20 

4.7 

111 

Meredith 

217.8 

66I/2-17'/4 

60% 

3.2 

192 

8.38 

7 

1.60 

2.7 

251 

Seaboard  Allied  Milling 

216.9 

34    -  8/8 

25% 

1.5 

38 

4.44 

6 

0.50 

1.9 

Donaldson,  Lufkin 

205.7 

14    —  2% 

13% 

9.4 

lzo 

1  10 

1 1 

n  on 

1  c 

l.D 

246 

Idle  Wild  Foods 

203.7 

27    -  67/s 

20  Vi 

1.8 

36 

4.43 

5 

0  80 

4.0 

107 

Dover 

203.3 

32%-  8% 

28% 

35.8 

1,025 

2.52 

11 

0.66 

2.3 

126 

Super  Valu  Stores 

201.0 

19%-  5% 

18% 

36.6 

668 

1.66 

11 

0.48 

2.6 

115 

Avnet 

199.6 

60%- 12% 

48 

17.0 

818 

3.78 

13 

1.00 

2.1 

35 

Natomas 

197.9 

45%—  7% 

O  A  5/ 
Z478 

Cl  0 

0  1 .0 

1  077 

A  0  1 
4.Zo 

O 

1  in 

1  .zu 

A  O 

373 

Northwest  Industries 

197.3 

70%-21% 

68% 

24.9 

1,705 

7.98 

9 

2.68 

3.9 

229 

McGraw-Hill 

197.0 

56  -15% 

50  '/s 

24.8 

1,245 

3.79 

13 

1.68 

3.4 

235 

Hughes  Tool 

196.2 

48%-  9% 

38% 

54.9 

2,128 

4.09 

9 

0.68 

1.8 

* 

Penn  Central 

i95.8tt 

48%- 13% 

44 

21.3 

938 

5.50 

8 

none 

0.0 

174 

Republic  Finl  Svcs 

194.9 

30  —  7% 

Lc*  74 

1  17 

O 

y 

1  20 

4  2 

45 

United  Energy  Resources 

192.4 

56  -12% 

40% 

27.8 

1,134 

7.56 

5 

1.92 

4.7 

23 

Foster  Wheeler 

189.8 

30%-  4% 

15Vs 

34.4 

520 

1.78 

8 

0.44 

2.9 

95 

Signal  Companies 

189.5 

36%-  8 

24% 

72.2 

1,742 

3.05 

8 

0.84 

3.5 

121 

Pioneer 

188.3 

33%-  6% 

26 '/s 

37.3 

973 

2.92 

9 

1.00 

3.8 

164 

Control  Data 

187.4 

42'/8—  9% 

of 

■3  7  1 

1  ,J/4 

y 

U.  jU 

1 .4 

696 

Uni  var 

187.4 

34%-  6% 

31% 

5.6 

174 

3.65 

9 

0.68 

2.2 



34 

Trinity  Industries 

182.3 

30%-  4 

15 

15.5 

233 

2.99 

5 

0.50 

3.3 

352 

Dow  (ones 

180.3 

55'/4-14% 

47 '/s 

31.4 

1,480 

2.16 

22 

0.92 

2.0 

318 

General  Cinema 

1 79.8 

J7  /B —  Iv  to 

371/4 

11.0 

410 

3.42 

1 1 

0.96 

2.6 

39 

Hanover  Insurance 

178.7 

36%-ll% 

36 

5.1 

184 

8.24 

4 

0.72 

2.0 

94 

Schlumberger 

175.8 

8714-16% 

52% 

289.7 

15,211 

4.24 

12 

0.80 

1.5 

68 

Harris  Corp 

174.6 

60%-14 

40% 

31.2 

1,264 

3.40 

12 

0.88 

2.2 

221 

Walgreen 

174.1 

54%- 14% 

49 

7.4 

361 

5.82 

8 

2.00 

4.1 

205 

Ruddick 

173.7 

15    -  4% 

13 

2.3 

30 

2.17 

6 

0.56 

4.3 

178 

Marathon  Oil 

173.2 

90  -19% 

77 

58.7 

4,519 

6.05 

13 

2.00 

2.6 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec  31,  1976  to  Nov  18,  1981  For  comparison,  the  five 
year  change  in  the  Consumer  Price  Index  was  60.6%. 

•Not  ranked  last  year,    t Four-year  price  change    ttThree-year  price  change,    def:  deficit 
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1 

Total 

Latest 

5-yea- 

,<;-/7 

8' 

Shares 

market 

12- month 

Price/ 

Indicated 

R-ink 

Dri*'» 

price 

•v  cent 

outstanding 

value 

earnings 

earnings 

annual 

Cur 

81 

80 

Company 

ch'ingi 

range 

ice 



(millions) 

(millions) 

per  share 

ratio 

dividend 

,  iet 

129 

273 

Raychem 

171.1% 

00  — 

10/8 

51% 

9.0 

$  463 

$4.33 

12 

S0.44 

0.9 

1  30 

278 

Fred  Meyer 

170.7 

JZ  /4 — 

16% 

52% 

7.4 

386 

3.73 

14 

0.80 

1.5 

131 

281 

Central  Steel  &  Wire 

170.3 

JUU  — 

1  j 

300 

0.3 

95 

71.68 

4 

20.00 

6.7 

132 

112 

Petrolane 

169.9 

26%- 

6% 

\7V» 

52.0 

890 

1.90 

9 

0.42 

2.5 

133 

133 

Raytheon 

166.9 

555/8- 

13'/2 

40% 

84. 1 

3,397 

3.74 

1 1 

1.20 

3.0 

134 

86 

Dean  Foods 

166.8 

0  O/. 

O  /8 

203/4 

6.1 

126 

2.72 

8 

0.60 

2.9 

135 

277 

Electronic  Data  Syst 

163.9 

ZV  /H  — 

O  /8 

23% 

28.0 

665 

1.46 

16 

0.60 

2.5 

136 

81 

Charter 

163.3 

D\)  — 

O  /4 

9% 

21.6 

213 

0.59 

17 

1.00 

10.1 

137 

142 

Washington  Post 

163.0 

33  - 

10V4 

32% 

14  1 

462 

2.11 

16 

0.50 

1.5 

138 

258 

Capital  Cities  Commun 

161.6 

80  Vi  - 

22  Vs 

73% 

13.0 

960 

5.94 

12 

0.20 

0.3 

139 

366 

Mercantile  Texas 

159.8 

36J/«— 

1  ^  M 

33  'A 

17.3 

574 

3.49 

9 

1  00 

3.0 

140 

265 

Nationwide 

159.2 

Zf  /4 — 

y  /i 

24% 

10.3 

253 

3.03 

8 

0.70 

2.8 

141 

476 

Arden  Group 

158.3 

3/8  — 

1  'A 
1  /2 

3% 

3.3 

13 

0.77 

5 

none 

0.0 

142 

478 

American  Intl  Group 

157.6 

66  - 

20 

65% 

57.2 

3,731 

5.77 

11 

0.40 

0.6 

143 

244 

Supermarkets  General 

156.7 

22%- 

6% 

19% 

8.2 

159 

3.10 

6 

0.60 

3.1 

144 

257 

Turner  Construction 

156.5 

33%_ 

1 1  ''i 

29  Vi 

2.1 

61 

4.23 

7 

1.60 

5.4 

145 

566 

G  D  Searle 

156.2 

iJJ  /2 — 

10% 

33% 

51.9 

1,744 

1.64 

21 

0.52 

1.5 

146 

87 

Sun  Chemical 

155.8 

32  - 

8% 

23% 

7.5 

179 

4.33 

6 

0.48 

2.0 

147 

124 

Circle  K 

152.4 

17%- 

5'/8 

13'/4 

9.9 

131 

1.73 

8 

0.74 

5.6 

148 

Barnett  Banks  Fla 

151.6 

29%- 

9'/2 

26 

13.6 

353 

3.02 

9 

0.96 

3.7 

149 

109 

Union  Oil  California 

151.5 

56  Vi  — 

112 

37'/4 

173.6 

6,467 

4.22 

9 

1.00 

2.7 

150 

182 

Ryder  System 

151.4 

AD 'A 
*+U  /2  — 

10% 

30% 

20.1 

615 

3.82 

8 

1.08 

.3.5 

151 

395 

Rite  Aid 

151.3 

JU  /4  — 

i  niA 

lu  /2 

32% 

14.0 

460 

2.73 

12 

0.66 

2.0 

152 

149 

Cities  Service 

150.8 

6914- 

15 

49% 

83.3 

4,147 

4.01 

12 

1.60 

3.2 

153 

245 

Earle  M  Jorgensen 

150.0 

28*/4- 

9Va 

26% 

7.1 

186 

4.10 

6 

1 .00 

3.8 

154 

377 

Marriott 

147.5 

O  /4 

33  Vi 

25.5 

854 

3.05 

1 1 

0.30 

0.9 

155 

103 

Cooper  Industries 

147.2 

62  — 

1  Qi/< 

1  7  /4 

49  Vi 

44.0 

2,189 

5.05 

10 

1.24 

2.5 

156 

408 

H  H  Robertson 

144.1 

<J  1  /4  — 

i 

IU  /N 

31'/8 

4.7 

148 

6.02 

5 

1.30 

4.2 

157 

146 

Carpenter  Technology 

143.9 

51%- 

17 

43% 

8.6 

376 

5.47 

8 

2.10 

4.8 

158 

790 

Purolator 

143.2 

48  7/»- 

13 

46 

6.5 

iOO 

4.00 

1 2 

1.04 

2.3 

159 

179 

Loews 

142.5 

1U»  /8 — 

27'/« 

87 

12.9 

1,119 

19.56 

4 

1.20 

1.4 

160 

62 

Bangor  Punta 

141.7 

29'/«  — 

/  /2 

18'/h 

7.1 

128 

5.68 

3 

0.80 

4.4 

161 

157 

Paine  Webber 

139.7 

27%— 

5% 

20% 

9.5 

194 

1.06 

19 

0.44 

2.2 

162 

416 

Deluxe  Check  Printers 

139.4 

30%- 

11  Vi 

29% 

23.0 

680 

2.33 

13 

1.00 

3.4 

163 

216 

Flowers  Industries 

139.2 

18%- 

6% 

16% 

6.0 

101 

2.35 

7 

0.74 

4.4 

164 

342 

Foremost-McKesson 

138.7 

*tU  /H  — 

1  D 

37 

15.2 

561 

4  49 

8 

2.24 

6.1 

165 

106 

Parker  Pen 

136.5 

26  — 

5  /2 

14% 

17.1 

253 

1.49 

10 

0.52 

3.5 

166 

272 

Commercial  Metals 

136.4 

OA 

*T  /I 

17% 

4.4 

"'6 

2.53 

7 

0.44 

2.5 

167 

67 

Sundstra  nd 

135.8 

59  %- 

15% 

42 

18.2 

763 

5.05 

8 

1.80 

4.3 

168 

201 

Arkla 

134.2 

21  - 

7'/8 

17% 

50.3 

883 

1.70 

10 

0.80 

4.6 

169 

312 

Abbott  Laboratories 

134.1 

30 

OJ.  /4  — 

y  /4 

28/i 

123.1 

3,538 

1.92 

15 

0.72 

2.5 

170 

357 

Seagram 

134.0 

65  Vi  — 

19!/4 

55 

30.1 

1,656 

9.16 

6 

1.80 

3.3 

l7l 

576 

Marine  Midland  Banks 

131.7 

i  n 

23% 

19.1 

455 

3.88 

6 

1.25 

5.3 

172 

48 

Boeing 

131.3 

45%- 

8% 

23 

96.5 

2,218 

5.63 

4 

1.40 

6.1 

1/5 

42 

Holly  Corp 

130.8 

19%- 

4% 

1 1  Vi 

8.5 

95 

0.67 

17 

none 

0.0 

174 

526 

Texas  Commerce  Bshs 

130.5 

A  C 

40  — 

1  D  78 

43  Vi 

29.9 

1,299 

4.35 

10 

1. 10 

2.5 

175 

88 

Fluor 

129.4 

7 1 

Li  — 

y  /a 

29 'A 

77.8 

2,275 

2.55 

1 1 

0.80 

2.7 

176 

165 

Burlington  Northern 

129.0 

77 

If  — 

1  7  1/, 

50% 

42.4 

2,136 

6.83 

7 

1.52 

30 

177 

166 

Smith  International 

128.8 

70  lA- 

13V4 

45% 

22  5 

1,031 

5.48 

I 

0.80 

1.7 

178 

499 

Albertson's 

128.1 

28  %- 

9V4 

26y8 

14.9 

392 

3.03 

0.88 

3.3 

179 

80 

E-Systems 

125.9 

JO  78  — 

1  /I  5/ 

493/b 

7.0 

344 

2.94 

17 

LOO 

2.0 

180 

71 

NVF 

125.7 

71/. 

7/ 
78 

2% 

83.5 

240 

0.35 

8 

0.15 

5  2 

181 

293 

Pay  Less  Drug  NW 

125.1 

18%- 

55/8 

15'/e 

8.8 

133 

1.65 

9 

0.38 

2.5 

182 

136 

U  S  Air 

125.0 

26%- 

3% 

11 '/4 

17.1 

192 

3.84 

3 

0.12 

1.1 

183 

315 

R  H  Macy 

124.5 

66  Vi  - 

21'/8 

52 

16.4 

851 

7.40 

7 

1.75 

3.4 

184 

91 

General  Dynamics 

124.4 

44%- 

7'/2 

24 '/a 

54.4 

1,312 

2.61 

9 

0.72 

3  0 

185 

500 

Holiday  Inns 

122.9 

33 '/4 - 

11  Vh 

29% 

31.2 

914 

3.61 

8 

0.74 

2.5 

186 

316 

Alco  Standard 

122.8 

21%- 

9'/« 

20% 

18.9 

391 

2.88 

7 

1.08 

5.2 

187 

360 

Reeves  Brothers 

120.9 

53%- 

20% 

47  Vz 

2.4 

112 

9.47 

c 

2.52 

5  3 

188 

128 

Combustion  Lngnrng 

120.9 

54%- 

15% 

i7 

33.0 

1.221 

4.11 

9 

1.60 

T.a 

189 

498 

Sonoco  Products 

120.4 

30  - 

10% 

25  Vi 

11.0 

281 

3.33 

8 

111) 

4.3 

190 

551 

Allied  Van  Lines 

120.0 

8%- 

2 

8% 

1.2 

10 

2.48 

3 

0.20 

2.4 

191 

508 

Curtice-Burns 

119.8 

25'/2- 

10% 

24% 

1.6 

38 

3.88 

6 

1.20 

4.9 

192 

167 

Pneumo 

119.7 

36%- 

10 

23% 

4.7 

108 

3.70 

6 

0.80 

3.4 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec  31.  1976  lo  Nov.  18,  1981.  For  comparison,  the 
year  change  in  the  Consumer  Price  Index  was  60.6%. 
*Not  ranked  last  year. 
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Total 

Latest 

5-year 

1977-81 

Shares 

market 

12-month 

Price/ 

Indicated 

iank 

price 

price 

Recent 

outstanding 

value 

earnings 

earnings 

annual 

Current 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 

dividend 

yield 

iid 
1 1  *# 

v,  ,,,,1  ,r.\  Oil  Mliin 

lift  0°, 
1  1  O.Z  /o 

Oil/.  1/11/ 
y  I  72  —  14'/2 

41  % 

245.8 

$H),2v2 

$7.91 

5 

$2.40 

5.7% 

7  10 

Zl  / 

Perkin- Elmer 

1  1  7  O 

1  1  /  .V 

36%—  8% 

227s 

42.5 

972 

1.75 

13 

0.50 

2.2 

1 3  5 

Pennzoil 

117  7 

II/./ 

62  Vi  —  1 7  Vi 

48  Vi 

51.1 

2,467 

4.65 

10 

2.20 

4.6 

286 

American  General 

116.7 

46'/2-17y4 

43% 

24.5 

1,077 

6.84 

6 

2.00 

4.6 

92 

Dynalectron 

115.6 

173/8-  2% 

85/8 

8.6 

74 

1.38 

6 

0.10 

1.2 

1 1 3 
i  i  ) 

I\  ortnrop 

1  1  J.O 

A3          10  1/ 
OO      —  1078 

C  1  1/ 
D  1  74 

1 4.9 

77/1 

3.24 

16 

1 .80 

3.5 

AA 
44 

Transco  Companies 

1  1  A  ft 
1 14. o 

A/1  1/       1  K.  5/ 

o474  — lo  /8 

4  1  78 

23.5 

978 

5.06 

8 

1 .60 

3.8 

i  on 

Northwest  Energy 

1  1  A  A 
1  14.0 

3  7  Vh  —  8  Vi 

237k 

16.2 

386 

3.93 

6 

1.20 

5.0 

553 

Savannah  Foods 

114.2 

21  -  6y8 

1972 

3.8 

75 

4.77 

4 

1.20 

6.2 

410 

Dun  &  Bradstreet 

113.1 

701/4-25y4 

65 

28.1 

1,823 

4.13 

16 

2.36 

3.6 

jU4 

Areata 

3Q  131/ 
07      —  io/H 

3  3 
OO 

O.  / 

310 
Zl  V 

3  AO 

o.oy 

O 

V 

1  .Zo 

1  O 

o.y 

1  07 

IV/ 

Kemper 

110  7 

111./ 

3  7V      1  c 
O  /  /8  —  1 D 

3  3  1/ 

66  vi 

13. 1 

A  Aft 
44U 

A  3Q 
O.OO 

c 

D 

1  ah 
1  .ou 

A  Q 
4.0 

* 

\]  i\ri\iLt  mm 
L\ UIU!»UUill 

1 12.5 

3ft            1  1  5A 
OO  —11/8 

ZV  74 

O  T 

o.z 

Z4  J 

3  07 

z.y  / 

1  n 

1U 

n  aa 

U.44 

1  5 
1 .  j 

302 

Pioneer  Hi-Bred  IntI 

112.5 

52'/2-155/« 

51 

16.0 

814 

3.98 

13 

1.20 

2.4 

359 

Weis  Markets 

111.8 

38  -16'/2 

36 

9.1 

329 

4.03 

9 

1.00 

2.8 

3/13 

C^runi  &  rorster 

1110 

1 1  l.Z 

3  Q  1/       12  1/ 
O0  72  — lo  78 

TIT/ 
3Z  78 

28.3 

V  JZ 

6.46 

C 
J 

1 .64 

j.U 

423 

Seaway  Food  Town 

1 10.8 

1  HV.        d  1/, 
1U  /4 —    4  /2 

O  V. 

y  "4 

o  0 

z.z 

7  1 
Zl 

z.o  / 

A 
4 

n  ah 
u.nu 

A  7 
O.Z 

11/ 

Mu'ii  \Jii 

i  no  o 

1UV.Z 

AC  1/  1/11/ 
Oj  72  —  1478 

41  'A 

309.0 

1  O  "7  A  A 

lz,/44 

5.34 

8 

1 .80 

4.4 

145 

PennCorp  Financial 

108.7 

12V4-  2V4 

6 

19.0 

114 

0.34 

18 

0.16 

2.7 

347 

Times  Mirror 

108.7 

58>/2-20 

48 

34.1 

1,639 

4.18 

11 

2.00 

4.2 

Zl  1 

Vornado 

i  nm  7 

ZV  74—    4  /8 

1  1 

1  z 

C  3 
J.O 

A/1 
04 

3  1  1 

—6. 1 1 

aei 

none 

U.U 

1  A3 

Norton 

1  OA  5 
1UO.  j 

/CO          1  /I 

OZ  —In 

3  0  1/ 

jy  74 

1  A  C 
1  U.J 

A5  5 
0  j  j 

a  un 

0 
0 

3  nn 
z.uu 

5  n 
j.U 

317 

Marsh  Supermarkets 

1  05  A 
1 U  J.O 

1  3  3-V- 
1Z      —    O  74 

OlA 
y  74 

3  3 
O.O 

30 

1  ft  A 
1 .00 

c 

J 

n  /in 

U.4U 

A  3 
4.0 

97 

Gelco 

105.0 

37   -  9% 

223/8 

11.8 

263 

4.67 

5 

1.12 

5.0 

57 

RLC 

104.1 

18    -  4% 

9% 

11.8 

115 

1.20 

8 

0.64 

6.6 

3  1(2 

J  JO 

Vanan  Associates 

1  03  3 
1 U  j.  j 

TCI/  111/ 

JJ74-1  1  74 

oOy? 

/.y 

Z4Z 

n  a  c 
— U.4  j 

act 

n  £3 
(J.  jZ 

1  7 

1.  f 

1  5ft 

1  JO 

Missouri  Pacific 

1  A3  1 
IUj.  1 

11C  ]OS/ 

11 3     —  6y  /8 

03 

oo 

1  J.O 

1  701 

1  ,ZV  1 

1  3  A  A 

1  Z.4o 

7 

3  ftn 

o.ou 

A  A 
4.0 

ZOO 

New  York  Times 

1  01  5 
1U1.  J 

3  Q         1  C[/. 
O  O      —  1  J  72 

33 
OO 

13/1 
1  Z.4 

4UV 

3  A3 
O.OO 

0 

1  1  n 

1 .  1U 

3  3 
O.O 

479 

Time  Inc 

101.4 

41'/4-15'/4 

37'/4 

48.3 

1,801 

2.26 

16 

1.00 

2.7 

206 

Standard  Oil  Calif 

101.2 

58'/4-17'/s 

41'/4 

342.1 

14,112 

7.09 

6 

2.40 

5.8 

31/1 

Kroger 

i  n  i  n 

1U1.U 

0  77/      1  1  V 
Z  /  78  — 1  1  /8 

3  /I 
Z4 

3  7  O 

A  AO 
OO  V 

3  7fl 

O.  /  U 

K. 
O 

1  73 

1 .  /  Z 

7  3 
/  ,Z 

3/17 
Z4/ 

So  Natural  Resources 

i  no  o 

O  /  74  —  1  Z  78 

Z  /  78 

A  \  n 
4 1  ,U 

1  171 
1 , 1 Z 1 

3  ft/1 

7 

1  1  n 

1 .  1U 

4.U 

700 

/uv 

M  Lowenstein 

i  no  n 

A  n  1 A  71/, 
4U  /2—    /  72 

TOLA 
Zy  72 

3  3 
O.O 

Oft 

/I  7/1 
4.  /  4 

0 

1  3n 

1  .ZU 

A  1 
4.  1 

147 

Levi  Strauss 

99.1 

50y4-12'/8 

27'/8 

41.2 

1,119 

4.53 

6 

1.65 

6.1 

555 

A  C  Nielsen 

98.9 

48  -187/s 

45!/4 

11.2 

508 

3.21 

14 

1.04 

2.3 

/  0 

Lear  Siegler 

Oft  0 
Vo.Z 

A"S  7/  13 
4Z  78—  1  J 

Zo 

lo.o 

/15A 
4  jO 

/i  70 
4.  /  y 

u 

5  n 

j.U 

Allied  Maintenance 

98.0 

A        0  7/u 
Z4  /4 —    V  /8 

241/2 

3  0 

73 

2  79 

9 

1 .00 

4.1 

238 

Beckman  Instruments 

96  4 

4o  /8  —  11  /8 

L  1  fl 

20  5 

563 

1.76 

16 

0.40 

1.5 

144 

Martin  Marietta 

95.9 

si'A-U'A 

33% 

37.5 

1,261 

5.47 

6 

1.92 

5.7 

285 

Athlone  Industries 

94.6 

30  -12'/8 

27'/4 

2.5 

69 

5.10 

5 

1.50 

5.5 

301 
5Z 1 

First  Interstate 

O/l  A 

V4.0 

A  A  7/  175/ 
44  78—1  /  78 

30 1/. 
Oy  74 

3U  A 
00.4 

1  5Hft 
I ,  jOo 

5  0  1 

j.y  1 

7 

1 

2  04 

5  2 

1  4o 

Union  Pacific 

QA  0 
V4.Z 

yO  74—  ZU  72 

4y  /4 

OA  3 

4  790 

A  05 

12 

1  80 

3.6 

Z/4 

Maryland  Cup 

74. 1 

4  2  1/      1  CI/ 
4j  74— 1  v>78 

3  Al/, 
OO  78 

A  Q 
O.CS 

7dd 
Z44 

4  53 
4.  jZ 

Q 
O 

0  76 

7  1 

z.  1 

558 

Republic  of  Texas 

94.0 

375/8-14% 

35/a 

23.0 

826 

4.79 

7 

1.48 

4.1 

100 

Centex 

93.9 

48  -10'/2 

24 

13.2 

317 

2.60 

9 

0.25 

1.0 

3*2,1 

First  City  Bancorp 

93  9 

Ail/.      1  A  l/i 
41  74  —  14  /2 

3A 
00 

29  0 

1  043 

4  12 

9 

1.06 

2.9 

z  b4 

Ametek 

Vj.V 

35/8—  13'/2 

3  77/ 
Z  /  78 

1  r  1  0 
1  u.y 

L.oy 

1  z 

1  on 

1 .  ZU 

4  3 

45A 
4  j!) 

Brown  Group 

03  A 
Vj.4 

3  1          1  3  7/0 
J  1       —  1  Z  78 

zy  /2 

1  n  0 

1  u.y 

321 

4.77 

f., 

1.76 

6.0 

260 

Vulcan  Materials 

93.4 

56  -21'/4 

51'/4 

11.5 

588 

7.08 

7 

2.20 

4.3 

707 

National  Tea 

93.3 

7l/2-  33/« 

774 

10.0 

73 

0.83 

9 

none 

0.0 

ceo 

J  J  V 

trOrdon  jewelry 

Z  1      —    /  *78 

1  r>  /8 

ft  A 
o.4 

131 

3  1  5 
O.  ID 

0  56 

3.6 

452 

Auto  Data  Processing 

03  9 

3i  v,  i  nvu 

O  1  /4 —  1U/H 

28s/8 

33.7 

963 

1.55 

18 

0.44 

1.5 

70 

IIC   I  I   

U  S  Home 

92.5 

3  3  CI/. 
OO      —    J  78 

1  31/, 

1  • )  /8 

1  A  A 
1  4.0 

192 

1  OA 
1  .yo 

7 

0  36 

2.7 

214 

Peoples  Drug  Stores 

91.6 

197/s-  7 

17 

4.0 

68 

2.39 

7 

0.32 

1.9 

465 

Manhattan  Industries 

91.2 

14?M_  4Y8 

123/8 

3.0 

37 

2.29 

5 

0.30 

2.4 

210 

(•ltloru-Hill 

on  ~> 
VU./ 

1/17/         U  7/ 
ZlV/8—    O  78 

1  O  /4 

7  4 

139 

0.0  1 

0  92 

4.9 

3d  1 
j4  1 

Zurn  Industries 

on  a 

JJ  /8  —  1  Z  /2 

Z  /  /8 

5  7 

158 

3.49 

1.20 

4.3 

156 

Shopwell 

90.5 

7   -  2% 

5 

1.2 

6 

0.77 

6 

0.10 

2.0 

294 

Waldbaum 

90.0 

19'/4-  7'/« 

14% 

2.6 

38 

3.98 

4 

none 

0.0 

163 

American  Standard 

89.5 

43V4-127/8 

27 

27.2 

733 

4.98 

5 

2.20 

8.1 

548 

United  States  Shoe 

89.3 

36%-10% 

32'/2 

10.6 

344 

5.07 

6 

1.25 

3.8 

414 

Fort  Howard  Paper 

89.0 

36'/2-13% 

34 '/2 

26.9 

929 

2.97 

12 

1.08 

3.1 

446 

Irving  Bank 

88.4 

58  -27 

53 

8.7 

461 

10.87 

5 

3.04 

5.7 

351 

Aetna  Life  &  Casualty 

88.4 

45'/4-187/« 

44  Vi 

80.4 

3,598 

5.95 

8 

2.32 

5.2 

Note:  Except  as  footnoted;  price  changes  are  measured  from  Dec.  31,  1976  10  Nov.  18,  1981  For  comparison,  the  live 
year  change  in  the  Consumer  Price  Index  was  60.6"o. 
*Nol  ranked  last  year     del:  deficit. 
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Who's  where  in  the  stock  market 


1  otal 

Latest 

5-year 

1  077  U  1 

S  ri's 

market 

1  0    m  .  ,  ,  ,  1  1  1 

K*ini)n(n 

Prii-o/ 

r  rice/ 

..  . 
Indicated 

Rank 

price 

price 

Recent 

outstanding 

value 

earnings 

earnings 

annual 

(  ur 

81 

80 

Company 

change 

range 

price 

(million8) 

(millions) 

per  share 

ratio 

dividend 

yiel 

257 

185 

Acme-Cleveland 

88.2% 

35%-  9Vi 

177s 

4.3 

$  78 

$2.41 

7 

SI. 40 

7.8 

258 

490 

Esmark 

87.9 

57%- 18% 

53% 

12.4 

669 

5.67 

9 

1.84 

3.4 

259 

733 

VF 

87.9 

431/2-16l/2 

40  % 

8.1 

328 

6.09 

7 

2.40 

5.9 

260 

300 

Heck's 

87.5 

13%-  5% 

1174 

9.7 

1 10 

1.55 

7 

0.24 

2.1 

261 

394 

Old  Republic  lntl 

87.2 

24%-  9Vi 

20 

9.4 

189 

4.13 

5 

0.92 

4.6 

262 

651 

American  Greetings 

87.2 

18%-  9 

1874 

13.7 

250 

2.05 

9 

0.56 

3.1 

263 

570 

Chase  Manhattan 

86.9 

597»-27% 

5774 

32.7 

1,870 

9.88 

6 

3.10 

5.4 

264 

466 

Bankers  Trust  N  Y 

86.7 

377s-16'/2 

357s 

26.6 

935 

7.03 

5 

1.85 

5.3 

265 

582 

iljjl  1     J^*  if  11  lln 

86.7 

26%- 12 

2472 

8.8 

215 

1.99 

12 

1.36 

5/ 

266 

204 

Business  Men's  Assur 

86.3 

3678-14% 

287s 

6.0 

172 

5.10 

6 

1.60 

5.5 

267 

187 

Alcan  Aluminium 

86.2 

40  -10% 

22 

81.6 

1,795 

4.46 

5 

1.80 

8.2 

268 

131 

Computer  Sciences 

85.7 

29%-  6% 

13 

13.3 

173 

1.37 

9 

none 

0.( 

269 

199 

Rockwell  lntl 

85.4 

.  45%- 137s 

2872 

75.9 

2,163 

3.84 

7 

1.56 

5.5 

270 

196 

ENSERCH 

85.0 

40    - 1 1  Vk 

247i 

52.9 

1,284 

3.47 

7 

1.36 

S.( 

271 

484 

Ohio  Casualty 

84.0 

47l/2-20'/8 

46 

11.7 

538 

6.55 

7 

2.04 

4.4 

271 

276 

Rohr  Industries 

84.0 

20    -  5% 

1172 

5.2 

60 

1.87 

6 

none 

0.C 

273 

422 

Hewlett-Packard 

83.4 

537s- 1 5  7i 

40 

122.0 

4,880 

2.55 

16 

0.24 

0.6 

274 

618 

Ball  Corp 

82.8 

347s-l  6  Vi 

3472 

5.3 

184 

4.93 

7 

1.80 

5.2 

275 

457 

BanCal  Tri-State 

82.1 

43  -1578 

28 

4.7 

131 

2.35 

12 

1.20 

4.3 

276 

309 

Big  Three  Industries 

81.1 

38  -13% 

28% 

42.4 

1,220 

2.43 

12 

0.60 

2.1 

277 

409 

AMP 

81.0 

62'/2-24 

5178 

36.0 

1,841 

3.31 

15 

1.20 

2.3 

278 

928 

Anheuser-Busch  Cos 

80.9 

44  7a -1772 

41% 

45.5 

1,882 

4.60 

9 

1.28 

3.1 

279 

319 

Dennison  Mfg 

80.7 

25    -11  Vi 

217s 

9.1 

193 

2.92 

7 

1.30 

6.2 

280 

140 

Johnson  Controls 

80.1 

34i/2_13y4 

23% 

13.1 

311 

3.43 

7 

1.40 

5.S 

281 

381 

National  Svc  Inds 

80.0 

28%-1274 

27 

12.7 

344 

3.93 

7 

1.32 

4.S 

282 

224 

Ogden 

79.5 

397a-1474 

26% 

13.0 

345 

4.81 

6 

1.80 

(t.i 

282 

390 

Stone  Container 

79.5 

2874-  7 

1874 

7.8 

142 

3.07 

6 

0.64 

3.! 

284 

717 

Copperweld 

79.2 

4772-1574 

41 

5.7 

235 

6.20 

7 

1.60 

3.S 

285 

459 

Cannon  JWills 

79.1 

3574-127s 

2674 

9.4 

246 

3.46 

8 

1.20 

4.f 

286 

660 

Hartfield-Zodys 

78.4 

13   -  3% 

772 

3.7 

28 

0.81 

9 

0.40 

5.3 

287 

221 

Southwest  Forest  Inds 

77.9 

287b-  7% 

177» 

8.5 

146 

1.58 

1 1 

0.60 

3.5 

288 

192 

Interpublic  Group 

77.8 

3772-157s 

30% 

4.6 

142 

3.51 

9 

1.60 

5.2 

289 

515 

Host  International 

77.4 

27   -  9% 

20% 

4.9 

100 

1.15 

18 

0.60 

2.S 

290 

445 

Valley  National 

77.4 

30%-107i 

257s 

16.9 

423 

3.62 

7 

1.16 

4i 

291 

280 

Consolidated  Papers 

77.2 

39  -14% 

277. 

10.8 

295 

5.12 

5 

2.00 

7.3 

292 

670 

Armstrong  Rubber 

77.1 

3978-14% 

36% 

1.7 

63 

8.41 

4 

1.40 

3.1 

293 

287 

Gulf  United 

76.7 

2774-1074 

197s 

27.7 

550 

2.94 

7 

1.32 

6.1 

294 

344 

Stanadyne 

76.5 

4674-1974 

4374 

4.8 

207 

4.82 

9 

1.72 

4.C 

295 

61 

l  l  l  I  i.  i  iiu.l  11(33 

76.4 

26 

81.3 

2,114 

3.22 

g 

1.10 

4.2 

296 

240 

CNA  Financial 

75.8 

19%-  674 

13% 

48.7 

664 

2.04 

7 

none 

OC 

297 

622 

General  Re 

74.5 

8472-33% 

83  74 

21.8 

1,826 

7.81 

11 

1.76 

2.1 

298 

611 

First  lntl  Bshs 

74.4 

32%-14% 

3074 

45.3 

1,369 

3.40 

9 

1.10 

3.6 

299 

383 

Security  Pacific- 

73.0 

4372-217s 

38% 

27.7 

1,064 

7.05 

5 

2.20 

5.7 

300 

197 

City  Investing 

71.7 

30%- 1  1  % 

2274 

33.1 

753 

3.42 

7 

1.60 

7.C 

301 

539 

Hannaford  Bros 

71.4 

2474-1072 

21 

1.3 

28 

4.74 

4 

1.20 

5.7 

301 

311 

Norris  Industries 

71.4 

42  -1874 

42 

9.8 

410 

3.71 

11 

1.47 

3.5 

303 

436 

American  Petrofina 

70.6 

717s-22% 

58 

10.8 

626 

7.10 

8 

3.20 

5.5 

304 

455 

Harvey  Hubbell 

70.0 

24%- 1172 

22 

11.2 

246 

2.69 

8 

1.08 

4.S 

304 

525 

Philip  Morris 

70.0 

52 1/2 

125.0 

6,560 

5.39 

10 

2.00 

3.8 

306 

426 

American  Brands 

70.0 

46  -19% 

387s 

54.5 

2J20 

6.34 

6 

3.25 

8.4 

307 

534 

Southeast  Banking 

69.7 

2372-  972 

187s 

15.9 

300 

3.24 

6 

1.00 

5.3 

308 

331 

Newmont  Mining 

69.6 

7974-1572 

4772 

25.9 

1,229 

4.03 

12 

1.60 

3.4 

309 

267 

Tyler 

69.2 

29%-  9% 

1974 

9.2 

177 

3.24 

6 

0.55 

2.S 

310 

170 

Standard  Oil  Indiana 

69.0 

001/,  _T  1  y„ 

50% 

291.6 

14,691 

6.65 

g 

2.60 

5.2 

311 

423 

Knight-Ridder  News 

68.1 

41%- 15  74 

3274 

32.1 

1,034 

3.09 

10 

0.92 

2.9 

312 

233 

Wheelabrator-Frye 

67.3 

6578-24 

427s 

17.1 

732 

4.70 

9 

1.60 

3.7 

313 

329 

Cyclops 

67.3 

39  -1272 

26% 

3.3 

89 

7.67 

3 

1.45 

5.4 

314 

537 

Hart  Srhaffner  &  Marv 

66.3 

247s—  9% 

21 

8.6 

180 

2.95 

7 

1.12 

5.3 

315 

228 

Entex 

66.3 

197s-  77t 

1374 

21.1 

280 

2.17 

6 

1.00 

7.5 

316 

385 

Morton-Norwich 

66.3 

38%- 18% 

3472 

13.6 

468 

4.12 

8 

1.52 

4.4 

317 

505 

King  Kullen  Grocery 

65.7 

17%-  872 

1472 

0.7 

10 

2.84 

5 

0.50 

3.4 

318 

701 

Hershey  Foods 

65.4 

41  -16% 

37 

14.2 

524 

5.54 

7 

1.90 

5.1 

319 

231 

Macmillan 

65.3 

21%-  7% 

147s 

12.3 

182 

0.60 

25 

0.50 

3.4 

320 

412 

Norfolk  &  Western  Ry 

65.2 

5574-20% 

5274 

32.5 

1,700 

8.63 

6 

2.60 

5.C 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31.  1976  to  Nov.  18,  1981.  For  comparison,  tht 

year  change  in  the  Consumer  Price  Index  was  60.6%. 

*Not  ranked  last  year. 
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o's  where  m  the  stock  market 


Total 

Latest 

5-year 

1977-81 

Shares 

market 

12-month 

Price/ 

Indicated 

ank 

price 

price 

Recent 

outstanding 

value 

earnings 

earnings 

annual 

Current 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 

dividend 

yield 

402 

Digital  Equipment 

64.3% 

nil/  o/'i/ 

1  1374  —  36  78 

88  72 

54.3 

$4,810 

$7.13 

12 

none 

0.0% 

Industrial  National 

63.  V 

27  —15 

26% 

6.1 

161 

5.29 

5 

$2.00 

7.5 

509 

K  K  IJonnelley  &  sons 

63.3 

43  -21 

39/4 

18.8 

739 

3.93 

10 

1.28 

3.3 

638 

Campbell  Taggart 

63.3 

25'/4-13'/4 

22  Vi 

15.0 

338 

2.42 

9 

0.92 

4.1 

177 

Sun  Company 

63.2 

59%- 17% 

39% 

120.1 

4,730 

5.37 

7 

2.10 

5.3 

378 

Borg-  Warner 

Oo.l 

1^7/  11^/ 

26/s— 12-7b 

24% 

41.9 

1,042 

3.65 

7 

1.40 

5.6 

724 

Baxter  Travenoi  Labs 

rt 

Oo.U 

33  Vi— 14'/s 

33 

70.4 

2,323 

2.00 

1 7 

0.38 

1.2 

1  c  1 

333 

Transamerica 

ao  a 
OZ.O 

1  /"  1  /  117/ 
2674  —  12/8 

233/8 

64.8 

1,514 

3.48 

7 

1 .40 

6.0 

189 

Kaneb  Services 

62.2 

40'/8-12'/4 

22  72 

23.6 

530 

2.25 

10 

1.00 

4.4 

396 

Alexander  &  Baldwin 

62.1 

40%-14'/4 

23  72 

9.2 

216 

3.88 

6 

1.80 

7.7 

Dibrell  Brothers 

/it  1 

01. z 

Til/  1A|/ 

2 1  72  —  1  (J  72 

19% 

1.3 

26 

4.23 

5 

1.12 

5.7 

444 

First  Boston 

/it  i 
01. 1 

39  74  -  1  1 

38/4 

4.5 

173 

4.79 

8 

2.50 

6.3 

226 

Federal-Mogul 

Art  Q 

OU.o 

1  /"  mi/ 
2678—  1072 

19  72 

12.6 

24/ 

2.90 

7 

i  5i 
1.32 

6o 

290 

Colt  Industries 

60.7 

89  -27% 

58% 

13.6 

795 

8.55 

7 

3.60 

6.2 

398 

El  Paso 

60.5 

30'/2-13% 

23% 

51.8 

1,236 

2.53 

9 

1.48 

6.2 

184 

Intel 

0U.3 

■  -■-  ■ 
50'/4  — 10 

2  5 'A 

43.3 

1,094 

..  ...... 

1 .03 

25 

none 

0.0 

Dill 

Combined  Internatl 

Art  rt 

2478—10  78 

23 

27. 1 

024 

3.03 

/^ 

i  on 
1 .0(J 

7  Q 

/  .0 

522 

Pfizer 

/in  a 

ou.u 

54/8—2378 

47 

73.9 

3,473 

2.83 

17 

1.60 

3.4 

609 

Phillips- Van  Heusen 

59.5 

18   -  8% 

16% 

2.8 

47 

2.72 

6 

0.60 

3.6 

872 

Gino's 

59.5 

18'/4-  6'/4 

15% 

2.7 

42 

0.55 

29 

0.44 

2.8 

239 

Santa  Fe  Industries 

59.5 

36%-  9% 

21 

88.7 

1,862 

■ 

3.30 

6 

1 .00 

4.8 

241 

r  ox  t)()ro 

CO  1 

3v.  1 

62    — 2 7 Vi 

5 2  72 

8.3 

17/ 

430 

3.98 

1  7 

13 

i  /in 
1 .4U 

T  7 
2.  / 

4U4 

Amfac 

CO  rt 
3  V.U 

5C7/       1  "2  7/ 
33  78  — 1 J  7n 

24/4 

13.0 

330 

A  T) 
4.2Z 

O 

^  O 

D.y 

325 

Kidde 

58.8 

5074-22/8 

45  Vi 

9.7 

437 

9.45 

5 

2.20 

4.9 

369 

National  Can 

58.6 

26%-12'/4 

22 

9.1 

200 

3.41 

6 

1.00 

4.5 

160 

Morse  Shoe 

CO  A 
3o.4 

TO  71/ 

Ly     —    1  74 

1  r 
1  3 

C  1 

0.2 

7ft 

/  o 

O  OA 

z.zo 

7 

n  an 

O.O 

612 

Interstate  Bakeries 

CO  1 
DO.  5 

14V4—  4Vi 

11/8 

4.5 

34 

C  TO 
—  3.ZV 

aet 

none 

n  n 
u.u 

117 

21/ 

Halliburton 

3/.0 

O  7          17  V 

of    — Z/vs 

3  1  78 

1  17  j 
1  1  /.0 

A  rt.C  1 
0,U34 

C  1A 
3.o4 

1  u 

i  ah 
i  ,ou 

^  l 

O.  1 

687 

Stokely-Van  Camp 

57.7 

37%-173/4 

32  78 

3.1 

101 

3.46 

9 

1.48 

4.6 

677 

H  J  Heinz 

57.6 

293/4-14 

26'/2 

46.7 

1,237 

3.82 

7 

1.44 

5.4 

511 

Western  Union 

57.5 

34  74  — 1474 

31  72 

15.7 

/I  OA 

4V0 

1  77 

Z.  / f 

1  1 
1  1 

1  AC\ 
1 ,4U 

/I  A 
4.4 

495 

Hickinger 

57.0 

2 1  Vi  —  9% 

19% 

2.9 

C7 

3/ 

1  ID 

o.  io 

o 

U.oo 

/l  C 
4.3 

308 

Figgie  International 

56.3 

23    -  7% 

15% 

6.0 

O/l 

V4 

i  ah 

C 

D 

n  ac 

U.oo 

A  A 
4.4 

544 

Nalco  Chemical 

56.2 

5874-24% 

53  72 

20.1 

1,074 

3.97 

13 

2.00 

3.7 

653 

Wheeling-Pitts  Steel 

56.1 

40  '/s-  8 

287s 

4.0 

114 

4.15 

7 

none 

0.0 

663 



Bristol-Myers 

55.8 

58  V4-28 

53/4 

66. 1 

1  CIO 

3,31o 

4.44 

1  0 

1  z 

T  QA 
1 .84 

1  c 

O.O 

303 

Dan  River 

0 1          fl  I/. 
23      —    O  74 

1  43/. 
14/4 

c  7 

84 

2  51 

A 

1.12 

7.6 

253 

Honeywell 

55.2 

1  1  C  1  /  ^1^/ 

1 1574-4278 

75  Vi 

22.7 

t  7rt7 
1,/U' 

1  0  AA 

O 

^  /in 

4.3 

350 

Federal  Co 

55.1 

27%- 12 

19 

8.2 

156 

1.99 

10 

1.30 

6.8 

513 

Knudsen 

54.8 

17%-  6% 

15'/4 

2.7 

41 

2.76 

6 

0.76 

5.0 

143 

Evans  Products 

54.7 

26  72-1  1% 

20  72 

Iz.o 

OC1 
Z33 

1  o  c 

1  A 

1  AH 

7  ft 

f  .o 

212 

Mobil 

54.6 

A  A  7/        14  s./ 

44/8-1478 

2 5  78 

425.4 

1  rt  Afi.7 

C  AC 
D.OD 

4 

i  nn 

ft  n 

327 

Stanley  Works 

54.6 

23    —  8% 

16% 

zo.o 

J/11 

1  OA 

o 

n  7A 

U.  '  o 

4.3 

186 

ASARCO 

54.5 

58V2-13 

25% 

26.0 

674 

1.86 

14 

1.40 

5.4 

153 

Mattel 

54.4 

16%-  5 

8% 

16.5 

146 

-0.29 

def 

0.30 

3.4 

443 

—  

Fleming  Companies 

54.2 

32/4-15 

■ 

25  74 

0.4 

1  AO 
10Z 

1  CI 
O.JO 

7 

I 

4  9 

591 

Consolidated  Edison 

54.2 

15s/  ins/ 
3378-19 78 

32% 

Z,U3U 

a  nc 

C 

3 

0  OA 

9  1 

519 

General  Host 

54.1 

25    —  8Va 

1  Q7/ 
1  O  /8 

1  A 
Z.4 

43 

c  A3 
—  D.OO 

0  90 

4.8 

783 

Saga 

54.1 

23%-  67/s 

18/8 

5.0 

94 

2.58 

7 

0.44 

2.3 

460 

Archer  Daniels  Midland 

54.1 

llVi-  7 

17 

71.9 

1,223 

2.66 

6 

0.14 

0.8 

230 

Dresser  Industries 

53.6 

1  

57  -17'/2 

3  2  'A 

/  0.3 

3  C^O 
— ,  3  >  _ 

3  oc 

U 

o 

0  68 

2.1 

437 

Alexander  &  Alexander 

53.4 

38  —16% 

1  Ol/ 

2y  74 

1  O  1 

CC7 

33/ 

o  «n 

i  n 

1  84 

6.3 

220 

Ashland  Oil 

33.3 

jl  c  V      1  G 

4574  —  10 

33/4 

ZO.O 

936 

2  22 

16 

2.40 

6.8 

462 

Revere  Copper 

53.3 

25%-  9% 

14% 

5.7 

84 

3.01 

5 

0.40 

2.7 

485 

Provident  Life  &  Acc 

52.9 

53  -32 

-  52 

9.8 

512 

7.66 

7 

2.20 

4.2 

200 

Universal  Leaf 

52.9 

34/8-13'/2 

23  72 

8.8 

0rt7 

ZU/ 

3  A  1 
O.O  1 

7 

f 

6  5 

232 

Atlantic  Richfield 

52.8 

7478-2178 

44  78 

238.5 

1  rt  CO  C 
1U,3Z3 

a  /in 

7 

2  20 

5.0 

43 

Crown  Central  Petroleum 

52.8 

46  72-   7  78 

15'/8 

5.9 

89 

-1.55 

def 

0.80 

5.3 

855 

Dillon  Companies 

52.7 

25%-12'A 

24 '/2 

18.3 

448 

IAS 

10 

1.20 

4.9 

531 

INA 

52.4 

50% -22% 

48 

39.8 

1,911 

14.74 

3 

2.40 

5.0 

208 

Service  Merchandise 

52.2 

23 '/2-  7% 

13 

12.7 

165 

1.75 

7 

0  14 

1.1 

262 

PACCAR 

52.1 

87'/4-41'/2 

71 'A 

8.2 

590 

9.63 

7 

3.00 

4.2 

345 

CBI  Industries 

51.8 

707/s-21 

41% 

17.7 

733 

4.31 

10 

1.65 

4.0 

249 

Tektronix 

51.8 

70'/4-28'/4 

52 

18.6 

969 

4.45 

12 

1.00 

1.9 

Note:  Except  as  footnoted,  price  changes  ;tre  measured  from  Dec.  31.  1976  to  Nov.  18,  1981.  For  comparison,  the  five 
year  change  in  the  Consumer  Price  Index  was  60.6%. 
del-  deficit.    'Not  ranked  last  year. 
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Who's  where  in  the  stock  market 


Total 

Latest 

5-year 

1977-81 

Shares 

market 

12-month 

Price/ 

Indicated 

Rank 

outstanding 

earnings 

earnings 

an  nual 

Cu 

81 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 

dividend 

yie 

385 

538 

Southern  Railway 

51.6% 

98'/2-44'/2 

94 

15.4 

$1,452 

$13.04 

7 

$4.24 

4. 

386 

320 

Pitney  Bowes 

51.6 

40%-15'/8 

2378 

16.2 

387 

3.70 

6 

1.60 

6. 

387 

236 

Insilco 

51.0 

235/S-  9% 

165/8 

14.3 

237 

2.28 

7 

1.00 

6. 

388 

797 

Chesebrough-Pond's 

51.0 

39%-19'/ti 

37'74 

32.6 

1,230 

3.48 

1  1 

1.52 

4 

389 

195 

Golden  West  Finl 

51.0 

15J/4—  5 

93/s 

20.5 

192 

0.32 

29 

0.04 

0. 

390 

628 

Consol  Freightways 

49.5 

45  -18 

39y» 

13.3 

529 

9.32 

4 

1.52 

3. 

391 

418 

U  S  Bancorp 

49.5 

34'/8-18'/2 

30>/8 

14.4 

436 

4.47 

7 

1.20 

4 

392 

621 

First  Natl  Boston 

48.7 

477s-23% 

44% 

12.7 

561 

8.65 

5 

2.88 

6 

393 

382 

TRW 

48.6 

65'/2-27'/2 

545/s 

32.8 

1,794 

7.57 

7 

2.40 

4 

394 

314 

Allen  Group 

48.2 

22  -10% 

16 

4.5 

73 

2.04 

g 

1  00 

6 

395 

193 

Washington  National 

48.1 

39%-ll 

19 

10.4 

197 

3.30 

6 

1.08 

5 

396 

403 

Harsco 

47.8 

215/8-ll% 

18% 

19.3 

363 

2.90 

6 

1.20 

6 

397 

764 

Genesco 

47.7 

ll'/8-  2% 

8'/u 

12.7 

103 

0.77 

11 

none 

0. 

398 

393 

McDermott 

47.7 

465/»-15% 

34'/4 

36.7 

1,257 

3.84 

9 

1 .60 

4 

399 

368 

Suburban  Propane  Gas 

47.7 

425/s-161/2 

32'/s 

4.7 

152 

5.27 

5 

1.60 

5. 

400 

554 

Gannett 

47.2 

46  -21% 

39y« 

53.0 

2,099 

3.05 

13 

1.72 

4 

401 

705 

Washington  Gas  Light 

47.1 

43%-18'/8 

32 

5.4 

174 

3.38 

9 

2.64 

8. 

402 

169 

Dexter 

46.9 

35  -147/8 

24 

9.2 

222 

2.72 

9 

1.10 

4 

403 

853 

Dillard  Dept  Stores 

46.9 

247/s-12 

23  Vi 

3.0 

69 

4.59 

5 

0.40 

1 

404 

471 

Giant  Food 

46.9 

22  -11 

j  7i/2 

4.9 

86 

2.29 

g 

1.20 

6 

405 

711 

St  Paul  Companies 

46.5 

52%-27'/2 

5274 

20.9 

1,105 

6.46 

8 

2.32 

4 

406 

284 

Godfrey 

46.4 

17    -  7% 

11 

1.6 

17 

1.88 

6 

0.72 

6 

407 

492 

Amdahl 

45.8 

71'/2-ll'/8 

28% 

17.1 

483 

1.36 

21 

0.40 

1 

408 

330 

W  R  Grace 

45.3 

63'/2-235/8 

42  Vi 

47.4 

2,013 

7.31 

6 

2.60 

6 

409 

588 

R  |  Reynolds  Inds 

45.3 

JJ      — ^.O  /8 

49  Vh 

104  3 

5  122 

6.65 

7 

2.80 

410 

892 

Stop  &  Shop 

45  2 

24%- 12% 

22  y% 

4.0 

91 

3.79 

6 

1.32 

5 

411 

250 

Barnes  Group 

45.0 

2578-1078 

18% 

7.1 

129 

2.21 

8 

1.00 

5 

412 

* 

Ampco-Pittsburgh 

44.9 

26%-  7V4 

14'/8 

3.8 

54 

3.62 

4 

0.60 

4 

413 

227 

Dorsey 

44.7 

31  -lO'/s 

17 

4.1 

70 

2.50 

7 

1 .00 

5 

414 

289 

Longview  Fibre 

44  1 

40%  —  1 7 

24i/2 

114 

280 

0.42 

58 

1.20 

4 

415 

123 

Milton  Bradley 

44.1 

50'/2-10'/4 

21  '4 

7.4 

157 

2.41 

9 

1.20 

5 

416 

203 

Panhandle  Eastern 

43.5 

52'/4-18'/8 

34'A 

40.2 

1,376 

6.40 

5 

2.00 

5 

417 

685 

Cluett,  Peabody 

43.2 

15%-  7'A 

13% 

8.9 

118 

2.17 

6 

0.76 

5 

418 

625 

Masco 

43.1 

42'/4-15ys 

37% 

25.1 

949 

3.35 

1 1 

0.76 

2 

419 

263 

1  CAd9  UdS  11*111511111 

43.1 

4R1A-1  71/, 

34% 

20.3 

695 

5.66 

6 

1.92 

5 

420 

581 

Connecticut  General 

42.0 

58'/4-29'/4 

55% 

41.3 

2,283 

8.20 

7 

1.76 

3 

421 

706 

Pacific  Lighting 

41.9 

29'/2-17 

27'/2 

25.9 

712 

5.31 

5 

2.76 

10 

422 

602 

Farmers  Group 

41.2 

36%-18% 

32'/s 

34.0 

1,091 

3.40 

9 

1.12 

3 

423 

405 

Melville 

41.1 

48  -197s 

37% 

25.9 

977 

4.72 

8 

1.80 

4 

424 

572 

[    P(     1  ii  1 1 .  r  <  i -i  t  1 1  in  1 1 
V-TV.  111111 lldllUlldl 

41.1 

275/,,     1  J  l/a 
O  /  /8 — z,  1  /8 

331/2 

47.8 

1  600 

4.29 

g 

1.92 

5 

425 

464 

Rainier  Bancorp 

41.0 

3i'/8-i8y8 

27'/2 

9.4 

259 

4.46 

6 

1.36 

4 

426 

463 

Rollins 

40.9 

22 Vi-  7% 

17 

27.5 

467 

1.69 

10 

0.56 

3 

427 

608 

Masonite 

40.8 

40  -147s 

34 '/2 

13.6 

470 

2.01 

17 

1.32 

3 

428 

271 

Trans  World 

40.7 

305/«-  7% 

16 

18.6 

298 

1.93 

8 

none 

0 

429 

73 

40.6 

35   — 123/4 

185/s 

2 1  0 

390 

4.44 

4 

1.20 

6 

430 

367 

A  E  Staley  Mfg 

40.5 

42'/2-ll 

20% 

21.9 

443 

4.75 

4 

0.80 

4 

431 

* 

UGI 

40.4 

36'/4-16'/2 

26  % 

5.7 

152 

4.31 

6 

1.88 

7 

432 

569 

Jewel  Companies 

40.3 

45%-17% 

33l/2 

11.7 

392 

6.76 

5 

2.24 

6 

433 

718 

Central  Tel  Si  Utils 

40.3 

35%-21% 

35'/4 

26.5 

935 

3.77 

9 

2.10 

6 

434 

438 

IC  Industries 

41/8-1/  78 

O  1  78 

1  7  1 

535 

0.7.U 

5 

2.20 

7 

435 

634 

Kimberly-Clark 

40.1 

73  %  -367s 

61% 

11  9 

1,409 

8.83 

7 

3.60 

5 

436 

610 

Niagara  Frontier  Services 

40.0 

33  -12% 

19% 

2.1 

40 

3.76 

5 

1.04 

5 

437 

472 

Peavey 

39.9 

33%-13'/8 

23% 

5.6 

131 

4.16 

6 

1.20 

5 

438 

752 

Mallinckrodt 

39.8 

39%-167s 

37% 

14.2 

536 

2.76 

14 

1.00 

2 

439 

519 

Dayton-Fiudson 

2  1  3/„     1  Ai/A 
O  1  78 —  1<+  74 

26s/8 

A7  O 

1  276 

3  31 

g 

1.10 

4 

440 

716 

Becton,  Dickinson 

38.9 

54%-25% 

46' k 

2d  1 

952 

3.61 

13 

1.10 

2 

440 

407 

Rose's  Stores 

38.9 

20   -  9'/2 

18% 

2.1 

40 

3.86 

5 

0.80 

4. 

442 

656 

Kaiser  Steel 

JQ  Q 
JO.O 

50y»— 175/s 

44% 

Q  (13 

V.Zo 

C 

o 

none 

0 

443 

371 

Grumman 

38.5 

39%_14% 

24% 

10.2 

252 

2.06 

12 

1.40 

5. 

444 

291 

Merrill  Lynch 

38.1 

44%-13% 

347s 

38.3 

1,335 

5.14 

7 

1.28 

3. 

445 

781 

PepsiCo 

37.5 

38  -20 

36% 

91.6 

3,343 

3.52 

10 

1.46 

4 

446 

340 

Federal  Paper  Board 

36.9 

39'/4-12'/2 

25 '/2 

5.9 

149 

3.95 

6 

1.10 

4. 

447 

399 

Alexander's 

36.8 

183/s-  5'/s 

9% 

4.5 

44 

-2.12 

def 

none 

0. 

448 

595 

Seafirst 

36.8 

33'/2-21'/8 

31 

15.6 

482 

4.88 

6 

1.44 

4. 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31,  1976  to  Nov.  18,  1981.  For  comparison,  tli 
year  change  in  the  Consumer  Price  Index  was  60.6%. 
*Not  ranked  last  sear,    def:  deficit. 
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Total 

Latest 

5-year 

1977-81 

Shares 

market 

12-month 

Price/ 

Indicated 

ink 

Kecent 

outstanding 

value 

earnings 

earnings 

annual 

Current 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 

dividend 

yield 

441 

Revco  D  S 

36.7% 

27'/4-10'/8 

24% 

20.4 

$  498 

$2.24 

11 

$0.76 

3.1% 

292 

Cessna  Aircraft 

36.4 

36%-ny4 

18% 

19.2. 

360 

3.19 

6 

0.80 

4.3 

562 

Levitz  Furniture 

36.0 

407/8-15_1/2 

34 

4.3 

145 

3.00 

11 

1.00 

2.9 

261 

McDonnell  Douglas 

35.8 

52%- 19% 

32% 

39.0 

1,258 

4.69 

7 

1.06 

3.3 

575 

1  Tninhn 

35.7 

69  —30 

^9  Wa 
JZ  /4 

in  1 

jU.  1 

1  ,3/  5 

D.Z  1 

Z.UU 

1  0 
0.0 

786 

Johnson  &  Johnson 

35.6 

39%-20% 

35  % 

186.4 

6,571 

2.17 

16 

0.88 

2.5 

477 

Thrifty  Corp 

35.2 

17%-  7 'A 

12 

9.9 

119 

1.80 

7 

0.80 

6.7 

688 

Strawbridge  &  Clothier 

35.2 

295/8-18'/4 

26  % 

2.0 

53 

6.23 

4 

1.40 

5.3 

435 

Leaseway  Transportation 

35.1 

36%- 18 

27 'A 

11.9 

324 

3.72 

7 

1.50 

5.5 

326 

Wtiiii  i  n  phiui  st'  F  Ifctrif 

II  C3UIICJIUU3C  i-lt\-lll\- 

34.8 

34%— 16 

11  A/a 

Zo  /4 

0*4.  V 

9  n  1 7 

j.  1  j 

c 
D 

1  on 

7  A 

282 

Moore  McCormack  Res 

34.4 

39%-16> 

28 

8.6 

240 

5.35 

5 

0.96 

3.4 

376 

Crane 

34.2 

47%-21% 

35% 

10.2 

359 

4.96 

7 

1.60 

4.5 

641 

Girard 

34.1 

31%-18% 

29  % 

5.6 

164 

6.71 

4 

2.24 

7.6 

584 

Pittsburgh  National 

33.3 

28%-16'/2 

28 

12.4 

347 

4.20 

7 

1.72 

6.1 

234 

VTCUvIdJ  'IJ^IIdl 

33.2 

^4  v a  99  % 

/4 — Z.Z  /4 

IA  Va 
Of  /8 

17  A 

V30 

A  1  0 

0 
0 

1  An 

491 

Edison  Bros  Stores 

33.1 

35  -17% 

26% 

1 1.4 

302 

4.01 

7 

1.44 

5.4 

772 

Quaker  Oats 

33.0 

37%-20 

34% 

19.2 

666 

5.31 

7 

1.80 

5.2 

735 

Genuine  Parts 

33.0 

35%-18% 

33% 

27.8 

923 

2.74 

12 

1.14 

3.4 

494 

USLIFE 

32.4 

34  -14V2 

22  % 

22.4 

504 

3.97 

6 

0.80 

3.6 

694 

^niitnpm  (  alii  Fnison 

> ~  1 1  li  1 1  ( t  1  1 1  V  dill  LUI^dll 

32.2 

^nVo  9n 

OW  /4 

ftA  1 

9  AftQ 

z,ouv 

A  A  1 

7 

1  1A 

1  n  7 

1U.  / 

713 

Mellon  National 

31.9 

40  -22 

38% 

19.6 

752 

5.55 

7 

2.24 

5.9 

546 

Pueblo  International 

31.8 

8%-  2'A 

3% 

3.9 

14 

0.60 

6 

0.12 

3.3 

375 

Consol  Natural  Gas 

31.5 

57  -33% 

48 

19.8 

949 

7.62 

6 

3.52 

7.3 

397 

Ramada  Inns 

31.4 

17    -  3% 

5% 

27.1 

156 

-0.80 

def 

none 

0.0 

915 

Wachovia 

31.0 

9  fti/.  _  1  S  i/„ 

271/2 

14.9 

409 

3.32 

g 

1  08 

3  9 

337 

Parker-Hannifin 

30.7 

25%-13% 

19% 

24.9 

492 

2.77 

7 

0.96 

4.9 

535 

Travelers 

30.3 

54  -26% 

47% 

42.4 

2,030 

8.41 

6 

2.88 

6.0 

567 

First  Wisconsin 

30.0 

357/s-19'/2 

29% 

4.2 

124 

6.59 

4 

2.00 

6.8 

667 

NCNB 

29.9 

18  -10 

15% 

19.5 

307 

2.59 

6 

0.88 

5.6 

686 

Old  UIIJ^  l-"U^ 

29.9 

9 6%  19% 

iO  /8 —  1^  /4 

21% 

60  7 

1  321 

1  99 

1 1 

1  00 

4  6 

307 

Allegheny  Int'l 

29.7 

55%-133/4 

32 

9.3 

298 

4.01 

8 

1.40 

4.4 

734 

Emerson  Electric 

29.7 

49%-29% 

44% 

64.0 

2,863 

4.26 

11 

2.00 

4.5 

431 

George  A  Hormel 

29.7 

20  -10% 

16% 

9.6 

157 

2.71 

6 

0.96 

5.9 

413 

USF&G 

29.6 

52  -25% 

43 

28.1 

1,210 

6.15 

7 

3.20 

7.4 

590 

Ferro 

29.4 

35  —17 

26% 

7  7 

206 

2  68 

10 

1  20 

4.5 

796 

Chubb 

29.4 

51%-29'/s 

51% 

12.3 

637 

8.10 

6 

2.68 

5.2 

852 

Rohm  &  Haas 

29.2 

71%-28 

62 

13.0 

803 

7.03 

9 

2.80 

4.5 

335 

Amer  Broadcasting 

29.1 

47%-23'/e 

34 

28.2 

960 

4.96 

7 

1.60 

4.7 

502 

Fieldcrest  Mills 

29.0 

37%-19 

25 

3.8 

95 

3.77 

7 

2.00 

8.0 

* 

W  i  mm 

iiidriun 

on  0 

1  ft  l/o         \  Va 

1  O  /8  —    O  /8 

6% 

112 

77 

1.33 

5 

0.20 

2.9 

989 

CFS  Continental 

28.7 

17%-  6% 

17% 

5.2 

90 

2.12 

8 

0.46 

2.6 

722 

Southland 

28.7 

35  -16% 

30% 

23.7 

731 

3.86 

8 

1.08 

3.5 

560 

Delta  Air  Lines 

28.6 

41%-15 

24% 

39.8 

984 

3.21 

8  ' 

1.00 

4.0 

598 

Lane  Bryant 

28.6 

23'/2-ll% 

15% 

3.6 

57 

2.70 

6 

1.10 

7.0 

532 

Continental  Illinois 

9ft  ^ 

49  %      9  1  !/a 
/4  —  -  1  /8 

37% 

39.6 

1  475 

5.99 

2.00 

5.4 

288 

Di  Giorgio 

28.1 

15'/8-  6'/2 

9% 

5.9 

54 

1.56 

6 

0.64 

7.0 

297 

Getty  Oil 

27.9 

108% -33 

62% 

82.2 

5,155 

10.36 

6 

2.40 

3.8 

218 

Amsted  Industries 

27.8 

49  -22 

33 

10.8  ■ 

357 

4.68 

7 

2.48 

7.5 

183 

Hyster 

27.6 

50%-22% 

31% 

6.1 

193 

5.07 

6 

2.00 

6.3 

JoV 

w  w  orainger 

97  £ 

AAtya  9C 

38  % 

14  2 

543 

3.93 

10 

1.08 

2.8 

427 

United  States  Gypsum 

27.5 

38%-21 

33% 

16.3 

547 

4.74 

7 

2.40 

7.1 

84 

Shaklee 

27.2 

39'/4-ll'/8 

27% 

6.2 

169 

3.85 

7 

1.00 

3.7 

333 

Witco  Chemical 

27.0 

33%- 15% 

24% 

9.3 

230 

4.05 

6 

1.80 

7.2 

256 

Texas  Eastern 

26.9 

89  -32 

51% 

25.4 

1,317 

8.67 

6 

3.80 

7.3 

Questor 

9A  ft 

1  9  IA      A IA 

1Z/2 —    t  /2 

8% 

9.8 

87 

0.15 

59 

0.0 

370 

Tecumseh  Products 

26.8 

72% -49 

62% 

5.5 

343 

10.72 

6 

3.20 

5.1 

497 

Hoover  Universal 

26.7 

25%-12% 

19% 

8.9 

176 

2.87 

7 

1.24 

6.3 

C9  A 

Bendix 

ZO.O 

0/  72  —  OZ  /8 

DO  fl 

1 0  n 
ly.u 

1  075 

18.49 

3 

3.32 

5.9 

388 

MCA 

26.4 

59  -24% 

39% 

23.8 

950 

4.30 

9 

1.50 

3.8 

666 

Chemical  New  York 

26.2 

63  -33% 

54% 

15.3 

829 

12.83 

4 

3.84 

7.1 

780 

Marsh  &  McLennan  Cos 

26.0 

42'/2-25% 

35% 

36.7 

1,313 

3.15 

1 1 

2.00 

5.6 

279 

Midland-Ross 

25.9 

30'/2-14 

18% 

12.0 

219 

2.62 

7 

1.40 

7.7 

255 

Ex-Cell-O 

25.2 

36%-14 

21% 

15.2 

327 

3.64 

6 

1.48 

6.9 

468 

Lubrizol 

25.0 

41%- 13% 

22% 

39.9 

899 

2.02 

11 

1.08 

4.8 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31,  1976  to  Nov.  18,  1981.  For  comparison,  the  five 
year  change  in  the  Coasumer  Price  Index  was  60.6%. 
*Not  ranked  last  year    def:  deficit. 
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Rank 
81  80 


Company 


5-year 

price 

change 


1977-81 

price  Recent 
range  price 


Shares 

outstanding 

(millions) 


Total 
market 
value 
(millions) 


Latest 

12-month  Price/ 

earnings  earnings 

per  share  ratio 


512  275  Oneok 

512  682  Zale 

515  895  Munford 

516  336  North  American  Coal 

517  924  Monfort  of  Colorado 


25.0% 

25.0 

24.3 

24.3 

24.2 


44%- 17% 
33 'A- 12% 

14J/4-'  5'/4 

49%- 14% 
9.V*-  3% 


28  % 
20 

10% 

26% 
5% 


11.5 
10.4 

2.2 
3.3 
4.9 


330 
208 
24 
90 
25 


$4.42 
5.81 
1.38 
1.10 
1.82 


7 
3 
8 
24 
3 


518  615 

519  362 

520  642 

521  940 

522  776 


523  815 

524  448 

525  596 

526  401 

527  324 


Safeco 

Frederick  &  Herrud 
lack  Eckerd 
McDonald's 
Gerber  Products 


Purex  Industries 
American  Natl  Ins 
Allied  Products 
Carson  Pirie  Scott 
Houston  Natural  Gas 


24.2 
23.5 
23.4 
23.0 
22.8 


4i%-2i% 

9%-  27/s 

31%- 12% 

72%-36% 
39*4-17% 


39  V* 
5% 
23% 
65% 
31 


18.9 
3.5 
37.4 
40.3 
8.9 


753 
19 
887 
2,645 
276 


5.22 
0.10 
2.19 
6.32 
4.52 


8 
55 
1  1 
10 

7 


22.4 
22.2 
22.1 
21.7 
21.5 


26'/2-13'/4 
18'A-  9% 
14%-  6% 
26%- 12% 
63%- 19% 


23  % 
13% 
8% 

16'/8 

41  V* 


11.3 
30.8 
2.7 
4.0 
40.0 


263 
424 
24 
65 
1,672 


2.50 
2.36 
0.Q5 
5.22 
5.94 


9 
6 

NM 

'  3 
7 


528  617 

529  927 

530  988 

531  565 

532  699 


Roper  Corp 
Kane-Miller 
Mercantile  Stores 
Aran  Hospital  Supply 
Brooklyn  Union  Gas 


21.3 
21.3 
21.2 
21.1 
21.0 


15%-  8% 
13%-  6'/2 
57  -29% 
52  -22 
25%-18% 


14'/. 
12'/s 

55 

37'/4 

23% 


3.3 
2.9 
5.9 
41.8 
8.0 


48 
35 

324 
1,556 

190 


2.30 
1.92 
9.46 
3.21 
4.05 


6 
6 
6 
12 
6 


533  303 

534  726 

535  702 

536  296 

537  • 


Lone  Star  Industries 

Bank  of  New  York 

Celanese 

InterNorth 

First  Union  Bancorp 


20.9 
20.9 
20.8 
20.3 
20.2 


38%- 16% 
47%-26% 
69% -35% 
49%- 16% 
26%- 16% 


26% 
44% 
59% 
28% 
25% 


11.6 
6.9 
15.7 
44.6 
7.6 


309 
306 
931 
1,287 
191 


4.38 
7.47 
9.35 
5.07 
4.75 


538  475 

539  323 

540  354 

541  392 

542  374 


Crown  Cork  &  Seal 
Chromalloy  American 
Southern  Union 
Cone  Mills 
Armco 


20.2 
20.2 
20.2 
20.1 
20.0 


37  -19% 
28%- 14% 
34%- 12% 
43% -21% 
41%-14% 


26 

17% 

22% 

30% 

26 


14.6 
15.1 
10.2 
5.8 
62.6 


378 
270 
231 
177 
1,629 


3.77 
2.81 
3.73 
6.38 
4.95 


543  762 

544  434 

545  268 

546  482 

547  389 


AMF 
Texaco 

Republic  Airlines 
Timken 

Phillips  Petroleum 


19.9 
19.8 
19.4 
18.9 
18.7 


28  -11% 
54%-22% 
11%-  3% 
78  -41 
62% -25% 


25% 
33% 
4% 
63 
39% 


22.8 
263.2 
21.3 
11.2 
152.2 


584 
8,752 
98 

707 
5,973 


0.80 
8.65 
-1.91 
8.60 
6.44 


32 
4 

def 
7 
6 


548  349 

549  313 

550  748 

551  730 

552  659 


Gulf  Oil 
Trane 

Consolidated  Foods 
Merck 

American  Stores 


18.6 
18.2 
17.8 
17.8 
17.6 


54% -22% 
27%-15% 
33%-19% 
103  -47% 
34%-17% 


34% 
21% 
31% 
80% 
26% 


190.1 
10.2 
28.1 
74.2 
9.9 


6,510 
219 
881 

5,956 
264 


6.33 
3.26 
4.74 
5.38 
3.83 


7 
7 
15 
7 


552  469 

554  592 

555  814 

556  891 

557  433 


Butler  Manufacturing 
Lincoln  National 
So  New  England  Tel 
Gillette 
Exxon 


17.6 
17.2 
16.9 
16.6 
15.6 


32%-18% 
48  -31% 
46  -29% 
35%- 17% 
44%-21% 


26% 
42% 
45% 
32% 
31 


5.5 
20.9 
13.4 
30.3 
864.3 


146 

887 
613 
984 

26,793 


3.11 
6.48 
8.14 
3.00 
6.76 


9 
7 
6 
1 1 

5 


558  283 

559  417 

560  727 

561  942 

562  432 


Cook  United 
Data  General 
United  Telecom 
Avery  International 
National  Gypsum 


15.6 
15.2 
15.1 
14.9 
14.6 


10%-  2% 
87%-34 
24  -14 
26% -12% 
31%- 13% 


4% 
52% 
22% 
25 
19% 


6.3 
10.4 
73.9 

9.0 
15.9 


26 
545 
1,691 
225 
311 


0.37 
3.85 
3.45 
2.42 
2.77 


11 
14 

7 
10 
7 


563  * 

564  523 
564  690 

566  755 

567  568 


Maryland  National 
Crocker  National 
Fischbach 

New  England  Electric 
Michigan  National 


14.5 
14.3 
14.3 
14.1 

13.7 


24%- 12% 
42  -22% 
42  -19% 
26%- 17% 
21%-11% 


23% 

32 

34 

26% 

17% 


7.2 
13.9 

3.4 
22.5 
10.6 


172 
446 
115 
590 
182 


4.83 
5.77 
5.88 
3.95 
3.77 


568  801 

569  348 

570  679 

571  632 

572  536 


Walt  Disney 

Intl  Minerals  &  Chem 

Scott  &  Fetzer 

Snap-On  Tools 

Westvaco 


13.6 
13.5 
13.5 
13.3 
13.1 


67%-31% 
66%-22% 
36%-17% 
30%-12% 
30%- 15% 


52% 
30% 
29% 
19% 
23% 


32.4 
27.2 
7.3 
20.2 
25.6 


1,714 
836 
216 
386 
608 


3.72 
5.61 
3.78 
1.85 
3.95 


14 

5 
8 

10 

6 


573  108 

574  440 

575  662 

576  458 


Playboy  Enterprises 
Motorola 

Citizens  &  Sthrn  Ga 
Kaufman  &  Broad 


13.0 
12.9 
12.9 
12.9 


32%-  5% 
90% -33% 
9%-  4 
16%-  5% 


6% 
64% 
8% 
9% 


9.9 
31.5 
28.8 
12.0 


64 
2,029 
252 
118 


1.31 

5.81 
1.43 
0.96 


11 
6 
10 


Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec  31.  1976  to  Nov.  18,  1981.  For  comparison,  th< 
year  change  in  the  Consumer  Price  Index  was  60.6%. 
'Not  ranked  last  year,    def:  deficit.    NM:  not  meaningful. 
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503 

Joy  Manufacturing 

12.7% 

42%- 18 

35'/8 

19.6 

$  689 

$4.48 

8 

$1.40 

4.0% 

481 

Deere 

12.7 

49%-22'/2 

35% 

67.4 

2,402 

3.69 

10 

2.00 

5.6 

600 

Intl  Multiloops 

12.5 

25'/2-13'/4 

21% 

8.0 

172 

3.80 

6 

1.48 

6.9 

269 

Imperial  Corp  of  Am 

1  — .  - 

35   —  1 3 '/« 

1 8% 

14.2 

261 

-0. 12 

def 

none 

0.0 

817 

American  Express 

12.0 

54yg_25'/4 

45  Vi 

91  6 

4  168 

5  47 

Q 
0 

521 

Wells  Fargo 

11.6 

36'/8-21% 

30'/8 

24.1 

725 

5.50 

5 

1.92 

6.4 

810 

Florida  Power  &  Lt 

11.3 

32  -19% 

30% 

43.7 

1,345 

3.60 

9 

3.04 

9.9 

489 

Allied  Corp 

11.3 

61%-27% 

44% 

33.7 

1,500 

10.15 

4 

2.40 

5.4 

862 

Sunbeam 

iii 

1/^1/  ITS/ 
OD72-  1278 

27'/2 

15.1 

415 

3.16 

9 

1.50 

5.5 

636 

Gulf  &  Western  Inds 

10.5 

22 '/g-  8 

16'/8 

75.7 

1  221 

3.75 

4 

0  75 

4  7 

207 

Best  Products 

10.2 

34%- 11% 

1 7% 

9.7 

171 

2.52 

7 

0.32 

1.8 

305 

Dravo 

10.1 

33'/n-14% 

167/s 

12.9 

217 

1.40 

12 

0.96 

5.7 

626 

Equitable  of  Iowa 

10.0 

22'/4-14 

15% 

6.2 

98 

2.70 

6 

1.28 

8.1 

Amer  Maize-Products 

inn 

107/  C7/ 
111  78  —    b  78 

1  0'/2 

5.2 

55 

2.19 

5 

0.52 

5.0 

486 

ACF  Industries 

10.0 

52l/4-27'/2 

385/8 

9. 1 

351 

3.36 

1  ] 

2.76 

7  j 

848 

Allied  Stores 

9.8 

31'/8-18% 

25 'A 

20.2 

509 

4.21 

6 

1.80 

7.1 

594 

FMC 

9.7 

35%-20'/s 

26% 

32.3 

868 

3.51 

8 

1.60 

6.0 

573 

Air  Prods  &  Chems 

9.6 

54'A-21 

38 

28.5 

1,084 

4.42 

9 

0.80 

2.1 

*»li/ 

Tesoro  Petroleum 

O  A 
V.4 

211/  iCV 
OlU  —  CV74 

1  7'/2 

15.3 

267 

4.84 

4 

0.40 

2.3 

657 

Brunswick 

9.2 

22'/2-10'/s 

17% 

20.3 

360 

2.63 

7 

0.90 

5.1 

322 

Louisiana- Pacific 

8.9 

31  -10'/. 

17'/8 

30.9 

528 

1.06 

16 

0.80 

4.7 

698 

Kerr-McGee 

8.8 

46'/2-19% 

37'A 

51.8 

1,928 

3.79 

10 

1.10 

3.0 

890 

American  Home  Products 

8.2 

37%-21% 

34y8 

155.5 

5,385 

3.09 

1 1 

2.00 

5.8 

"3  CO 

Q  i 

o.  1 

211/      1  CI/ 

23  Vi 

9.5 

111 

5.00 

5 

2.00 

8.5 

835 

Denny's 

8.0 

35  -11% 

26% 

9.9 

266 

3.25 

8 

0.88 

3.3 

386 

U  S  Industries 

7.8 

12'/8-  6'/4 

8% 

23.8 

205 

-2.95 

def 

0.76 

8.8 

672 

Olin 

7.7 

27  -12'/2 

22% 

24.1 

551 

2.14 

11 

1.20 

5.2 

745 

Eli  Lilly 

7.6 

68%-32% 

51'/4 

76.0 

3,894 

4.76 

11 

2.30 

4.5 

Attn 
osu 

Anderson,  Clayton 

7  C 

/  .J 

17V      1  O  1/ 

LI  %—  18  Vs 

25'/4 

12.3 

ill 

4.80 

5 

1.20 

4.8 

650 

Genl  Tire  &  Rubber 

7.2 

30  -12 

2514 

24.1 

609 

5.29 

5 

1.50 

5.9 

763 

Potomac  Elec  Power 

7.0 

16%- 10 

15% 

43.5 

669 

2.10 

7 

1.60 

10.4 

759 

Nash  Finch 

6.9 

16  -12 

15'/2 

3.4 

53 

3.00 

5 

1.34 

8.6 

739 

Greyhound 

6.7 

20'/4-ll 

16 

45.3 

725 

3.10 

5 

1.20 

7.5 

6.7 

81'/2— 32 

40 

26.7 

1,067 

8.77 

5 

2.20 

5.5 

361 

Mead 

6.6 

337/8-16% 

22  Vk 

26.5 

587 

4.53 

5 

2.00 

9.0 

549 

Natl  Semiconductor 

6.3 

51'/2-10'/8 

19% 

22.5 

445 

1.57 

13 

none 

0.0 

675 

National  Fuel  Gas 

6.3 

36%-21% 

29% 

5.1 

152 

5.93 

5 

2.90 

9.7 

697 

Interco 

6.2 

57'/4-34 

49  Vs 

14.2 

695 

7.90 

6 

2.88 

5.9 

a  in 

Ethyl 

5.8 

1  f  1  /      i  o  V 
3o'/2  — 18J/8 

22% 

19.3 

4J9 

4.50 

5 

1.50 

6.6 

676 

Ceco 

5.8 

243/8-  9'/s 

18'/4 

3.2 

59 

4.08 

4 

0.96 

5.3 

543 

Hammermill  Paper 

5.8 

35%-16 

27% 

7.3 

199 

5.38 

5 

1.84 

6.7 

736 

Continental  Tel 

5.7 

19'/2-125/8 

18% 

58.4 

1,087 

2.24 

8 

1.56 

8.4 

514 

Emhart 

5.7 

45  -23 

30% 

13.2 

405 

4.62 

7 

2.40 

7.8 

620 

AMAX 

5.4 

69  —20% 

42 

62.7 

2,634 

4.51 

9 

2.40 

5.7 

564 

Amstar 

5.4 

32V2-14 

24  Vi 

9.0 

221 

8.76 

3 

1.90 

7.8 

480 

Williams  Companies 

5.4 

49%- 14 

27 

29.8 

803 

4.62 

6 

1.20 

4.4 

248 

Toro 

5.4 

295/s-  5% 

7% 

5.6 

41 

-3.03 

def 

none 

0.0 

507 

Columbia  Gas  System 

5.4 

47    -25  % 

32 

33.3 

1,066 

5.12 

6 

2.70 

8.4 

449 

NICOR 

5.3 

451/2-26,/8 

32  V2 

2 1 .3 

5.12 

6 

TO/1 

Q  T 

0.  I 

Hawaiian  Electric 

5.2 

28%-18% 

25'/2 

6.6 

167 

3.62 

7 

2.84 

11.1 

295 

United  Technologies 

5.1 

653A-32'/4 

40% 

51.7 

2,112 

7.73 

5 

2.40 

5.9 

775 

General  Foods 

5.0 

37   -23  '/2 

31% 

49.4 

1,569 

4.79 

7 

2.20 

6.9 

423 

Gt  Northern  Nekoosa 

5.0 

47%-23% 

34% 

16.2 

556 

5.85 

6 

2.00 

5.8 

766 

General  Tel  &  Elec 

4.7 

34'/4-23 

33% 

162.6 

C  /11C 

4. 1 7 

8 

Z.04 

O.D 

828 

4.7 

30l/4-13% 

22'/2 

3.3 

73 

3.57 

6 

1.32 

5.9 

919 

Liberty  Natl  Ins  Hid 

4.5 

28'/4-16% 

26% 

18.8 

496 

3.87 

7 

1.40 

5.3 

710 

McCormick 

4.4 

32%-12% 

17% 

12.3 

220 

1.87 

10 

0.83 

4.6 

643 

1  i  n  i  i  nn -l  1   1  i  u  ii  1  i 

3.7 

23   _  9% 

15'/8 

7.0 

106 

1.95 

g 

0.96 

6.3 

903 

J  P  Morgan 

3.3 

63%-39% 

58'/8 

38.9 

2,261 

7.61 

8 

3.10 

5.3 

668 

Illinois  Tool  Works 

3.2 

33'/4-18'/2 

28'/2 

12.2 

349 

3.26 

9 

1.08 

3.8 

550 

PPG  Industries 

3.0 

58'/4-23'/8 

39  Vi 

34.9 

1,379 

6.97 

6 

2.36 

6.0 

528 

Riegel  Textile 

3.0 

25'/2-15'/4 

21% 

3.8 

80 

4.44 

5 

1.80 

8.5 

406 

Saxon  Industries 

2.6 

9%-  3% 

4% 

7.1 

35 

0.45 

11 

0.05 

1.0 

652 

Magic  Chef 

2.6 

15%-  6 

10 

7.8 

78 

2.03 

5 

0.48 

4.8 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31.  1976  to  Nov.  18,  1981  For  comparison,  the  five 
year  change  in  the  Consumer  Price  Index  was  60.6%. 
'Not  ranked  last  year,    clef:  deficit. 
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C 

81 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 
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641 

Raymond  Intl 

i-.t-  to 

XA       1 7  V« 

JU      —  1  L  fH 

1  0 
1  V 

$  113 

AO 

Q 

3  1  .UU 

E 

i 

04z 

VUj 

General  Mills 

7  7 

oy  ti  —  ly 

JJ  /8 

J  771 

Q 
O 

1  AA 
1  .O^t 

1 
* 

643 

923 

Squibb 

2.1 

39'/4-21% 

30  V% 

50.0 

l'505 

2.39 

13 

1.26 

644 

633 

DETROITBANK 

2.1 

29%- 18% 

24>A 

8.1 

196 

4.09 

6 

2.00 

t 

645 

355 

Peoples  Energy 

2.1 

6278-31% 

37'/« 

29.2 

1,083 

5.40 

7 

3.08 

8 

646 

C  1  7 

31/ 

Tiger  International 

7  n 

4..U 

14  5/„  miA 

1  1 IA 
I  Z  /2 

1  A  O 

lo.y 

3 1  ^ 

1  10 

1  .oy 

Q 

n  on 
u.yu 

7 

] 

A  A  7 

04/ 

McGraw- Edison 

7  n 

3  1       —  ZU  74 

•jZ 

1  A  ^ 

528 

1  01 

o.yo 

0 
0 

1  ftn 

1  -OU 

e 

1 

648 

176 

Savin 

2.0 

25-7 

9% 

6.2 

60 

-1.57 

def 

0.34 

j 

649 

887 

Duke  Power 

1.7 

23'/2-13% 

22% 

87.4 

1,956 

3.17 

7 

2.20 

s 

650 

678 

NLT 

1.6 

37  -15'/2 

24% 

34.6 

844 

3.90 

6 

1.32 

031 

OU/ 

Eaton 

i  \ 

l.J 

ii  i/,  7niA 

41  72—  ZU  74 

TO  s/o 
ZV  /8 

07  T 

LI  .L 

806 

7  OA 

z.yo 

1  n 
1  u 

1  77 

1 .  /  Z 

1 

03Z 

fill 

oil 

l  tLU  energy 

1  7 

1 0  V,     1  1 1/. 
ZZ  /4—  13  /4 

ZU  /2 

1  A  4 

11 A 

J  JU 

1  in 

O.oU 

z 
0 

1  77 
1 .  f  Z 

0 
c 

653 

720 

Sherwin-Williams 

1.2 

233/4-  97/s 

20'/4 

9.9 

205 

3.39 

6 

0.80 

3 

654 

504 

Malone  &  Hyde 

1.0 

391/4-21i/4 

25 '/2 

7.8 

199 

2.37 

11 

1.40 

655 

721 

Northwest  Airlines 

0.8 

38*/4-19 

30 

21.7 

650 

0.90 

33 

0.80 

; 

030 

4ft1 

.... 

North  Amer  Philips 

0.7 

CQ5/0     7  11 A 
J7  78  —  ZO  /2 

1  1  A 
1  o.O 

494 

7  u.^ 

1 .03 

c 

1  7H 

1 

03/ 

A4C 
O**  J 

Lukens  Steel 

U.J 

IV      —  1  U  /4 

1  1 
lO 

3.Z 

Aft 
Do 

z.  1  z 

A 
0 

n  71 

U.  f  z 

1 

658 

639 

White  Consolidated 

0.5 

38  -16% 

27 

13.3 

359 

5.39 

5 

1.50 

£ 

659 

556 

Boise  Cascade 

0.0 

48'/4-22'/4 

33% 

26.6 

896 

4.53 

7 

1.90 

5 

659 

301 

Nashua 

0.0 

38  -15% 

18 

4.7 

84 

3.10 

6 

1.60 

f 

OjV 

1ft  A 
3U0 

Occidental  Petroleum 

n  n 

1Q1A  147/,. 

04  4 

y4.4 

2  267 

O.  /  0 

4 

Z.jU 

ir 

1L 

A  SO 
OJV 

ono 

Texas  Utilities 

0.0 

I'Xi/a  \A\Vu 
ZO  /» —  1  *+  78 

9  1  % 

104  4 

2  271 

O.J  1 

A 

1 .00 

c 
c 

663 

768 

Diamond  Intl 

-0.3 

50  -26"/4 

36'/4 

13.7 

497 

2.50 

15 

2.20 

6 

664 

674 

General  Electric 

-0.5 

697e-43% 

55% 

227.9 

12,618 

7.07 

8 

3.20 

5 

665 

428 

Bemis 

-0.6 

32%- 18 

22% 

3.8 

85 

4.34 

5 

1.60 

7 

AAA 
OOO 

714 

/  1*1 

West  Point-Pepperell 

n 

— u.o 

1  A         1  1 5/„ 
ZO      —  13/8 

■*>niA 

ZU  /4 

O  Q 

y.y 

"?nn 

4  71 
4.ZO 

c 

3 

1  ftn 

1  .oU 

1 
c 

AA7 
OO/ 

O  1  O 

Florida  Power 

n  r 

— u.o 

1  7  J/D      1  fl7/u 
1/78  —  1  U  /H 

1  ^7/a 

1  J/8 

1A  1 
OO.  z 

j/  j 

1  AO 
Z.OZ 

O 

1  ftn 

1 1 
1 1 

668 

795 

Owens-Illinois 

-0.9 

33  -17'/s 

277s 

29.8 

830 

5.41 

5 

1.56 

5 

669 

954 

Fisher  Foods 

-1.1 

15'/2-  5% 

11% 

6.1 

71 

1.49 

8 

0.60 

5 

670 

512 

Dayco 

-1.3 

17%-"  9% 

12% 

5.9 

73 

1.21 

10 

0.56 

4 

671 

614 

Southern  Pacitic 

—1  4 

jj      — Z  J 

jj/b 

77  n 

955 

A  1A 
O.  Z*+ 

A 

2  60 

7 

A77 
O/  i 

939 

Fidelcor 

— 1*3 

7  4  7A       Q  77„ 
Z4  /8  —    O  78 

Z4  /8 

c  1 
3.1 

1 71 
1  -  » 

4  4A 
4.40 

e 
3 

1  .uu 

> 

673 

816 

Pacific  Gas  &  Elec 

-1.6 

251/2-19'/4 

22% 

126.4 

2,877 

3.43 

7 

2.72 

12 

674 

800 

GAF 

-1.9 

16%-  7% 

13'/8 

13.7 

180 

1.17 

11 

0.80 

t 

675 

411 

H  F  Ahmanson 

-2.3 

28'/4-14'/2 

16 

23.7 

380 

-0.05 

def 

1.20 

\ 

676 

792 

■             D  kl' 

Arizona  ruolic  Service 

7  A 
— Z.O 

115/,     1  45A 
Zl  /8— 14  /8 

1 

1  V  78 

3o.o 

1  ni  0 

1  m 
o.uo 

O 

1  ")ft 

Z.Zo 

1  1 
1 1 

677 

JUKI 

Gt  Western  Financial 

7  7 

7  7  v.     1  7 
Z  /  V4  —  1  Z 

1  *^IA 
13/4 

77  A 
ZZ.o 

14  S 
343 

n  57 

U.o  f 

4  1 
4  1 

n  ftft 

U.iSo 

S 

678 

578 

Transway  Intl 

-2.7 

30'/2-19'/4 

22 '/. 

6.5 

147 

3.76 

6 

1.80 

8 

679 

754 

American  Airlines 

-2.8 

21%-  6% 

13'/8 

28.7 

377 

-1.29 

def 

none 

C 

680 

692 

Continental  Group 

-3.3 

40'/2-25'/4 

32% 

33.0 

1,080 

7.85 

4 

2.60 

7 

681 

811 

i 

Lucky  stores 

1  c. 

—  J.3 

1  ft  1A     10  1A 
1  O  /2  —  1  Z  74 

1  "XV B 

7 

3U.Z 

696 

1  A  1 

1 .0  1 

a 

0 

1   1  A 

c 

682 

787 

Montana  Power 

1  A 
—3.0 

OU 78-  lo 

1A1A 
ZO  72 

1 1  7 

lo.  / 

iai 

jO  j 

1  71 

O.  /  1 

")  Tft 
Z.Zo 

c 
c 

683 

777 

Laclede  Gas 

-3.7 

24%-147s 

19'/2 

4.4 

85 

3.15 

6 

2.40 

12 

684 

738 

Commonwealth  Energy 

-3.9 

187s-l  1% 

15'/2 

7.8 

121 

2.20 

7 

1.88 

12 

685 

750 

Continental  Corp 

-4.1 

3178-21'/. 

26'/4 

50.8 

1,334 

3.18 

8 

2.40 

9 

686 

829 

.                 .  . 
American  le!  &  lei 

A  1 

— 4.  I 

/,CS/a  AC 
03  78— 43 

OU  /8 

O  1  Z.O 

49  477 

o.3Z 

7 

J.HU 

a 
c 

687 

664 

Ryan  Homes 

A  A 
— 4.** 

oU    —  14v8 

1  O 

1  y 

A  A 
O.O 

1  7  A 
I  ZO 

1  40 

1 ,4y 

1  2 

10 

1  in 

1  .OU 

c 

688 

356 

DeSoto 

-4.5 

20'/4-10 

13% 

5.5 

74 

2.29 

6 

1.12 

8 

689 

585 

Square  D 

-4.5 

37%- 17% 

26% 

26.9 

717 

3.99 

7 

1.84 

6 

690 

251 

United  Brands 

-4.8 

17%-  6% 

10 

10.6 

106 

0.83 

12 

0.40 

4 

691 

819 

I»«lII»aS  lUWCl  Ot   1  - 1     1 1  I 

—5.0 

7lVo  141A 
ZO  78 —  I  H  /  I 

1  Ol/o 

15  1 

289 

3  17 

2.20 

1  ] 

692 

496 

National  Distillers 

—  J.U 

113A     1  ft 

0  17A 
Zo  78 

/  0/ 

3  7A 

g 

2  70 

9 

693 

842 

Wisconsin  Pwr  &  Lt 

-5.1 

23  -14'/8 

21'/8 

11.6 

246 

3.00 

7 

2.08 

9 

694 

510 

Gulf  Resources  &  Chem 

-5.2 

377s-  8'/8 

16'/8 

8.9 

143 

-8.27 

def 

none 

0 

695 

415 

Bell  &  Howell 

-5.3 

34%- 137s 

17% 

5.6 

100 

2.57 

7 

0.96 

5 

696 

540 

_              .  ..  .. 
L-ontincntal  Airlines 

c  c 

— J.J 

1  7 1/,  A 
1/72—  O 

A 17, 
O  72 

1  ^  4 
1  3.4 

100  ' 

—4  04 

rlpf 
UC1 

£ 

697 

561 

Stewart-Warner 

-5.6 

33'/s-1378 

21 

6.5 

136 

2.60 

8 

1.68 

8 

698 

900 

Capital  Holding 

-5.6 

26'/2-16 

21 

27.9 

586 

3.37 

6 

1.20 

5 

699 

703 

American  Cyanamid 

-5.8 

38  -20% 

26 '/4 

48.0 

1,261 

3.75 

7 

1.75 

6 

700 

310 

Louisiana  Land 

-5.9 

63%-19'/2 

28 

38.0 

1,063 

4.61 

6 

1.80 

6 

701 

647 

Harcourt  Brace  Jovan 

-5.9 

21  -127s 

157s 

8.8 

140 

2.48 

6 

1  00 

6 

702 

723 

Interlake 

-6.0 

45  -21'/8 

35  Vi 

6.1 

217 

8.92 

4 

2.60 

7 

703 

606 

NBD  Bancorp 

-6.3 

35%-22'/2 

26'/8 

12.3 

320 

5.72 

5 

2.08 

8 

704 

729 

Atlanta  Gas  Light 

-6.3 

17'/8-12% 

147s 

4.5 

67 

2.57 

6 

1.68 

11 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31.  19^6  to  Nov.  18.  1981.  For  comparison,  tl 
year  change  in  the  Consumer  Price  Index  was  60.6%. 
def  deficit. 


o's  where  in  the  stock  market 


Total 

Latest 

5-year 

1977-81 

Shares 

market 

12-month 

Price/ 

Indicated 

ink 

price 

price 

Recent 

outstanding 

value 

earnings 

earnings 

annual 

Current 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 

dividend 

yield 

813 

Wisconsin  Public  Svc 

-6.4% 

9 1 %- 1  3% 

20% 

111 

$  225 

7 

1 1  OA 

O  7°/ 

y.  /  /o 

616 

American  Bakeries 

-6.4 

l  O  /a  —  1U  /4 

1 1 

2.4 

26 

—0  75 

def 

none 

n  n 

741 

Houston  Industries 

-6.7 

24'/8-16'/2 

19% 

73.4 

1,450 

3.20 

6 

2.00 

10.1 

580 

Edward  Hines  Lumber 

—6.8 

27%- 12 

17'/4 

1.8 

31 

-1.29 

def 

0.60 

3.5 

837 

Wm  Wrigley  Jr 

-6.8 

48%-28!/2 

34% 

7.9 

270 

4.02 

9 

2.24 

6.5 

820 

Baltimore  Gas  &  Elec 

-7.0 

28% -18% 

24% 

33.3 

828 

3.83 

2.68 

10.8 

806 

Winn-Dixie  Stores 

-7.1 

3  7 'A -23% 

315/b 

24.8 

784 

3.80 

g 

2.16 

6.8 

804 

Indianapolis  Pwr  &  Lt 

-7.1 

27  -17 

22% 

14.3 

326 

2.95 

8 

2.40 

10.5 

859 

Sybron 

—7  1 

24%- 12 

17% 

9.6 

171 

2.16 

8 

1.08 

6.0 

936 

Pac  Gamble  Robinson 

-7.3 

25%- 15% 

21 

2.0 

41 

2.91 

7 

1.60 

7.6 

748 

San  Diego  Gas  &  Elec 

-7.7 

16%-  9 

131/2 

41.2 

556 

2.27 

(1 

1.68 

12.4 

962 

Royal  Crown  Cos 

-7.8 

21  i/2-105/s 

16% 

8.2 

133 

1.45 

1 1 

1.04 

6.4 

875 

Clorox 

-8.2 

157/«-  7% 

11 '/4 

23.0 

258 

1.78 

6 

0.84 

7.5 

951 

Walter  E  Heller  Intl 

— O.J 

34  -14 

20% 

11.9 

244 

3.62 

6 

1.30 

6.3 

332 

H  K  Porter 

-8.3 

75  -47 

55 

1.2 

64 

4.46 

12 

3.20 

5.8 

545 

GATX 

-8.5 

46    -22 'A 

31'/s 

12.9 

401 

5.31 

g 

2.40 

7.7 

704 

Amerace 

-8.8 

32'/4-16'/4 

16% 

2.5 

42 

3.40 

5 

1.32 

7.9 

865 

Intl  Flavors  &  Frag 

-9.0 

27%-16% 

20% 

36.6 

737 

1.42 

14 

1.00 

5.0 

603 

Textron 

—9.1 

38'/2-20% 

25 

34.4 

860 

2.36 

11 

1.80 

7.2 

957 

Wisconsin  Elec  Power 

-9.2 

32%-19 

28 1/2 

20.6 

587 

3.68 

■8 

2.68 

9.4 

857 

Niagara  Mohawk  Power 

-9.6 

17%-10 

13 

81.2 

1,056 

2.26 

6 

1.64 

12.6 

684 

Philadelphia  Natl 

-9.8 

35    -23  Vz 

31% 

5.8 

181 

6.08 

5 

3.08 

9.9 

695 

AmeriTrust 

-9.9 

38  -23 

31% 

9.3 

289 

5.96 

5 

2.72 

8.7 

486 

Willamette  Inds 

—9  9 

48%-20% 

27% 

14.8 

409 

2.63 

11 

1.50 

5.4 

789 

WICOR 

-10.4 

25%- 16% 

18% 

4.1 

75 

2.84 

6 

2.14 

11.6 

665 

Caterpillar  Tractor 

-10.8 

731/4-431/2 

51  % 

87.5 

4,529 

7.1 1 

7 

2.40 

4.6 

805 

Manufacturers  Hanover 

-10.8 

41%-26i/2 

35 

33.6 

1^177 

7.17 

5 

2.72 

7.8 

904 

No  States  Power 

-11.0 

30'/2-18 

26% 

29.3 

770 

3.81 

7 

2.56 

9.8 

623 

Arvin  Industries 

—  ii^ 

23%-  9% 

14% 

6.8 

102 

2.32 

6 

1.12 

7.5 

824 

Pillsbury 

-11.3 

47%-27% 

36'A 

21.6 

788 

5.68 

6 

2.24 

6.1 

785 

Northern  Trust 

-11.3 

42  -27% 

37'/4 

4.8 

179 

7.08 

5 

2.72 

7.3 

873 

A  H  Robins 

-11.5 

14%-  A5/8 

10% 

25.1 

266 

1.10 

10 

0.48 

4.5 

372 

Ideal  Basic  Inds 

-11.5 

36'/4-16'/2 

20% 

13.6 

276 

3.07 

7 

1.70 

8.4 

756 

Mercantile  Bancorp 

1  1  C 

—  1 1.3 

32i/2-20'/2 

27 

5.9 

159 

6.16 

4 

2.48 

9.2 

897 

Northeast  Utilities 

-11.5 

12%-  7% 

9% 

78.5 

755 

1.34 

7 

1.18 

12.3 

849 

Delmarva  Power  &  Lt 

-11.5 

15  -lOlA 

12 1/2 

25.3 

316 

1.65 

8 

1.52 

12.2 

825 

American  Can 

-11.5 

45% -27 

34  Vz 

19.4 

668 

3.88 

9 

2.90 

8.4 

725 

I P  Stevens 

-11.6 

18%— 11 

14% 

14.5 

206 

-1.62 

def 

1.20 

8.4 

965 

Central  &  South  West 

1  1  o 

—  11." 

17%-11% 

14% 

80.1 

1,192 

2.53 

6 

1.58 

10.6 

769 

Minn  Mining  &  Mfg 

-11.9 

66  -43 

49% 

117.4 

5,856 

4.92 

10 

3.00 

6.0 

488 

Pp  t  f  i  nnnp 

-11.9 

291/4- 14  Vz 

I51/2 

2.8 

43 

-1.00 

def 

0.60 

3.9 

914 

\I<irtnn  Simnn 

llUHUII  MllllfM 

-12.0 

20%- 1 1 

16% 

39.6 

664 

2.40 

7 

1.08 

6.4 

753 

Dana 

-12.1 

33'/2-17% 

25  Vz 

35.5 

906 

3.26 

8 

1.60 

6.3 

658 

Signode 

— 11. 1 

45  -28% 

35% 

8.0 

282 

3.95 

9 

2.00 

5.7 

727 

Northwest  Bancorp 

-12.2 

32%-18 

25% 

26.0 

654 

4.30 

6 

1.64 

6.5 

886 

UU91UII  1. 11! S») I  1 

-12.3 

24 

14.0 

336 

4.82 

5 

2.80 

11.7 

461 

juuci  ruuu  Jvi vices 

-12.4 

16%-  9% 

11% 

1.9 

22 

1.11 

1 1 

0.44 

3.7  / 

898 

First  Chicago 

-12.6 

25%-10% 

20 

39.9 

798 

2.32 

9 

1.20 

6.0 

758 

BancOhio 

1 1  T 

— 

24'/2-ll% 

15% 

8.0 

123 

4.13 

4 

0.80 

5.2 

774 

Minnesota  Gas 

-12.7 

25%- 17% 

20% 

4.3 

88 

3.85 

5 

2.16 

10.5 

765 

CBS 

-12.8 

5 1  % 

27.9 

1,444 

6.45 

8 

2.80 

5.4 

871 

Longs  Drug  Stores 

-12.9 

36%-20% 

29% 

10.6 

312 

2.66 

11 

0.92 

3.1 

451 

Rexnord 

-13.0 

IVA-Wh 

15 

20.0 

300 

1.87 

8 

1.08 

7.2 

571 

Amer  Natl  Resources 

—  1  oA 

56'/2-34'/4 

38 

23.4 

889 

6.48 

6 

3.44 

9.1 

802 

Pay'n  Save 

-13.5 

29%- 18 

22 'A 

5.5 

124 

3.09 

7 

1.00 

4.4 

982 

Culbro 

-13.5 

23%-  6 

18% 

3.2 

59 

18.59 

1 

0.25 

1.4 

577 

Blue  Bell 

-13.8 

37%-18% 

25 

12.6 

314 

3.70 

7 

1.80 

7.2 

655 

Gould 

-14.2 

35'/2-19% 

25% 

36.8 

948 

2.27 

11 

1.72 

6.7 

952 

Coca-Cola 

-14.2 

47%-28% 

33% 

123.6 

4,187 

3.82 

9 

2.32 

6.8 

803 

Pub  Svc  Elec  &  Gas 

-14.7 

26'/8-15'/2 

19% 

84.3 

1,654 

2.69 

7 

2.44 

12.4 

624 

Intl  Tel  &  Tel 

-14.8 

36%-22% 

28% 

126.5 

3,651 

3.93 

7 

2.68 

9.3 

996 

Keystone  Consolidated 

-14.8 

21%-  7% 

18 

1.9 

34 

3.04 

6 

none 

0.0 

542 

Potlatch 

-14.8 

49'/4-23% 

30% 

15.3 

462 

2.34 

13 

1.48 

4.9 

579 

Interpace 

-14.8 

31%-15 

17 'A 

4.2 

72 

3.16 

5 

1.50 

8.7 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31.  1976  to  Nov.  18,  1981.  For  comparison,  :he  five 
year  change  in  the  Consumer  Price  Index  was  60.6%. 

def:  deficit.  
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Who's  where  in  the  stock  market 


Total 

Latest 

5-year 

1977-81 

Shares 

market 

12-month 

Price/ 

Indicated 

Rank 

price 

price 

Recent 

outstanding 

value 

earnings 

earni ngs 

annual 

1 1 

81 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 

dividend 

yie 

769 

708 

Utah  Power  &  Light 

-14.9% 

23'/4-13 

19 

40.2 

$  763 

$2.55 

7 

$2.20 

1 1 

770 

878 

Carolina  Pwr  &.  Lt 

-15.0 

25%- 14% 

20'/2 

52.3 

1,071 

3.30 

6 

2.40 

11 

771 

743 

National-Standard 

-15.0 

23%'- 13 

14% 

4.1 

58 

0.27 

52 

1.24 

8 

772 

917 

Whirlpool 

-15.1 

30'/2-14% 

23 % 

36.3 

843 

3.94 

6 

1.60 

6 

773 

719 

Echlin  Manufacturing 

1  £  O 

— 

t  i  ia  in 

Zl  72  —  1U 

1  1  7/1, 
1  1  /K 

ZU.o 

JAA 
Z**<* 

U.  f\) 

i  7 

774 

850 

First  Bank  System 

-15.3 

46Vi-32% 

37% 

15.2 

569 

7.21 

5 

2.44 

6 

775 

419 

Amer  Hoist  &.  Derrick 

-15.3 

26%- 12 

15'/4 

6.1 

93 

3.17 

5 

1.12 

7 

776 

868 

Kellogg 

-15.4 

277/8-15% 

23% 

76.4 

1,787 

2.54 

9 

1.50 

6 

777 

259 

Gibraltar  Financial 

-15.5 

16%-  4% 

5% 

14.0 

77 

-2.74 

def 

none 

0 

778 

845 

Southwestern  Pub  Svc 

—  13./ 

1  /-  Ol/. 

10    —  V  vi 

I  Z  74 

oZ.U 

1  O  1 

i  .y  i 

7 

1  ,ou 

i  i 
1 1 

779 

970 

Moore  Corp 

16.0 

38% -23 'A 

30'/4 

28.0 

848 

4.14 

"7 

1.80 

6 

780 

605 

Robertshaw  Controls 

-16.2 

29'/2-14% 

19% 

3.5 

68 

2.75 

7 

1.40 

7 

781 

941 

Va  Electric  &  Power 

-16.3 

15%-  9'/s 

127s 

104.1 

1,340 

1.85 

7 

1.50 

1 1 

782 

613 

Scott  Paper 

16.3 

28'/!-12 

17% 

43.0 

747 

2.96 

6 

1.00 

5 

783 

893 

dull  States  Utils 

1  A.  A 

— 10.4 

1478—  9 

111/ 
I  Z  78 

0O.& 

DO  f 

z.zz 

C 
D 

1  1 

1  z 

784 

637 

Manufacturers  National 

-16.8 

30%- 14 

17% 

5.1 

91 

1.28 

14 

2.20 

12 

785 

832 

Rochester  Gas  &  Elec 

-16.9 

19  -107s 

14'/4 

18.9 

269 

2.59 

6 

1.60 

1 1 

786 

447 

Tenneco 

-17.0 

58%-28 

30'/2 

128.9 

3,930 

5.67 

5 

2.60 

8 

787 

847 

Long  Island  Lighting 

-17.1 

20%-13'/2 

15% 

80.1 

1,211 

2.63 

6 

1.94 

12 

788 

798 

Pennwalt 

17  1 

—  l/.Z 

42  Vi— 25  V8 

LI  78 

y.U 

6.<16 

8 

i  in 
z.zu 

u 
o 

789 

516 

Penn  Traffic 

-17".3 

19'A-ll  Va 

127« 

2.1 

28 

2.48 

5 

1.20 

9 

790 

450 

Eastern  Gas  &  Fuel 

-17.3 

32'/2-13 

22% 

22.7 

501 

2.30 

10 

1.20 

5 

791 

793 

E  I  du  Pont 

-17.3 

56  -31'/8 

3  7 'A 

234.4 

8,732 

5.86 

6 

2.40 

6 

791 

907 

Kansas  City  Pwr  &  Lt 

-17.3 

32%-18'/8 

24% 

15.5 

379 

3.17 

8 

2.96 

12 

793 

860 

Jefferson-Pilot 

1  7  o 

38    — 22  V8 

26% 

2 1 .9 

C70 

/L 
O 

c 

J 

794 

518 

Alcoa 

-17.9 

38J/4-19% 

23  Vi 

74.4 

1,750 

4.94 

5 

1.80 

7 

795 

937 

Central  Illinois  Lt 

-17.9 

19%-ll'/4 

147s 

11.6 

172 

2.34 

6 

1.82 

12 

796 

528 

A  O  Smith 

-18.1 

24%- 12% 

13 

4.9 

64 

2.83 

5 

1.00 

7 

797 

906 

Procter  &  Gamble 

-18.2 

93%-62% 

76% 

82.7 

6,340 

8.39 

9 

4.20 

5 

798 

767 

Phelps  Dodge 

—  lo.Z 

48%— 17% 

66  74 

Zu.v 

/  uo 

o 

y 

l.OU 

A 

799 

912 

Northwestern  Steel 

-18.3 

38%-20'/4 

24  Vi 

7.5 

184 

3.75 

7 

1.20 

4 

800 

715 

Anchor  Hocking 

-18.5 

21'/2-13% 

16'/2 

10.3 

169 

2.87 

6 

1.36 

8 

801 

911 

Middle  South  Utils 

-18.7 

177/8-10'/4 

13% 

122.6 

1,671 

2.42 

6 

1.66 

12 

802 

877 

So  Carolina  E  &  G 

-18.7 

21  -12 

15% 

29.2 

459 

2.43 

6 

1.82 

1 1 

803 

493 

Kaiser  Alum  &  Chem 

18.8 

o  m  /  151/ 
3U  74  —  13  74 

147s 

42.9 

OjV 

A  A  /C 

4.46 

o 

i  a  n 
1 .4U 

o 
y 

804 

807 

St  Regis  Paper 

-19.1 

42'/2-25'/4 

31% 

34.2 

1,070 

5.28 

6 

2.24 

7 

805 

784 

Central  Soya 

-19.1 

21%-  8% 

11% 

15.2 

177 

1.31 

9 

0.84 

7 

806 

599 

Hoover 

-19.2 

18%-  8% 

9% 

12.3 

117 

-1.28 

def 

1.00 

10 

807 

961 

Collins  &.  Aikman 

-19.2 

13'/2-  6% 

10% 

10.8 

114 

1.49 

7 

0.72 

6 

808 

788 

Stauffer  Chemical 

—  19.6 

27  Vi— \4Vi 

20 

44.0 

can 

o.oZ 

5 

1  .oZ 

o 

809 

885 

Penn  Power  &  Light 

-19.7 

25%-14!6 

177A 

56.4 

1,008 

3.04 

6 

2.24 

12 

810 

299 

Del  E  Webb 

-19.7 

38    -  6% 

7'/s 

9.6 

68 

1.14 

6 

none 

0 

811 

992 

Heublein 

-20.1 

427/8-22 

33% 

21.5 

718 

4.32 

8 

2.00 

6 

812 

834 

Borden 

-20.2 

36%-19% 

27% 

29.4 

797 

5.15 

5 

2.05 

7 

813 

881 

Detroit  Edison 

—20.7 

18  -10 

12 

88.4 

1,061 

2. 12 

/; 
n 

1  no 

14 

814 

648 

Diamond  Shamrock 

-20.8 

39%-19 

27'/8 

62.6 

1,699 

1.69 

16 

1.76 

6 

815 

830 

Republic  Steel 

-21.0 

347/s-20'/4 

257s 

16.2 

419 

12.63 

2 

2.00 

7 

816 

380 

Howell 

-21.0 

33    -  4% 

9% 

4.9 

49 

1.83 

5 

0.40 

4 

817 

746 

Beneficial  Corp 

-21.2 

32'/8-17% 

21% 

22.2 

474 

-0.25 

def 

2.00 

9 

818 

782 

Household  Intl 

TIC 

22    — 135/s 

1678 

46.6 

/oO 

1 .86 

o 
y 

1  A£ 
1  .OD 

o 

819 

861 

Consumers  Power 

-21.6 

2578-15% 

17% 

59.9 

1,063 

3.47 

5 

2.36 

13 

820 

894 

Phila  Electric 

-21.7 

21'/4-ll'/8 

14 

106.3 

1,488 

2.14 

7 

2.00 

14 

821 

629 

Singer 

-21.7 

25%-  6'/4 

15% 

16.6 

262 

2.50 

6 

0.10' 

0 

822 

971 

Citicorp 

-21.8 

34  -17 

25% 

122.9 

3,150 

3.36 

8 

1.56 

6 

Oil 

OZJ 

till 
O  3  1 

Scot  Lad  Foods 

— Z  l.o 

8      —  OT2 

A  3/~ 
4  78 

4.4 

1  0 

1  V 

1  .Uo 

A 
H 

none 

o 

824 

870 

Maytag 

-21.8 

3578-21 '/2 

27% 

14.1 

392  . 

2.85 

10 

2.30 

8 

825 

654 

Scovill 

-21.8 

2478-1378 

17 

9.4 

160 

2.21 

8 

1.52 

8 

826 

731 

Bank  A  merit  a 

-21.9 

307s-20'/4 

23% 

147.6 

3.486 

3.47 

7 

1.52 

6 

826 

858 

N  Y  State  Elec  &  Gas 

-21.9 

21%-13'/8 

15% 

32.3 

508 

2.65 

6 

2.00 

12 

828 

742 

Equifax 

-22.0 

30'/4-17 

23 

3.4 

77 

4.67 

5 

2.40 

10 

829 

902 

Carter  Hawley  Hale 

-22.1 

23  -13!/4 

15 

28.0 

420 

1.92 

8 

1.22 

8 

830 

737 

Castle  &  Cooke 

-22.1 

20%-  9'/2 

9'/2 

26.4 

251 

1.16 

8 

0.80 

8 

831 

931 

Southern  Company 

-22.1 

18  -lO'A 

12% 

184.7 

2,354 

1.93 

7 

1.62 

12 

832 

794 

Pacific  Pwr  &  Lt 

-.22.3 

24'/4-16'/4 

18% 

50.4 

945 

2.82 

7 

2.04 

10 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec.  31.  1976  to  Nov.  18.  1981.  For  comparison,  ih 
year  change  in  the  Consumer  Price  Index  was  60.6%. 
del:  deficit. 
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io's  where  in  the  stock  market 


tank 

80  Company 

5-year 

price 

change 

1977-81 

price  Recent 
range  price 

Total 

Shares  market 
outstanding  value 
(millions)  (millions) 

Latest 

12-month  Price/ 
earnings  earnings 
per  share  ratio 

Indicated 

annual  Current 
dividend  yield 

921      Public  Service  Colo 
391      Eastern  Air  Lines 
429      Wickes  Companies 
586      DEKALB  AgResearch 
956      Burlington  Inds 

-22.4% 

-22.4 

-22.4 

-22.5 

-22.5 

20'/4-ll'/8  14% 
15%-  57s  6Vi 

19'/8-10'/8  10'/2 

60'/4-16'/2  26% 
30    -14%  22 

44.6  $658 

24.8  161 
14.2  149 

12.9  344 
28.5  626 

$2.06  7 
-2.56  def 
0.70  15 
2.70  10 
4.10  5 

$1.68  11.4% 
none  0.0 
none  0.0 
0.72  2.7 
1.52  6.9 

583      Quaker  State  Oil 
881      Kerr  Glass  Mfg 
972      Eastman  Kodak 
960  Uniroyal 
896      Union  Carbide 

-22.5 
-22.5 
-22.7 
-23.4 
-23.4 

23'/2-10%  12% 
17%-  8'/2  12'/2 
86%-41'/s      66  Vi 
11%-  37s  7% 
62%-33%  47% 

21.7  266 
4.0  50 
161.4  10,733 
26.6  196 
67.4  3,192 

1.20  10 
2.10  6 
7.89  8 
1.30  6 
9.73  5 

0.80  6.5 
0.44  3.5 
3.50  5.3 
none        0  0 
3.40  7.2 

932      May  Dept  Stores 
619      First  Charter  Fin! 
661  Wetterau 
838      Roadway  Express 
910  Skyline 

-23.4 
-23.5 
-23.7 
-23.9 
-24.2 

327s-18  24% 
21%-10%  13 
22%-  9%  10% 
50%-21%  34% 
19%-  8V2  14V4 

29.4  719 
29.8  388 
7.6  82 
19.8  680 
11.2  158 

4.18  6 
-066  def 
1.12  10 
3.94  9 
0.60  24 

1.70  6.9 
0.80  6.2 
0.80  7.4 
1.40  4.1 
0.48  3.4 

922  Goodyear 

997  Sheller-Globe 

530      Corning  Glass  Works 

978      Associated  Dry  Goods 

987      Illinois  Power 

-24.2 
-24.4 
-24.4 
-24.5 
-24.6 

23%- 10%  18 
15%-  4%  107/s 
75%-44%  53% 
33%- 15%  25 
28%- 15%  20% 

71.8  1,293 
6.2  68 
18.3  987 
13.6  339 
39.0  809 

2.96  6 
2.67  4 
6.51  8 
3.78  7 
2.80  7 

1.30  7.2 
0.40  3.7 
2.32  4.3 
1.80  7.2 
2.48  12.0 

899  Hercules 
839      G  C  Murphy 
712      National  City 
916      Central  111  Pub  Svc 
739      UMC  Industries 

-25.0 
-25.0 
-26.0 
-26.0 
-26.1 

28'/2-12'/4  21 
22'/2-ll%  14% 
48'/2-28%  33% 
16'/s-  9%  11% 
22%-  9%  11 

42.5  893 

4.0  56 
7.8  262 

30.1  342 

6.1  67 

2.89  7 
2.62  5 
4.79  7 
1.53  7 
1.74  6 

1.32  6.3 
1.28  9.0 
2.75  8.2 
1.44  12.7 
1.20  10.9 

879      Jonathan  Logan 
889      Union  Electric 
876  Monsanto 
840      Campbell  Soup 
908  Carnation 

-26.1 
-26.2 
-26.2 
-26.4 
-26.4 

16%-  6%  11 
16%-  9%  11% 
887s-42%  65 
395/s-25%  29 
40%-21  29 

5.2  57 
67.0  779 
39.3  2,556 
32.2  935 
36.8  1,067 

-3.07  def 
1.77  7 
8.37  8 
4.10  7 
4.05  7 

0.60  5.5 
1.52  13.1 
3.80  5.8 
2.10  7.2 
1.82  6.3 

948      Allegheny  Power 
976      Dayton  Power  &  Light 
597      Texas  Instruments 
557       Eagle-Pit  her  Inds 
901      Black  &  Decker 

-26.4 
-26.4 
-26.6 
-26.7 
-26.7 

22%-1278  16% 
22%-117s  14% 
150%-61%  75% 
25%-13%  14'A 
25%-14%  14% 

46.5  761 
31.2  456 
23.5  1,774 
9.7  138 
42.1  621 

2.98  5 
2.50  6 
5.38  14 
2.18  7 
1.56  9 

2.16  13.2 
1.82  12.4 
2.00  2.7 
0.96  6.7 
0.76  5.2 

1002      Oklahoma  Gas  &  Elec 
593  Sperry 
627      B  F  Goodrich 
843      Gas  Service 
869  Pittston 

-26.8 
-26.9 
-27.0 
-27.0 
-27.4 

197s-l  l'/2  14% 
65%-29%  31'/4 
33%-16'/s  19% 
16%-  9%  107s 
377s- 16  25% 

33.9  487 
41.8  1,307 
17.4  342 
4.2  43 
38.1  967 

1.80  8 
5.31  6 
4.14  5 
1.64  6 
0.86  30 

1.68  1.1.7 
1.92  6.1 
1.56  7.9 
1.28  12.6 
1.20  4.7 

649  Fruehauf 

867      Harris  Bankcorp 

691  IBM 

646      Champion  Intl 

969  UAL 

-27.6 
-27.6 
-27.8 
-27.9 
-28.4 

40   -19%  20 
39'/s-20%  27'/2 
80'/2-48%  50% 
30%-16%  19% 
45%-13'/2  19% 

12.3  245 
6.9  189 
587.8  29,609 
54.8  1,082 
29.5  568 

2.89  7 
3.86  7 
5.91  9 
2.24  9 
1.01  19 

1.40  7.0 
2.20  8.0 
3.44  6.8 
1.48  7.5 
none  0.0 

744  Ingersoll-Rand 
935      Kentucky  Utilities 
*  Research-Cottrell 
925      Cincinnati  G  &  E 
929      American  Motors 

-28.6 
-28.7 
-28.7 
-29.0 
-29.0 

80   -44%      54  Vi 
257.-14%  I6V2 
26%-  97s  13% 
257e-I4  1674 
972-  2%  2% 

19.3  1,049 
14.2  235 
4.8  64 
34.0  553 
57.0  157 

8.58  6 
1.92  9 
1.98  7 
2.26  7 
-2.32  def 

3.40  6.2 
2.12  12.8 
0.32  2.4 
2.10  12.9 
none  0.0 

1004  Mohasco 

601      Cummins  Engine 
1008      Federated  Dept  Stores 

778  Harnischfeger 

863      Petrie  Stores 

-29.1 
-29.6 
-29.9 
-29.9 
-30.0 

19%-  7  13% 
58%-257s  347s 
497s-2174  34% 
26    -  9%  125/s 
327s-1572  17% 

6.6  88 
8.4  288 
48.5  1,667 
10.1  127 
20.3  358 

1.13  12 
11.03  3 
5.17  7 
3.09  4 
2.40  7 

none  0.0 
2.00  5.9 
1.90  5.5 
0.40  3.2 
1.47  8.3 

920      Cleveland  Elec  Ilium 
874      Economics  Laboratory 
995      Commonwealth  Edison 
926      Louisville  Gas  &  Elec 
700  MAPCO 

-30.1 
-30.2 
-30.4 
-30.5 
-30.7 

23%-1372  167s 
2972-167e  17% 
327.-1674  22 
2772-1472  1872 
5178-2674  3072 

50.4  813 

13.5  234 
120.4  2,649 

13.9  258 

27.6  843 

2.47  7 
2.21  8 
3.16  7 
3.31  6 
3.45  9 

2.08  12.9 
1.04  6.0 
2.80  12.7 
2.22  12.0 
1.80  5.9 

773      Union  Camp 
563      Modern  Merchandising 
760  Libbey-Owens-Ford 
981      Emery  Air  Freight 

-30.8 
-30.8 
-31.1 
-31.1 

66%-3672  467s 
19%-  772  9% 
37%- 19%  25% 
28%-12  12% 

24.3  1,121 
8.5  78 
11.1  286 
15  5  200 

7.15  6 
0.63  15 
0.73  35 
1.46  9 

2.80  6.1 
0.20  2.2 
1.20  4.7 
1.00  7.8 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec  31.  1976  to  Nov  18,  1981  For  comparison,  the  five 
year  change  in  the  Consumer  Price  Index  was  60.6% 
def:  deficit.    'Not  ranked  last  year. 
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Who's  where  in  the  stock  market 


D  inL 

KanK 

81       80  Company 

5-year 
change 

1977-81 

nrirp  Rprpfit 

range  price 

Total 

Shares  market 

nil  t^t  anmny  value 
uuisiauuiuc          i  aim 

(millions)  (millions) 

Latest 

12-month  Price/ 

pa  m  i  no  w  pirnittffc 

per  share  ratio 

Indicated 

annual            (  iir- 
4IIUU4I  v — .  UI 

dividend  yiel 

897  955      Duquesne  Light 

898  823  Graniteville 

899  779      Briggs  &  Stratton 

900  631      Owens-Corning  Fbrgls 

901  933      American  Elec  Power 

-31.7% 
-31.9 
32.3 
-32.6 
-32.8 

2i'/4-n%  14 

17'/4-  9%  lO'/s 
33'/4-20%  22Vi 

1  y  Q/      111/  ■/ 

365/8-21V2      22  Vi 
25-»/4-15'/4  17% 

44.7               $  626 
4.3  44 
14.5  325 
30.7  690 
158.5  2,714 

$1.92  7 
0.87  12 
1.58  14 
2.13  11 
2.22  8 

$1.90  13.6 
1.00  9.9 
1.52  6.8 
1.20  5.3 
2.26  13.2 

902  527  RCA 

903  1000      Fleetwood  Enterprises 

904  959      Public  Service  Indiana 

905  791      Avondale  Mills 

906  771       FWWool  worth 

-33.0 
-33.1 
-33.2 
-33.4 
-33.5 

337/8-163/4  18 
19%-  5%  12% 
31%-17%  21% 
26%- 13%  16'/2 
32    -17  17% 

75  5  1,359 

11.2  144 
38.1  804 

2.2  37 

30.3  518 

0.02  NM 
0.63  20 
3.04  7 
1.82  9 
3.90  4 

1.80  10.0 
0.52  4.0 
2.60  12.3 
1.20  7.3 
1.80  10.5 

907  977      Ralston  Purina 

908  747      American  Family 

909  1011       Colonial  Penn  Group 

910  990  Akzona 

911  669  Xerox 

-33.7 
-33.7 
-34.1 
-34.1 
-34.2 

177/s-  9'A      1 1 44 
15'/2-  7  7'/s 
38   -13'/2  19l/s 

19'/8-   73/4         11  '/s 

71»/4-38'/2      38  Vi 

107.9  1,268 
13.5  96 

16.1  308 

12.2  136 
84.5  3,254 

1 .62  7 
1.24  6 
1.23  16 
1.19  9 
7.49  5 

0.72  6.1 
0.60  8.4 
1.40  7.3 
0.80  7.2 
3.00  7.8 

912  944      Portland  Genl  Elec 

913  732      General  Refractories 

914  980      Toledo  Edison 

915  799      Avon  Products 

916  474  Koppers 

-34.4 
-34.9 
-35.4 
-35.6 
-36.2 

207/8-103/4  13% 
14    -  4%  5'/8 
27'/s-15  17'/8 
63    -30%      3 1 7/s 
35%-16'/4  16'/2 

39.4  527 
3.8  19 
23.3  399 
60.2  1,917 
27.6  456 

2.25  6 
-3.17  def 
2.69  6 
3.96  8 
1.57  11 

1.74  13.0 
none  0.0 
2.28  13.3 
3.00  9.4 
1.40  8.5 

917  671      Clark  Equipment 

918  853      Foodarama  Supermkts 

919  938      Beatrice  Foods 

920  551       Crown  Zellerbach 

921  968      Hanna  Mining 

-36.3 
-36.4 
-36.6 
-36.9 
-37.3 

45    -26%  27 
10-3  3'/2 
28%-16'/4  18 
62%-25  28% 
54%-285/8  337s 

12.7  344 
1.3  5 

97.8  1,761 
26.8  760 

8.9  302 

3.85  7 
0.46  8 
3.56  5 
2.73  10 

5.86  6 

2.20  8.1 
none  0.C 
1.40  7.8 
2.30  8.1 
2.00  5.9 

922  985      Marshall  Field 

923  1012  Warner-Lambert 

924  1022      Outboard  Marine 

925  841      Brockway  Glass 

926  1006      United  States  Steel 

-37.4 
-37.7 
-37.7 
-38.2 
-38.9 

35'/4-123/4  14'/4 
32'/2-17  19'/4 
27%-  87/s  17'/8 
23%-12'/2  14 
50   -16'/4  30% 

10.8  154 
79.7  1,534 
8.4  143 
7.4  104 
89.2  2,710 

2.17  7 
0.12  NM 
3.22  5 
2.33  6 
13.13  2 

1.24  8.7 
1.40  7.3 
0.80  4.7 
1.20  8.6 
2.00  6.6 

927  918      Chic  Pneumatic  Tool 

928  1018      Jos  Schlitz  Brewing 

929  681  Revlon 

930  943      Ohio  Edison 

931  689  Bucyrus-Erie 

-39.1 
-39.3 
-39.4 
-39.5 
-39.6 

347/8-167/s  17% 
18'/2-  5  11 
59    -26%  26% 
21'/2-10l/4  12% 
27'/2-14%  16% 

4.9  87 

29.1  320 

36.2  973 
70. 1  885 
20.4  334 

1.28  14 
-0.67  def 
4.17  6 
1.76  7 
1.84  9 

2.00  11.3 
none  0.C 
1.84  6.8 
1.76  13.9 
0.88  5.4 

932  541      Reynolds  Metals 

933  856  Kellwood 

934  751      Reichhold  Chemicals 

935  827      Pan  Am  World  Airways 
935     888      Western  Air  Lines 

-39.7 
-39.8 
-39.9 
-40.0 
-40.0 

447/8-23'/8  24'/s 
23  >/2-  8'/s  9% 
20'/s-  9%      11 '/2 
10%  -  2'/2  3 
14%-  5%  6 

19.3  467 
3.5  32 
6.9  80 
71.2  214 
13.0  78 

7.24  3 
0.92  10 
2.43  5 
3.67  1 
-2.21  def 

2.40  9.9 
0.40  4.3 
0.48  4.2 
none  0.( 
none  0.1 

937  *      First  Natl  Supermkts 

938  949      Adolph  Coors 

939  990      No  Indiana  Pub  Svc 

940  546  Borman's 

941  850  Weyerhaeuser 

-40.6tt 

-40.7 

-41.5 

-41.9 

-42.2 

14    -  3%  4% 
21%-  9'/2  12 
21'/4-10  11% 
9%-  2          2 'A 
46'/2-20%  267/s 

3.1  15 
35.0  420 
45.7  531 

2.9  7 
125.5  3,374 

1.60  3 
1.27  9 
1.69  7 
-2.18  def 
1.65  16 

0.02  0.4 
0.30  2.5 
1.50  12.9 
none  0( 
1.30  4.8 

942  979      Pantry  Pride 

943  998      Armstrong  World  Inds 

944  958      International  Paper 

945  973      Lowe's  Companies 

946  963      Champion  Spark  Plug 

-42.2 
-42.3 
-42.5 
-42.5 
-42.7 

7%-  1  3Vi 
27%-12%  157s 
69%-30'/2  39% 
19%-  8%  lll/2 
14%-  7'/s  7% 

9.6  31 
24.7  393 
49.5  1,963 
19.5  225 
38.3  283 

-1.39  def 
2.26  7 
6.80  6 
0.88  13 
0.69           1 1 

none  O.t 
1.10  6.9 
2.40  6.1 
0.48  4.2 
0.80  10.8 

947  966  Schering-Plough 

948  470  Memorex 

949  975      Safeway  Stores 

950  945      Dow  Chemical 

951  1013  Colgate-Palmolive 

-43.0 
-43.8 
-44.9 
-45.0 
-45.0 

45%-24%  25'/2 
60%-  8%  13% 
50%-24'/2  27% 
43%-22  23% 
27%- 11  15'/s 

53.2  1,356 
7.2  98 
26.1  721 
190.4  4,546 
81.9  1,239 

3.45  7 
-5.59  def 
4.17  7 
3.56  7 
2.03  7 

1.68  6.6 
none  0.C 
2.60  9.4 
1.80  7.5 
1.20  7.9 

952  264  Allis-Chalmers 

953  673      Liquid  Air 

954  953      National  Steel 

955  986      ARA  Services 

956  934      Fedl  Natl  Mortgage 

-45.2 
-45.8 
-46.3 
-47.8 
-48.5 

38%-14'/4  14'/4 
34l/2-17%  17% 
45%-22%  24% 
50%-23%  26Vs 
19%-  6%  8% 

12.5                   178  . 
10.2  181 
18.7  454 
11.2  292 
59.1  517 

1.54  9 
2.77  6 
4.52  5 
4.00  7 
-2.01  def 

1.00  7.0 
1.60  9.0 
2.00  8.2 
2.00  7.7 
0.16  1.8 

957  880      Bethlehem  Steel 

958  1021      J  C  Penney 

959  •  Telecom 

960  884  Polaroid 

-48.6 
-48.7 
-49.2 
-49.2 

40%- 18 'A  20% 
52%- 19%  27 
18    -  3%  3% 
60'A-19  19% 

43  7  906 
70.1  1,892 
4.3  16 
32.9  649 

5.40  4 
4.85  6 
-3.22  def 
1.87  11 

1.60  7.7 
1.84  6.8 
none  0.0 
1.00  5.1 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec  31,  1976  to  Nov.  18,  1981  For  comparison,  the 
year  change  in  the  Consumer  Price  Index  was  60.6%. 

'Not  ranked  last  year    ttThree  year  price  change    def.  deficit.    NM:  not  meaningful 
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>'s  where  in  the  stock  market 


Total 

Latest 

5-year 

1977-81 

Shares 

market 

12-month 

Price/ 

Indicated 

lk 

price 

price 

Recent 

outstanding 

value 

earnings 

earnings 

annual 

Current 

80 

Company 

change 

range 

price 

(millions) 

(millions) 

per  share 

ratio 

dividend 

yield 

ioo 

SUV 

n  ... 
Cjeorgia-F  acinc 

AQ  89/ 

17  173/. 
Of      —  1/74 

1  Q  1/. 
10  /2 

yo.y 

CI    Q  1C\ 

MpOJU 

2>  1  .yZ 

1  n 

1U 

1 1  7fl 

$  1  .zu 

a  q°/ 

O.D  /o 

/u4 

Pabst  Brewing 

£n  n 

1A  3/.     1  ( 13/. 
04V4  —  1U  /4 

1  1  3/. 
1  1  74 

o.l 

96 

— U.UZ 

uet 

n  /in 

1  A 

544 

Ccrtain-teed 

TOl/.  in 
ZO/4  — 1U 

1  fl5/0 
1U  /8 

1 1  £ 

1  A  A 
144 

— U.DU 

aet 

none 

u.u 

)15 

Sears  Roebuck 

-51.8 

34%- 14% 

16% 

315.6 

5,247 

1.60 

10 

1.36 

8.2 

no 

Firestone 

-52.1 

23%-  6'/g 

11% 

57.7 

657 

1.63 

7 

0.60 

5.3 

7AA 
'OU 

Cal-Mame  roods 

^7  ft 

/       —    O  78 

2  l/„ 
a  78 

1  A 
Z.O 

D 
O 

1  77 

uei 

none 

n  n 

u.u 

J1  1 

j  1  Ul  TVdllcI 

—55.0 

07  /8 —  lO  /8 

1  75/u 
1  /  /8 

lO,  j 

701 

1  no 

16 

1  nn 

c  7 

o  ■  f 

'  /U 

Manville 

— JJ.Z 

2ft  1/.     1  2  3/. 
oo  74—  lo  74 

1  c 

1  J 

T  2  1 
Zo.Z 

o4o 

1 .4Z 

1  1 
1 1 

1  07 
1  .yz 

1  7  ft 

1  Z.o 

>46 

Inland  Steel 

-55.5 

52  V4 -22  V4 

22% 

20.8 

471 

4.27 

5 

2.00 

8.8 

>30 

General  Motors 

-55.6 

78'/2-34% 

34% 

301.0 

10,499 

0.97 

36 

2.40 

6.9 

Envirotecn 

-35.8 

4Z78—    0  72 

1  C  l/„ 
1  J  78 

A  A 
4.D 

oy 

n  ac\ 

—  U.4U 

Ucl 

none 

n  n 
u.u 

2112 

Zenith  Radio 

—  30. 1 

Zo     —    /  78 

1  0  1/. 
1  Z  74 

ICO 

lo.y 

1  ,Uo 

1  1 
1 1 

n  in 

7  4 

Z.4 

/\111CU  lUptlllldlRcn 

—57.7 

4Vfe—  i/8 

1  3/Q 
1  /8 

3.Z 

7 

0  81 

2 

0.0 

364 

Inco 

-58.6 

34  -12% 

13l/2 

76.5 

1,032 

0.66 

20 

0.20 

1.5 

K)7 

K  mart 

-60.4 

407/8-151/8 

16% 

124.0 

1,999 

1.88 

9 

0.96 

6.0 

too 

... 
Westmoreland  Coal 

a  7 

—  OZ.D 

c/;        l  73/. 

z  1 

A  Q 
O.o 

1  41 
I4j 

7  ^1 

—  Z.JO 

Apf 
aei 

none 

n  n 
u.u 

177 

'IT  -i  1 !  ii  i '  TniliictniiG 

i  due  v  liiuusincs 

—63.2 

1  J  /» —    O  /8 

31/2 

4.8 

17 

—  1.86 

def 

0.0 

)A7 

uOlaDiatt  tiroT ners 

O  /2  —  74 

1  3/0 

1  78 

o.U 

A 
4 

0  on 
— y.yu 

none 

n  n 

u.u 

)19 

Yellow  Freight  System 

-64.0 

42  -12 

15% 

14.2 

218 

1.33 

12 

0.84 

5.5 

$46 

KDT  industries 

-64.8 

18    -  4% 

4% 

7.3 

34 

0.20 

23 

none 

0.0 

)04 

niru  ot  son 

—  Oj.I1 

7A1/,  73A 
MJ  /2  —    f  /4 

0 
y 

4  1 

37 

-4  17 

def 

0.35 

3.9 

*B4 

Ford  Motor 

A£  £ 

C  1  7/a     1  C  3A 
D  1  /8-1  J  /4 

1  7 
1  / 

1  Ifl  A 
1  ZU.O 

—  O.JO 

def 

1  20 

7  1 

Burroughs 

—  03.O 

O  1  3/„     7  71/, 
V 1  74—  Z  f  78 

2  1  3/„ 
O  1  78 

4  1  7 
41./ 

1  ino 

n  a  1 

MM 
IN  1V1 

2  60 

0.0 

)28 

General  Public  I  tils 

-67.3 

21%-  3% 

6% 

61.3 

391 

0.34 

19 

none 

0.0 

)26 

United  Merch  &  Mfrs 

-67.4 

13%-  2Vi 

3% 

6.5 

25 

0.03 

NM 

none 

0.0 

'Vj 

Penn-Dixie  Inds 

Aft  1 

—  0o.4 

O  74  —    1  78 

1  /8 

D.o 

0 

—6  03 

def 

0.0 

►.>y 

Ditlt  Dirliinn 

ttain  raLKing 

—68.8 

8</4_  iy8 

1  74 

2.4 

3 

-4.93 

def 

none 

0.0 

P14 

oreat  Ati  &.  rac  lea 

—  OV.-j 

1  4  5A       2  1/, 
14  "4—   O  /2 

4  /8 

"*7  4 

164 

—0  74 

def 

0.0 

152 

AM  International 

-69.8 

32%-  3% 

4 

10.2 

41 

-10.49 

def 

none 

0.0 

)24 

Mi  Louth  Steel 

-72.8 

18'/2-  4% 

5 

5.5 

27 

-5.97 

def 

none 

0.0 

n)y 

McLean  Trucking 

72  C 

ZO  /4—  O /2 

a  3/. 

D  /4 

o.o 

18 
00 

—0  17 

def 

0.32 

4.7 

lOO 

fyy 

Dranitt  intl 

74  7 

—  /  4.  / 

10  5/0      0  3/„ 
18  /8-   Z  /4 

0  3/. 
Z  /4 

on  n 

55 

-8  15 

def 

0.0 

nlvmnta  Rrowino 

uiympid  ijfcwiiig 

—  75.8 

601/4— 1 1 

1  1  % 

2.6 

29 

0.22 

51 

0.90 

8.1 

S93 

Intl  Harvester 

-76.1 

45%-  7% 

7% 

32.3 

254 

-2.18 

def 

none 

0.0 

)27 

First  Pennsylvania 

-80.5 

187/8-  3 

3'/4 

15.9 

52 

-2.75 

def 

none 

0.0 

7/4 

Chrysler 

ftl  0 

— o  l.U 

22   —  3  74 

3% 

73.1 

283 

-9.91 

def 

none 

0.0 

Sambo's  Restaurants 

R7  1 

27    —  2V4 

2% 

12.8 

29 

-2.70 

def 

none 

0.0 

11/ 

Commonwealth  Oil  Rfg 

fiO  1 

—  ©7.1 

1  Q3/D  l/a 

lyvs—  78 

7/0 

/8 

1 0  1 

17.1 

j7 

-5.01 

def 

0.0 

)29 

Masse  v- Ferguson 

-91.4 

23%-  1% 

1% 

36.9 

69 

-13.80 

def 

none 

0.0 

505 

Seatrain  Lines 

-96.1 

15%-  % 

% 

14.5 

5 

NA 

— 

none 

0.0 

40 

Bruno's 

iA7/„  ins/,, 

1 1>  78—  1U  /8 

1  f!3/. 
1U  /4 

o.z 

HQ 

07 

1  26 

Q 

0.32 

3.0 

Centl  Louisiana  Engyt 

/4 — O  / 

38 

21.7 

824 

4.08 

9 

0.48 

1.3 

Coastal  Corp 

591/2  —  1474 

36 

21.6 

778 

-0.12 

def 

0.40 

1.1 

Consol  Petroleum 

12l/2-  4V8 

4% 

9.8 

46 

0.16 

30 

none 

0.0 

* 

Cross  &  Trecker 

42l/4-  9>/2 

19 

12.4 

235 

3.32 

6 

0.80 

4.2 

CSX 

OU  72  —4 1 

DO  72 

4u.y 

2  313 

7  95 

7 

2.84 

5.0 

Dart  &  Kraft 

jZ  78—  OV  78 

OU  /4 

jt.j 

2  741 

7.16 

7 

3.40 

6.8 

162 

Dillingham 

1  2  I  A.       O  7/„ 
1*3  72—  y  /8 

1  2 

1C  1 
1  D.  1 

1  07 

17/ 

1 

1  .ji 

g 

0.70 

5.4 

Engelhard 

303/4-17 

18!/8 

27.2 

492 

2.52 

7 

0.56 

3.1 

• 

L  B  Foster 

l/'A-^Ti 

15 

9.7 

145 

3.28 

5 

0.10 

0.7 

123 

Fuqua  Industries! 

Z  1  78  —  1  Z  72 

1  y78 

i  z.y 

?u 

1  23 

16 

0.60 

3.1 

GEO  International 

40 72— Z/ 78 

•3D  /4 

112 

394 

4.16 

3 

0.24 

0.7 

IU  International 

0  /I  7A       O  5  A 
Z4  78—    7  /8 

1  43A 
1474 

zuu 

295 

3.22 

5 

1.10 

7.5 

152 

LTVt 

22>/4-12% 

16% 

47.8 

782 

8.17 

2 

none 

0.0 

MGM  Grand  Hotels 

17%-  7Vs 

83/s 

32.5 

272 

0.89 

9 

0.44 

5.3 

Nabisco  Brands 

1 1  7/„     T  C  l/u 
O  1  /8  —  LD  /8 

29% 

63.0 

1,852 

4.04 

7 

1.85 

6.3 

NIKE 

27%-17 

26 

17.5 

456 

1.91 

14 

none 

0.0 

109 

Peabody  Intl 

8%-  5% 

7 

10.9 

76 

-0.40 

def 

0.16 

2.3 

98 

Phibro 

37  -22V4 

26% 

68.7 

1,829 

4.64 

6 

0.94 

3.5 

* 

Richardson-  Vicks 

34%-213/4 

28% 

23.6 

680 

3.37 

9 

1.48 

5.1 

Swift  Independent 

15%-  8J/4 

11 

5.0 

55 

3.39 

3 

1.04 

9.5 

Valero  Energy 

43%-  5 

24% 

22.3 

550 

3.62 

7 

0.32 

1.3 

Wilson  Foods 

7-4 

5% 

4.9 

26 

-7.62 

def 

none 

Note:  Except  as  footnoted,  price  changes  are  measured  from  Dec  31,  1976  to  Nov.  18,  1981.  For  comparison,  the  five 

year  chance  in  the  Consumer  Price  Index  was  60.6%. 

'Not  ranked  last  year 

"Not  ranked  due  to  merger,  spin-off  or  new  issue.    tSpin-offs  had 

irtle  impact  on  the  five- 

year  price  changes  of  the  following  companies:  Central  Louisiana  Energy  169.0%;  Fuqua  Industries  t 

8  5%,  LTV 

22.4%.    NM:  not  meaningful.    NA:  not  available    def:  deficit 
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Faces 

Behindlhe  Figures 


Edited  by  Barbara  Bttorre 

Defense  mechanisms 

Some  seasoned  Pentagon  watchers 
were  stunned  last  fall  when  Westing- 
house,  working  with  ITT,  snared  a 
$1.2  billion  Air  Force  contract  to  de- 
velop airborne  radar  jammers.  Sand- 
ers Associates,  whose  name  is  virtu- 
ally synonymous  with  these  devices, 
was  thought  to  be  a  shoo-in.  Wes- 
tinghouse  had  been  decidedly  the 
darker  horse. 

The  coup  was  really  just  one  more 
feather  in  Westinghouse's  defense 
cap.  Says  Harry  Smith,  60,  an  execu- 
tive vice  president  and  head  of  the 
defense  group:  "Our  products  address 
just  about  every  defense  problem 
America  has — sensor  electronics,  on 
the  battlefield,  in  space,  wherever." 
Hyperbole  aside,  over  the  past  decade 
Westinghouse  has  been  steadily,  if 
quietly,  pulling  in  one  lucrative  de- 
fense contract  after  another.  The 
group's  1981  sales  should  hit  $1.3  bil- 
lion— an  impressive  14%  of  Wes- 
tinghouse's $9  billion  total  and  some 
11%  of  its  profits.  Westinghouse  out- 
fits AWACS  with  radar,  produces  the 
handling  equipment  for  the  Trident 
submarine  missiles  and  has  a  contract 
to  manufacture  radar  for  the  B-l 
bomber.  It  also  has  a  hefty  $5  billion 
defense  backlog,  which  five  years  ago 
was  only  half  that.  Says  Smith:  "A 
good  $2  billion  of  that  is  firm.  Those 
are  signed  contracts  we're  talking 
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Westinghouse  Electrics  Harry  Smith 
AWACS,  Tridents,  the  Air  Force. 


about."  Still,  some  analysts  wonder 
whether  Westinghouse  and  its  com- 
petitors might  be  approaching  the 
peak  of  demand  for  Pentagon  busi- 
.ness;  Westinghouse  could  well  be  sad- 
dled with  some  canceled  orders. 

Smith,  however,  is  sanguine.  "Un- 
less something  totally  unforeseen 
happens,  the  demand  for  our  products 
is  there,"  he  says.  He  predicts  real 
growth  of  10%  a  year  for  the  division 
through  the  1980s.  In  Westinghouse's 
favor  is  its  product  diversity,  he  says, 
and  "exceptionally  good  cost  con- 
trols." The  Air  Force  has  recently  in- 
vested $7  million  in  seed  money  in 
order  to  bolster  Westinghouse's  mod- 
ernization plans — a  form  of  subsidy, 
Smith  readily  concedes. 

A  29-year  company  veteran  and 
an  engineer  by  training,  Smith  is 
keen  on  the  belated  attention  his 
division  is  getting:  "Westinghouse 
has  downplayed  its  defense  business 
until  now.  In  the  1960s  especially,  it 
wasn't  something  anyone  wanted  to 
publicize." — Barbara  Rudolph 


Private  eye 

"Americans  generally  don't  accept 
they  have  a  maritime  fraud  problem," 
says  Eric  Ellen,  director  of  London's 
privately  owned  International  Mari- 
time Bureau.  But  in  the  seven  months 
1MB  has  been  in  business  counseling 
clients  on  how  to  spot  and  avoid 
frauds,  Ellen  has  seen  plenty  of  evi- 
dence to  the  contrary.  He  cites  the 
case  of  a  midwestern  cattleman  who 
paid  $750,000  for  a  ship's  general  car- 
go to  a  man  he  met  while  recovering 
from  heart  surgery:  "He  thought  it 
was  a  real  bargain,  only  to  later  dis- 
cover that  not  only  did  the  chap  not 
own  the  ship  or  the  cargo,  but  the  ship 
and  the  cargo  were  under  arrest." 

Ellen,  51,  reckons  that  documen- 
tary fraud — forged  papers  against  non- 
existent goods — is  the  scam  Ameri- 
cans are  likeliest  to  meet.  Other  swin- 
dles are  scuttling  ships  to  collect 
insurance,  diverting  cargoes  and 
changing  ships'  names.  According  to 
Ellen,  the  typical  fraud  usually  in- 
volves around  $5  million  and  spans 
seven  or  eight  countries. 

1MB  aims  to  fill  a  computer  with 
names,  descriptions  and  fraud  tech- 
niques against  which  IMB's  70  mem- 
bers— who  pay  up  to  $5,000  annually, 
depending  on  their  size — can  compare 
potential  business  deals.  For  extra 
money,  1MB  will  investigate  a  mem- 
ber's fraud  problem.  "We  only  have 
the  power  of  persuasion,"  Ellen  con- 
cedes, "but  many  problems  can  be 
sorted  out  by  expertise."  1MB  has  put 
out  a  guide  to  maritime  fraud  avoid- 


IMB  Director  Eric  Ellen 


Where  does  responsibility  end? 

ance,  the  first  of  what  promises  to 
a  long  series. 

Ellen,  formerly  head  of  the  Port 
London  police,  worries  that  only 
small  percentage  of  frauds  get  repo 
ed  to  1MB  and  thinks  potential  emh 
rassment  could  be  to  blame.  He  cil 
the  case  of  a  U.S.  bank  that  narrow 
escaped  handing  over  $40  million  t( 
shipping  swindler.  According  to  Elk 
the  bank  has  not  troubled  to  tra( 
much  less  prosecute,  the  culpr 
"They  didn't  pay  out,  so  perhaps  th 
don't  think  their  moral  responsibili 
goes  any  further." — Barbara  Ellis 


Heir,  apparently 

John  Whitfield  Mecom  Jr.  is  a  man 
the  spot.  Mecom  inherited  the  man 
of  the  privately  held,  Houston-bas 
John  W.  Mecom  Co.  when  the  seni 
Mecom,  a  near-legendary  Texas  c 
man,  died  last  October.  Trouble  is, 
far  as  anyone  can  tell,  Mecom  the  h 
hasn't  figured  out  what  to  do  with  t 
agglomeration  of  oil,  ranching  a 
real  estate  interests  begun  by  his 
ther  45  years  ago  and  probably  woi 
about  $150  million  today. 

Tanned  and  6-foot-3,  Mecom,  L 
looks  and  plays  the  part  of  the  arc! 
typal  Texan,  with  a  Texan's  sense 
roots  and  tradition.  "My  father  was  r 
best  friend,  toughest  critic  aVid  great< 
ally,"  Mecom  recalls,  a  diamond-ar 
sapphire  pin  he  once  gave  his  fatr 
glinting  in  his  lapel.  "It  wasn't  alwa 
rosy.  It  was  never  total  acceptance 
what  you  did.  You  had  to  do  it  better  t 
next  time  and  the  next  time." 

Mecom  Sr.  is  a  tough  example  fori 
son.  He  parlayed  an  instinct  for  findi 
oil— and  $700  borrowed  from  \ 
mother — into  what  was  once  report 
to  be  the  third-largest  independent  < 
fortune  in  the  U.S.  behind  those  of  H. 
Hunt  and  Sid  Richardson.  Despite 
1971  bankruptcy  that  forced  him  to  si 
valuable     Louisiana    property — t 
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:ompany  was  chronically  cash-poor 
vhile  asset-rich — Mecom  Sr.,  70 
vhen  he  died,  went  on  to  reap  some 
ucrative  oil  and  gas  royalties  from 
easing  his  exploration  acreage  to  oth- 
:r  oilmen. 

Can  John  fr.  do  a  better  job;  Around 
iouston  some  people  dismiss  him  as 
nore  dilettante  than  oilman,  more 
:oncerned  about  his  New  Orleans 
iaints,  the  National  Football  League 
ranchise  Mecom  started  in  1967, 
laying  $8.5  million  to  the  NFL  for  the 
ranchise  agreement.  There  is  also 
/lecom's  now  abandoned  racing  fling: 
iis  car  won  the  1966  Indianapolis 
00.  In  recent  years,  however,  Mecom 
las  apparently  gotten  more  serious. 
Vith  partners,  he's  now  building  a  31- 
tory  condominium  next  door  to  his 
ather's  ritzy  Warwick  Hotel  and  an- 
ither  Warwick  in  Houston's  posh 
'ost  Oak  area.  Some  remain  skepti- 
al.  "All  he  has  ever  done  is  run  that 
Dotball  team,"  snorts  a  Houston  oil- 
nan  and  former  business  partner  of 
he  senior  Mecom.  "John  Jr.  may 
row  up  and  take  an  interest  in  the 
lusiness  someday." 

John  Jr.  seems  to  thinlc  he  already 
las.  President  and  CEO  of  the  com- 
iany  for  three  years,  he  doesn't  think 


exas  entre/>reneur  John  W  Mecom  Jr. 
■tice father,  like  son? 


of  himself  as  a  real  estate  developer  or 
a  sports  entrepreneur.  "I  am  an  oil- 
man," he  says. — Toni  Mack 


Belabored 

When  employees  have  a  share  in  their 
company,  they're  more  productive, 
says  Jack  Curtis,  a  Washington,  D.C. 
attorney  with  a  knack  for  applying 
this  notion  to  companies  with  big 
money  problems.  Take  his  client  Pan 
Am.  Last  spring  Pan  Am's  manage- 
ment told  employees  that  labor  costs 
would  have  to  nose-dive  if  Pan  Am 
jets  were  to  stay  airborne.  The  work- 
ers said,  through  The  Pan  Am  Labor 
Council,  they  would  take  pay  cuts 
only  in  return  for  a  bigger  chunk  of 
the  company  than  the  15%  they  al- 
ready owned. 

Enter  Curtis,  who  drafted  Pan  Am's 
employee  stock  ownership  plan,  an 
ESOP  that  may  save  the  carrier  up  to 
$200  million  in  wage  costs  over  the 
next  year.  Employees  will  get  another 
12%  of  the  company  as  well  as  a  seat 
on  the  board.  The  legal  cost  of  imple- 
menting an  ESOP  can  range  from 
$3,000  to  $50,000,  depending  on  the 
complexity  of  the  case.  The  typical 
ESOP  candidate,  says  Curtis,  is  a  cri- 
sis-ridden company  with  no  choice 
but  to  surrender  some  control  to  em- 
ployees. In  Pan  Am's  case,  the  crisis 
was  a  screaming  cash  shortage.  Cash- 
poor  Western  Air  Lines  is  considering 
installing  an  ESOP  so  its  workers  can 
fend  off  would-be  suitors  by  keeping  a 
block  of  stock  in  their  hands. 

Is  ESOP  the  lifesaver  Curtis  insists 
it  is?  He  points  to  Rath  Packing  Co., 
the  Waterloo,  Iowa  hog  slaughterer 


and  pork  processor  that  has  been  em- 
ployee-owned for  a  year.  Productivity 
there  is  at  an  alltime  high.  Although 
Rath  is  still  in  the  red,  and  despite 
reports  of  some  employee  frustration 
with  the  ESOP,  Curtis  says  its  woes 
stem  from  a  weak  demand  for  pork 
and  from  old  pension  liabilities. 

With  ESOP  catching  on,  Curtis  is 
gearing  up  for  increased  business.  He 
and  nine  other  lawyers  have  just  hung 
out  their  new  shingle  in  Washington 
and  San  Francisco.  Curtis,  36,  says 
future  ESOP  cases  will  be  from  the 
auto  industry.  He  predicts:  "You're 
definitely  going  to  see  the  concept  of 
employee  ownership  coming  up  at  the 
auto-industry  negotiations  this 
spring." — Kevin  McManus 


Banking,  Texas-style 

Elvis  L.  Mason,  the  chairman  of  Inter- 
First  Corp.  in  Dallas,  takes  decentral- 
ization seriously.  His  bank  holding 
company,  a  loose  federation  of  48 
banks  at  last  count  (with  another  7 
acquisitions  pending),  is  just  that,  not 
a  statewide  bank  masquerading  as  a 
holding  company  in  order  to  comply 
with  Texas'  no-branching  law.  Ma- 
son, though,  sees  the  arrangement  in 
business,  not  legal,  terms.  "We  do  not 
want  our  banks  to  be  run  by  the  equiv- 
alent of  a  branch  manager,"  he  says. 
"We  do  not  have  a  central  loan  com- 
mittee." Indeed,  it  is  only  on  Jan.  1 
that  the  fast-growing,  $16  billion  (as- 
sets) holding  company  is  getting 
around  to  adopting  a  uniform  name 
for  its  subsidiaries,  which  had  gone  by 
such  various  names  as  Guaranty  Bond 
State  Bank  of  Tomball  and  Lake  Air 
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Kaddafi. 

Our  competition 
saw  madness 
in  his  methods. 

We  looked  deeper. 
And  saw  method 
in  his  madness. 


We  don't  fit 
the  mold.  m 
We  break  it. 
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National  Bank  of  Waco. 

It  may  seem  a  bit  odd  that  Mason 
doesn't  even  sit  on  the  board  of  his  lead 
bank,  InterFirst  Bank  Dallas,  and 
houses  his  100-person  holding  com- 
pany staff  in  a  separate  skyscraper 
across  the  street.  But  the  philosophy  of 
decentralization  is  working.  Earnings 
per  share  have  been  growing  at  a  16% 
compound  annual  rate,  notwithstand- 
ing the  fact  that  an  acquisition  spree, 
beginning  with  the  1972  formation  of 
the  holding  company,  has  almost  dou- 
bled the  shares  outstanding. 

Here's  one  reason  why:  Texas  en- 
trepreneurs start  banks  at  the  drop  of 
a  quarter,  and  there  are  1,517  of  them 
to  choose  from.  When  InterFirst  is  out 
shopping  it  can  pick  the  more  suc- 
cessful ventures,  telling  existing  man- 
agement they  will  retain  much  of 
their  autonomy.  Almost  three-fourths 
of  InterFirst  banks  are  still  run  by 
whoever  was  chief  executive  at  the 
time  of  purchase.  So  InterFirst  gets 
good  bargains,  usually  paying — in 
stock — a  price/earnings  ratio  only  a 
few  points  above  its  own.  "We  do  not 
believe  in  taking  long-term  earnings 
dilution,"  Mason  says. 

Mason,  48,  graduated  from  Lamar 
University  in  Beaumont,  Tex.  and 


InterFirst  Chairman  Elvis  L.  Mason 


Branching  without  branches. 


Apparel  designer  Liz  Claiborne 
From  rags  to  530  a  share. 


climbed  to  the  top  of  that  city's  First 
Security  National  Corp.  before  joining 
InterFirst  in  1974  as  vice  chairman. 
He  landed  in  the  chairman's  office  a 
year  and  a  half  ago,  after  predecessor 
Robert  H.  Stewart  HI — apparently 
bored  after  running  the  show  for  20 
years  (beginning  at  age  34) — demoted 
himself  to  the  number  three  position. 

If  InterFirst  is  a  whiz  at  acquisi- 
tions, why  isn't  it  snapping  up  5% 
pieces  of  out-of-state  banks,  like  the 
money-center  banks  that  are  itching 
to  go  interstate?  Mason  says  he  can  be 
much  better  prepared  for  the  day  of 
nationwide  banking  by  making  lots  of 
money  in  his  own  backyard.  "I  don't 
think  the  ownership  of  a  small  per- 
centage determines  who  is  going  to 
acquire  a  bank,"  he  says.  "It's  who's 
in  a  position  to  offer  that  bank  the 
right  kind  of  trade." — William  Baldwin 

Liz,  tailor 

In  the  six  months  since  Liz  Claiborne, 
Inc.  went  public — the  first  major  ap- 
parel company  in  eight  years  to  do 
so — its  stock  has  climbed  to  around 
$30  bid  in  the  o-t-c  market  from  its 
offering  price  of  $19  a  share.  What's 
more,  even  with  the  overall  slump 
among  retailers  who  sell  Liz  Clai- 
borne's clothes,  Claiborne  itself  re- 
ported a  65%  rise  in  net  earnings  for 
the  first  three  quarters  of  1981. 

"The  Liz  lady  still  works  for  a  liv- 
ing," explains  Liz  Claiborne,  an  ener- 
getic woman  who  creates  her  designs 
in  a  modern  workroom  on  Broadway. 
"She  hasn't  been  laid  off  from  her 
executive  job,  and  she  needs  and  buys 
clothing.  So,  stores  are  still  planning 


big  increases  [her  orders  for  1982  £ 
up  by  one- third  over  1981]  despite 
the  doom  and  gloom." 

The  company  was  started  six  yei 
ago  with  $255,000  in  capital.  It  h 
done  so  well  (Wall  Street  estimal 
1981  sales  at  $115  million;  profi 
$10.4  million)  partly  because  its  ci 
tomers  perceive  the  moderate 
priced  Liz  Claiborne  label — unc 
which  a  cotton  skirt  can  sell  for  $35 
silk  blouse  for  $45 — as  a  name  coi 
peting  against  such  top  designers 
Anne  Klein  and  Perry  Ellis,  whe 
clothes  are  more  than  twice  the  co 
Claiborne  has  maintained  good  m; 
gins  and  kept  price  increases  betwe 
5%  and  10%  on  its  new  spring  line 
moving  more  production  overseas 
currently  more  than  50%  of  output 

Claiborne  used  about  $1  million 
the  $6  million-plus  raised  by  the  pi 
lie  offering  to  repay  short-term  del 
About  $500,000  went  to  start  up 
new  dress  division  that  will  beg 
shipments  early  this  year.  The  i 
maining  money  is  being  used  to  e 
pand  and  improve  its  New  Jers 
warehouse  and  distribution  center,  i 
stall  computers  and  increase  world 
capital. 

Claiborne  and  her  husband,  Art  C 
tenberg,  the  company's  secretai 
treasurer,  pulled  out  $2.7  million  ea< 
when  they  went  public.  But  they  ai 
two  associates  still  hold  44%  of  t 
company's  stock  and  so,  presumabl 
they  are  still  taking  care  of  busine: 
Claiborne  plans  to  hire  a  chief  fina 
cial  officer  and  more  designers  ai 
may  open  another  division  or  ma. 
an  acquisition. — John  A.  Byrne 
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IRA  all  the  way 

rhere  is  one  thing  crystal  clear 
about  the  change  in  the  tax  law 
tat  allows  practically  everyone  who 
is  a  job  to  open  an  Individual  Retire- 
ent  Account:  the  joy  in  the  faces  of 
jwspaper  advertising  salesmen. 
Newspaper  pages  have  become  the 
tttleground  for  commercial  banks, 
irift  institutions,  mutual  funds  and 
okerage  firms  as  they  vie  for  antici- 
ited  IRA  contributions.  Indeed,  the 
e  they  are  fighting  over  seems 
orth  the  effort  and  expense.  On  Jan. 
1982  upwards  of  40  million  Ameri- 
ins  became  eligible  to  open  IRA  ac- 
aints.  At  the  maximum  of  $2,000 
:r  person,  that  comes  to  $80  billion 
orth  of  investment  capital  they 
iuld  be  scrambling  for  per  year. 
Of  course,  the  liberalization  of  IRA 
les  amounts  to  a  lame  admission  by 
e  government  that  Social  Security 
st  isn't  going  to  do  it  when  you  get 
e  gold  watch.  And,  at  first  blush,  it 
>esn't  really  seem  to  be  any  great 
mcession.  After  all,  being  able  to  set 
ide  $2,000  taxfree  ($2,250  if  married 
id  filing  jointly  with  a  nonworking 
ouse)  doesn't  seem  that  much.  You 
obably  pay  more  than  that  each  year 
to  Social  Security  (nondeductible,  of 
lurse).  And  we  know  how  pitiful  the 
yout  from  that  contribution  is. 
Still,  lopping  $2,000  off  your  taxable 
come  starting  in  1982  is  some  help, 
ovided  you  can  afford  to  set  aside 
at  amount  for  a  long  period. 
But  there  is  another  advantage  to 


IRAs  (and  Keoghs  and  tax-deferred  an- 
nuities, for  that  matter)  that  is  far 
more  significant.  It's  this:  Your  IRA 
account  accumulates  interest  or  divi- 
dends or  other  gains  tax-free.  If  you 
contribute  to  an  IRA  account  long 
enough,  those  little  $2,000  contribu- 
tions start  to  grow  like  crabgrass  (see 
table,  p.  288).  If  you  fund  an  IRA  with 
$2,000  a  year  for  30  years,  your  total 
contribution  is  $60,000.  But  com- 
pounded annually  at,  say,  12%,  it  all 
adds  up  to  $540,585.  Add  another  five 
years  and  another  $10,000,  and  your 
retirement  nest  egg  adds  up  to  almost 
$1  million. 

On  the  other  hand,  if  you  invested 
$2,000  each  year  in  a  taxable  invest- 
ment, with  the  same  12%  yield  over 
the  same  35  years,  a  taxpayer  in  the 
40%  tax  bracket  would  wind  up  with 
less  than  one-fourth  the  IRA  partici- 
pant's sum. 

There  is  another  important  wrinkle 
to  the  new  rules  governing  IRAs.  You 
have  to  earn  only  $2,000  a  year  to 
make  that  much  of  a  contribution.  If 
you  earn  less,  you  can  contribute 
100%  of  your  earnings.  This  is  espe- 
cially significant  for  spouses  who  may 
have  some  part-time  employment  and 
can  spare  some  or  all  of  that  income. 
In  fact,  many  professionals  see  a  real 
benefit  in  putting  their  spouses  on  the 
payroll  for,  say,  $2,000  worth  of  in- 
come a  year  and  depositing  all  that 
income  in  an  IRA  account.  The 
spouse  would  not  have  to  pay  any 
income  tax  at  all  on  the  earnings,  and 
it  would  all  be  going  into  a  savings  or 
investment  plan  that  accumulates 
taxfree.  The  only  additional  expense 
is  Social  Security  taxes  that  would 
have  to  be  paid  for  the  employed 
spouse. 

Where  can  you  invest  your  IRA 
money?  Mutual  funds,  stocks,  bonds, 
annuities  and  savings  accounts  are 
the  most  common  alternatives.  Col- 
lectibles— such  as  precious  metals, 


stamps,  antiques,  art,  etc. — are  no 
longer  permitted  for  IRA  or  Keogh 
plans.  (You  can  buy  gold  stocks,  how- 
ever.) You  can  spread  your  invest- 
ments around — a  mutual  fund  one 
year,  stocks  the  next,  a  savings  ac- 
count the  third  and  so  on.  And  you 
can  transfer  your  past  contributions 
from  one  investment  to  another,  as 
long  as  you  meet  IRA  guidelines.  (The 
general  rule  is  one  change  of  custo- 
dians a  year.)  Of  course,  you  cannot 
withdraw  your  IRA  money  unless  you 
become  seriously  ill  or  until  you  re- 
tire, between  ages  59V2  and  70'/2.  You 
must  start  taking  money  out  before 
70V2  or  pay  stiff  penalties.  That  is,  at 
age  70'/2,  based  upon  the  IRS  life  ex- 
pectancy tables  of  you  and  your 
spouse,  you  must  start  withdrawals.  If 
you  don't,  you  will  be  taxed  for  half 
the  amount  that  you  should  be  taking 
out  each  year. 

If  you  have  any  head  at  all  for  in- 
vestments, you  might  want  to  pick 
your  own  stocks  and  bonds  using  IRA 
money.  But  presuming  you  aren't  al- 
ready in  an  IRA  that  has  substantial 
capital  in  it,  you  are  talking  about  a 
modest  initial  amount  that  doesn't 
allow  you  much  of  a  portfolio. 

Mutual  funds,  obviously,  can  make 
a  lot  of  sense  for  the  IRA  saver  who 
has  some  faith  in  the  market  and  a  lot 
of  faith  in  a  particular  fund  or  funds. 
Indeed,  funds  that  are  tailored  specifi- 
cally to  IRA  investors  are  already  in 
the  works.  Several  major  brokerage 
firms  and  mutual  fund  houses  are  now 
putting  together  such  funds.  And,  of 
course,  there  are  already  families  of 
mutual  funds  that  will  permit  you  to 
switch  from  one  type  of  fund  to  an- 
other— money  market  to  growth  fund 
to  bond  fund,  for  example — without 
the  hassle  of  changing  custodians  on 
your  account. 

Keeping  an  eye  on  your  portfolio  or 
on  how  your  fund  or  savings  certifi- 
cates perform  can  pay  off.  While  one  or 
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If  only  bread  isn't  $100  a  loaf . . . 

Here's  what  an  annual  $2,000  investment  will  grow  to  at  various 
assumed  annual  rates  of  return.  Of  course,  rates  cannot  be  guaranteed. 
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two  percentage  points  may  not  look 
like  much  from  one  year  to  the  next, 
over  a  long  period  those  seemingly 
tiny  differences  are  much  magnified. 
After  30  years,  your  $2,000  annual 
contributions  would  amount  to 
$540,585  at  12%,  but  $662,630  at  13% 
and  $999,913  at  15%.  Moral:  Take 
stock  each  year  of  how  well  your  IRA 
investments  are  doing  and  weigh  the 
risks  and  rewards  of  making  a  change. 

Here  are  some  additional  facts 
about  IRAs  to  keep  in  mind  at  the 
start  of  1982: 

•  For  those  newly  eligible,  contribu- 
tions into  IRA  plans  can  begin  on  Jan. 
1  and  will  be  deductible  from  your 

1982  taxes.  You  have  until  Apr.  15, 

1983  to  actually  make  your  contribu- 
tion, but  the  earlier  you  start  saving, 
the  quicker  the  tax-free  accumulation 
begins. 

•  Some  employers  are  already  es- 
tablishing payroll  deduction  plans  for 
employees  who  wish  to  open  IRA  ac- 
counts. In  most  cases  banks  will  actu- 


They're  still  lying 
on  their  resumes 

Tlhe  Janet  Cooke  imbroglio  at  the 
Washington  Post  last  April  caused  a 
lot  of  personnel  executives'  palms  to 
sweat,  but  it  didn't  discourage  writers 
of  fictive  resume's.  According  to  one 
recent  study,  80%  of  re'sume's  still 
contain  lies,  of  which  nearly  a  third 
relate  to  educational  credentials. 

The  liars'  motives  aren't  hard  to 
explain.  Says  Ron  Pilenzo,  president 
of  the  American  Society  for  Personnel 
Administration,  "The  pressure  of  try- 
ing to  find  a  good  job  tends  to  push 


Total  .  

Years  contribution  12% 


5  $10,000  $  14,230 

1Q  20,000  39,309 

15  30,000  83,506 

20  40,000  161,397 

25  50,000  298,667 

30  60,000  540,585 

35  70,000  966,926 


ally  administer  the  accounts.  These 
plans  can  offer  convenience  but  might 
not  yield  as  much  as  you  could  get 
elsewhere. 

•  When  you  do  retire  or  are  dis- 
abled, the  distributions  are  taxed  as 
ordinary  income  in  the  year  or  years 
they  are  paid  out. 

•  The  penalty  for  withdrawing 
money  from  an  IRA  account  prema- 
turely is  10%  of  the  amount  you 
withdraw.  The  amount  that  you  take 
out  is  fully  taxable  that  year  as  ordi- 
nary income. 

•  If  you  die  before  you  withdraw  all 
your  IRA  contributions,  they  will  go 
to  your  beneficiary.  The  value  of  the 
account  is  excluded  from  your  gross 
estate,  provided  it  is  paid  to  a  named 


people  into  circumstances  in  which 
they  overstate  their  qualifications." 

Whenever  you  hire  someone,  you 
simply  have  to  as.sume  that  there  is 
something  fanciful  in  most  re'sume's 
you  will  see.  If  you  have  a  personnel 
department,  it  may  or  may  not  do 
routine  checking,  depending  upon 
work  load,  company  policy,  the  job  in 
question,  etc. 

But  the  person  hired  will  be  work- 
ing with  and  for  you.  It  can  make  good 
sense  to  do  some  checking  on  your 
own.  After  all,  it's  usually  just  a  mat- 
ter of  making  a  few  phone  calls.  Col- 
leges are  usually  happy  to  verify  a  de- 


-(Interest  rates)- 


13% 

14% 

15% 

$  14,645 

$  15,071 

S  15,507 

41,628 

44,089 

46,698 

91,343 

91,960 

109,434 

182,939 

207,536 

235,620 

351,700 

414,665 

489,423 

662,630 

813,474 

999,913 

1,235,498 

1,581,345 

2,026,691 

Source:  E.F.  Iluium 


beneficiary  over  a  period  of  at  least 
months. 

•  Generally,  any  money  you  so 
into  an  IRA  cannot  be  touched 
anyone  else,  such  as  creditors,  whi 
is  why  you  can't  use  it  for  loans.  E 
the  assets  in  an  IRA  can  be  claimed 
part  of  a  divorce  settlement  for  si 
port  or  alimony  payments. 

•  You  can  open  an  IRA  plan  in  19 
even  if  you  are  already  covered  by 
existing  retirement  plan  and  even 
you  already  have  a  Keogh  plan. 

One  of  the  handiest  brochures 
the  subject  of  IRAs  has  just  been  pi 
lished  by  E.F.  Hutton  and  is  availal 
free  from  Hutton's  Information  Ce 
ter,  P.O.  Box  10318,  Des  Mom 
Iowa  50306. 


gree,  since  every  false  claim  hurts  t 
integrity  of  the  school.  And  font 
employers  generally  are  cooperative 
they  might  need  information  frc 
you  on  people  they  consider  hiring. 

Note:  One  excellent  source  : 
phone  numbers  of  colleges  and  corj 
rations  is  the  National  Director}'  of  / 
dresses  and  Telephone  Numbers  (Ba 
tarn,  New  York).  At  $14.95  it's  a  b, 
gain:  The  current  edition  lists  4,3 
colleges  and  graduate  schools,  9,9 
corporations  and  thousands  of  otf 
establishments. 

If  you  have  neither  the  time  nor  t 
inclination  to  do  the  checking  yoi 
self,  there  are  outside  agencies  ti 
will  do  it  for  you.  The  National  C: 
dential  Verification  Service  in  Minr 
apohs  (800-328-3877)  is  well  kno\ 
in  the  field.  For  a  fee  of  $30,  NC 
will  tell  you  by  phone,  within 
hours,  whether  a  particular  applica 
has  a  degree  his  resume  indicates,  a: 
also  his  years  of  attendance.  A  writt 
report  is  then  mailed  to  you.  (Chec 
at  more  than  one  university  for 
applicant's  additional  listed  degre 
are  $25  for  the  first  additional  degn 
$15  thereafter.) 

Under  the  same  fee  structure  NC1 
will  tell  you  how  accurately  a  job  see 
er  has  presented  his  employment  rt 
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rd.  Under  federal  law,  only  dates  of 
nployment  and  reasons  for  leaving 
in  be  ascertained,  and  then  only  if 
le  applicant  has  given  his  okay  by 
ppropriately  marking  and  signing  the 
jplication. 

The  accreditation  services  can  be 
specially  useful  when  you  have  a  glut 
f  hiring  to  do.  One  NCVS  client,  Ft. 
forth-based  Western  Co.  of  North 
merica,  hired  500  people  in  1981, 
Dosting  its  roster  to  7,100,  double 
lat  of  two  years  earlier.  Says  Bill 
shner,  director  of  staffing  for  the 
730  million  (1981  sales)  oilfield  ser- 
ice  and  drilling  company,  "With  that 
ind  of  growth  it's  difficult  for  our 
aff  to  determine  when  job  appli- 
mts  are  exaggerating  their  creden- 
als.  The  service  has  made  better  use 
:  our  recruiters'  time." 
If  the  nature  of  your  business  calls 
r  a  deeper  probe  of  your  applicants, 
3u  are  hardly  in  a  position  to  do  such 
lecking  yourself — unless  you  have  a 
:tective's  license  and  a  lot  of  time  on 
Dur  hands.  Investigation  firms  that 
>ecialize  in  personal  background 
looping  can  usually  provide  the  in- 
rmation  you  need.  One  such  firm  is 
:mifax  Services,  based  in  Atlanta, 
ith  1,100  branches  in  North  Amer- 
a.  For  a  few  hundred  dollars,  Equifax 
^rvices  will  investigate  an  applicant 
f  talking  to  his  friends  and  former 
nployers,  will  find  out  if  he  has  a 
jlice  record  and  whether  he  is  being 
led  (or  has  been),  and  sometimes  will 
iok  at  his  credit  rating. 
Applicants  must  be  told  they  are 
nng  investigated  before  the  fact  and, 
lore  significantly,  must  be  given  ac- 
:ss  to  whatever  information  the  in- 
stigators unearth.  If  a  decision  not 
>  hire  is  based  on  information  pro- 
jced  by  a  background  check,  the  sub- 
ct  must  be  told  this  as  well. 
Keep  in  mind  that  this  sword  cuts 
)th  ways:  Passing  along  unfavorable 
immcnts  about  a  former  employee, 
ren  if  they're  true,  can  incur  the 
rath  of  the  Equal  Employment  Op- 
irtunity  Commission  and  other  offi- 
al  bodies.  "Some  people,  especially 
linonties,  have  sued,"  says  ASPA's 
ilenzo,  "because  they  found  they 
ere  given  a  bad  rap  on  the  phone  and 
.dn't  get  hired  because  of  it." 
Unhappily,  the  pressure  that  causes 
nqualified  job  seekers  to  fib  on  their 
:sume's  also  impels  some  abundantly 
[ented  ones  to  do  so.  If,  after  your 
ligent  checking,  an  employee  man- 
ges to  land  a  job  with  bogus  creden- 
als,  do  you  have  to  can  him  if  you 
rid  out?  Not  necessarily.  Says  Pi- 
nzo:  "You  may  want  to  offer  your- 
:lf  some  latitude  by  having  your  job 
)plication  say  a  person  caught  lying 


may  be  discharged.  There  may  be 
some  unusual  circumstances  where 
you  might  not  want  to  do  it." 

As  an  example  he  cites  the  case  of  a 
man  he  once  hired  who  lied  about  his 
age.  The  lie  was  discovered  and  the 
employee  confronted.  "We  could  have 
discharged  him,"  says  Pilenzo,  "but 
we  didn't  because  he  was  an  excellent 
performer.  He  was  given  a  stern  repri- 
mand, the  files  were  adjusted  and  we 
all  forgot  about  it." — Kevin  McManus 


Coffee,  tea  or . . .  rip-off? 

No,  you  are  not  imagining  things. 
When  you  awkwardly  extract  the 
singles  and  change  from  your  pocket 
to  pay  for  drinks  on  airplanes,  the 
amounts  are  different  from  one  carrier 
to  the  next.  And  they  are  no  longer 
bargains,  either.  In  fact,  if  you  fancy  a 
decent  martini,  you  need  two  of  those 
itty-bitty  bottles  (they  contain  only 
1.6  ounces  of  liquor  each).  Thus  the 
cost  of  a  decent  martini  on  TWA 
amounts  to  $5 — more  than  what  you 
would  pay  at  some  of  the  poshest  bars 
and  restaurants.  Interesting  to  note 
that  the  nation's  most  profitable  large 
airline,  Delta,  charges  the  least  for 
drinks. 


Airline 

Liquor 

Beer 

Wine 

Air  Florida 

$2.00 

$1.00 

$1.00 

American 

2.00 

1.50 

2.00 

Braniff 

2.00 

1.50 

1.50 

Continental 

2.00 

1.00 

1.50 

Delta 

1.50 

.50 

1.00 

Eastern 

2.00 

1.00 

1.00 

Northwest 

2.00 

1.00 

1.00 

New  York  Air 

2.00 

1.00 

1.00 

Pan  Am 

2.00 

1.00 

1.00 

Piedmont 

1.50 

1.00 

1.00 

TWA 

2.50 

1.50 

1.50 

United 

1.50 

1.00 

1.00 

USAir 

2.00 

1.00 

1.50 

Western 

2.00 

1.50 

1.50 

By  the  way,  one  frequent  traveler 
recently  offered  this  suggestion  to  a 
flight  attendant,  after  tiring  of  hearing 
the  impassioned  plea  for  "exact 
change,  please."  Why  not  sell  drink 
coupons  in  advance?  Indeed. 


Loose  ends 

I'll  quit  if  I  don't  get  a  raise."  We're 
all  faced  with  ultimatums  like  that 
from  time  to  time.  What  to  do  if  the 
employee  is  a  valued  one?  Let  him  go. 
That's  the  advice  of  Fred  Henry,  oper- 
ations head  for  middle-management 
recruiter  Dunhill  Personnel  System. 
Says  Henry:  "An  employee's  inten- 
tion to  leave  often  means  just  one 
thing  to  the  company  that's  losing 
him:  disloyalty.  A  bigger  paycheck 
won't  turn  a  mismatch  into  a  perfect 
marriage."  The  employer  who  makes 


a  counter  offer  usually  is  just  buying 
time,  Henry  adds.  He  will  often  begin 
to  look  for  a  replacement  right  away. 

Now  for  the  other  side  of  the  coin.  If 
you're  near  the  top  and  getting  rest- 
less, you  may  be  wise  to  sit  tight  this 
year  and  think  about  changing  jobs  in 
1983  or  after.  According  to  a  survey 
by  Russell  Reynolds  Associates,  de- 
mand for  senior  executives  will  be 
slack  over  the  next  12  months  be- 
cause of  high  interest  rates,  sluggish 
economic  conditions  and  inflation. 
But  during  the  five  years  following 
1982,  "hiring  should  increase  signif- 
icantly," says  Russell  Reynolds,  chair- 
man of  the  recruiting  firm. 

If  you  own  a  small  business,  you 

know  how  important  it  is  to  plan  the 
appropriate  tax  strategies.  You  might 
find  some  assistance  from  Deloitte, 
Haskins  &  Sells,  the  accounting  firm, 
in  its  53-page  booklet,  Tax  Thoughts  far 
Owners  of  Closely  Held  Businesses, 
which  can  be  picked  up  free  at  your 
local  DHS  office. 

Europe  in  January?  Doesn't  sound 
very  enticing,  so  some  air  carriers 
have  cooked  up  extremely  attractive 
packages  to  fill  seats  in  the  winter 
months.  Check  with  your  travel  agent 
for  deals  like  these:  Laker  Airways, 
New  York  to  London  round  trip  and 
three  nights'  accommodations  at  the 
St.  James  Hotel  (near  Buckingham 
Palace),  $399.  Aer  Lingus,  New  York 
to  Dublin  round  trip,  $333  (three- 
night  hotel  and  car-rental  packages 
are  also  available  at  bargain  rates). 
You  can  even  fly  to  the  sun  cheaply  on 
some  carriers.  Air  Florida  has  a  three- 
night  package  from  New  York  to  Free- 
port,  Bahamas  for  $199 — including 
airfare  and  accommodations. 

Jump-ship  bonuses  are  on  the  rise, 
even  for  middle  managers.  And  the 
up-front  cash  payments  are  now 
commonly  $10,000  to  $15,000  for 
less  than  top  executives,  reports 
Eastman  &  Beaudinc,  an  executive 
search  firm.  "We  filled  more  than 
twice  as  many  positions  involving 
sign-up  bonuses  last  year  as  com- 
pared with  1980,  and  a  significant 
number  of  them  were  below  top 
management  levels,"  says  Robert  S. 
Jenkins,  senior  vice  president.  But  is 
the  bird-in-hand  always  worth 
more?  Probably  not.  Jenkins  notes 
that  in  the  long  run,  the  up-front 
bonus  is  a  lot  more  economical  for 
the  company  than  increasing  base 
salaries  and  rupturing  existing  salary 
structures.  Moral:  Shoot  for  less  of  a 
bonus,  and  more  in  your  salary. 
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WHAT  MAKES  FORBES 
STAND  OUT  ON  THE  NEWSSTAND? 


Printing  excellence.  World  Color  Press  prints  Forbes  and  every 
magazine  on  this  newsstand.  World  Color  is  one  of  the  many 
innovative  and  fast  moving  companies  that  reflect  the  ^m^m 
dynamic  leadership  of  City  Investing  Company.         m  ^™ 


The  Forbes/  Wilshire  5000  Review 


Market  value  of  Wilshire  5000: 
$1,304.7  as  of  12/10/81 


!  Wilshire  5000  equity  index 
;  The  total  price  of  all  stocks  for 
-  which  daily  quotations  are 
!  available,  weighted  by  market  value. 


— 
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s  back  to  the  basics.  Over  the  past  four  weeks,  Wall 
ieet  confirmed  a  classic  turnaround.  The  Dow,  which 
ailed  the  overall  market  for  the  balance  of  1981,  is 
lddenly  outpacing  the  broader  averages.  Meanwhile,  the 
Drmally  pace-setting  o-t-c  stocks  are  at  the  bottom  of  the 
irrent  performance  charts. 

What's  happening?  Investors,  it  seems,  are  really  nervous 
x>ut  the  Reagan  recession — and  they're  seeking  refuge  in 
ied-and-true  blue  chip  equities.  As  a  group,  the  only  stocks 
tat  moved  up  significantly  were  big,  low- volatility  compa- 
Les.  In  contrast,  high-PE,  low-yield  issues  got  clobbered. 
The  big  question  for  the  new  yeai  is  whether  this  trend 
ill  continue.  Several  times  during  the  past  12  months  it 


seemed  as  if  larger,  old-line  companies  would  reassert 
market  leadership.  But  always  they  lost  out  to  the  robust, 
smaller-growth  issues.  Perhaps  the  current  economic  dip 
will  finally  break  that  trend. 

In  a  moment  when  traditional  virtues  prevail,  however, 
take  time  to  study  the  52-week  performance  figures.  In  a 
year  when  the  overall  inflation  rate  averaged  close  to  10%, 
it  was  rough  sledding  just  to  break  even  in  the  stock 
market.  For  the  year,  the  broad-based  Wilshire  Index  was 
down  0.3%,  and  only  o-t-c  stocks  managed  to  stay  posi- 
tive. As  a  group,  they  were  up  5.4%.  That  gets  star  billing 
on  Wall  Street,  but  allowing  for  rising  price  levels,  most 
equity  investors  still  lost  money  during  1981. 


Close-up  On  The  Equity  Markets 


Perf ormance  of  five  leading  indexes 
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WhereThe  Action  Is 


Take  a  plane,  take  a  train.  Over  the  past  two  weeks, 
transportation  stocks  were  Wall  Street's  stars — even 
though  their  12-month  showing  is  strictly  low  speed.  At 
the  same  time,  utility  issues,  which  beat  all  groups  in  12- 
month  performance,  transformed  recent  gains  into  a  rout. 
In  our  last  report,  these  high-yield  issues  were  holding 
steady  in  the  face  of  substantial  1981  price  increases. 


Now,  they  are  down  significantly.  Some  folks,  apparently, 
think  the  decline  in  interest  rates  is  over. 

Otherwise,  raw  materials  and  capital  goods  stocks  were 
up  smartly.  Energy  issues  continued  their  recent  gains  as 
well — but  at  a  much  less  dramatic  pace  than  in  receni 
weeks.  Despite  the  splashy  takeovers,  these  stocks  have 
been  the  year's  biggest  losers. 


Percent  change  in  last  52  weeks         j^'V/''  change  in  last  two  weeks 
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Consumer  durables 
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Note:  All  data  for  periods  ending  12/10/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Santa  Fe  Industries: 

Realistic  Planning.  Real  Earnings  Growth 


Santa  Fe  Industries  is  a  strong 
efficient  Railway.  One  of  the 
country's  largest  producers  of 
heavy  gravity  oil.  The  steward 
of  654,000  acres  of  timber.  A 
major  participant  in  real  estate 
and  construction  activities 
throughout  the  Southwest.  And 
active  in  a  number  of  other 
enterprises  as  well. 

We  put  all  these  vital  busi- 
nesses together,  and  put  them 
all  to  work. 

Performance  like  ours— over 
the  past  decade— has  come 
from  solid  long-range  planning 


and  a  corporate  philosophy 
and  structure  that  actively 
promotes  growth. 

There  is  a  lot  more  to  our  story. 
If  you're  curious,  please  write: 

Santa  Fe  Industries,  Inc. 
Department  333 
224  South  Michigan  Avenue 
Chicago,  Illinois  60604 


Energy  saving  transportation 
Energy  producing  resources 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  Securities. 

The  offer  is  wade  only  by  the  Prospect  us. 

CORRECTED  ADVERTISEMENT 

$1,060,000,000 
E.  I.  du  Pont  de  Nemours  and  Company 

$660,000,000  6%  Debentures  Due  2001 

Price  46.852%  and  Accrued  Interest 

$400,000,000  14%  Notes  Due  1991 

Price  100%  and  Accrued  Interest 

Interest  payable  June  1  and  December  1 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  frotn  only  such  of  the 
undersigned  as  may  legally  offer  these  Securities  in  compliance 
with  the  securities  laics  of  such  State. 


MORGAN  STANLEY  &  CO.  THE  FIRST  BOSTON  CORPORATION 

Incorporated 

GOLDMAN,  SACHS&  CO.    MERRILL  L  YNCH  WHITE  WELD  CAPITAL  MARKETS  GROUP    SALOMON  BROTHERS  INC 

Merrill  Lynch,  fimr.  Frnner  X  Smllk  lncorooratnl 

BACHE  HALSEY  STUART  SHIELDS  BEAR,  STEARNS  &  CO.  BLYTH  EASTMAN  PAINE  WEBBER 

Incorporated  Incorporated 

DILLON,  READ  &  CO.  INC.  DONALDSON,  LUFKIN  &  JENRETTE  DREXEL  BURNHAM  LAMBERT 

Securities  Corporation  Incorporated 

E.  F.  HUTTON  &  COMPANY  INC.  KIDDER,  PEA  BOD  Y  &  CO.  LAZARD  F  RE  RES  &  CO. 

Incorporated 

LEHMAN  BROTHERS  KUHN  LOEB  L.  F.  ROTHSCHILD,  UNTERBERG,  TOW  BIN 

Incorporated 

SHE  ARSON/ AMERICAN  EXPRESS  INC.  SMITH  BARNEY,  HARRIS  UPHAM  &  CO. 

Incorporated 

WARBURG  PARI B AS  BECKER  WERTHEIM  &  CO.,  INC.  DEAN  WITTER  REYNOLDS  INC. 

Incorporated 

November  23, 1081 
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Doubt  that  interest  rates  are  coming 
down?  If  so,  here  are  some  interesting 
variable-rate  securities. 

PLAYING  THE 
FLOATING  RATE 


By  Ben  Weberman 


If  you  believe  interest  rates  will  rise 
from  today's  levels,  or  if  you  want  a 
debt  security  that  protects  your 
principal  better  than  most,  consider 
BankAmerica  Corp.  adjustable-rate 
notes  due  Nov.  1,  1989.  These  are 
eight-year  notes  with  a  difference — 
the  interest  rate  they  carry  will 
change  every  two  years  to  a  level 
equal  to  105%  of  the  then-prevail- 
ing return  on  two-year  Treasury 
notes.  Principal  is  further  protected 
by  a  provision  that  gives  the  inves- 
tor a  chance  every  two  years  to  turn 
the  note  in  for  redemption. 

These  were  issued  in  October  to 
yield  16.375%  through  Oct.  31, 
1983.  Market  rates  have  fallen  since 
then,  so  they  are  trading  above  100. 
Assuming  that  interest  rates  move 
down  further  and  stay  down,  the 
rate  paid  on  the  BofA  notes  will  be 
adjusted  lower  in  1983. 

Some  investors  don't  want  to 
own  eight-  or  ten-year-maturity 
notes  because  they  want  short-term 
liquidity.  For  them,  Household  Fi- 
nance Corp.  and  Barclays  American 
have  created  two-year  "extendable" 
notes.  The  big  idea  here  is  a  note 
with  an  initial  maturity  of  two 
years.  But  the  note  also  gives  inves- 
tors the  right  to  renew  every  two 
years  four  more  times.  Add  it  up  and 
it  amounts  to  a  ten-year  debt  obliga- 
tion in  five  two-year  bites.  Unlike 


Ben  Weberman  is  economics  editor  of 
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the  BofA  paper  with  its  eight-year 
maturity  redeemable  every  two 
years,  these  securities  are  consid- 
ered two-year  paper  with  a  final  ma- 
turity in  ten  years.  Yields  on  these 
two-year,  extendable  maturity  notes 
are  reset  every  other  year  to  reflect 
changes  in  the  return  on  two-year 
Treasury  notes. 

These  are  but  two  examples  of 
how  durable  and  versatile  the  idea 
of  floating-rate  instruments  is  prov- 
ing to  be.  The  idea  was  promoted 
initially  to  sell  long-term  debt  dur- 
ing rising  interest  rates.  Now  bor- 
rowers are  finding  new  uses  when 
rates  are  falling. 

The  tax-exempt  bond  market  has 
been  innovative  with  floating  rates 
as  well.  Potomac  Electric  Power  Co., 
for  example,  has  on  the  market  $30 
million  of  tax-free  bonds  to  finance 
pollution  control  facilities,  issued  in 
the  name  of  Prince  George's  County, 
Md.  The  return  on  these  tax-exempt 
corporate-backed  bonds  is  adjusted 
weekly,  to  66%  of  the  three-month 
Treasury  bill  rate  or  72%  of  the  30- 
year  Treasury  bond  yield — which- 
ever is  higher. 

When  Potomac  Electric  sold  float- 
ing-rate bonds  last  June,  the  rate 
prescribed  by  the  formula  was 
10.201%.  In  mid-December  the 
yield  had  been  reduced  to  9.295%. 
There  you  have  the  value  and  the 
weakness  of  variable-rate  notes. 
Yes,  the  principal  is  secure.  But,  no, 
by  definition,  they  can't  lock  up 
high  yields. 

A  somewhat  higher  return  on  a 
similar  security  is  provided  by 
Zions  Utah  Bancorp,  which  raised 
$8  million  through  West  Valley 
City,  Utah  in  November.  The  ad- 
justable tax-free  rate  is  based  on 
70%  of  the  13-week  Treasury  bill 
rate  or  77%  of  the  long-term  Trea- 
sury bond. 

Issues  like  Potomac  and  Zions  will 


undoubtedly  be  swallowed  up  by  the 
tax-exempt,  money  market  mutual 
funds.  There  aren't  enough  very 
short-term  notes  around  to  satisfy 
the  appetite  of  the  funds  that  must, 
by  definition,  buy  short  maturity 
securities  and  obviously  prefer  high 
yields.  Listing  these  issues  as  the 
equivalent  of  a  money  market  instru- 
ment (because  the  yield  is  adjusted 
weekly)  is  designed  to  permit  them  to 
qualify  for  money  market  fund  pur- 
chase, although  the  SEC  has  yet  to  be 
heard  from  on  this  score. 

Yieid-conscious  investors  should 
avoid  these  more  exotic  variable-rate 
securities.  Because  the  economy  is  in 
recession  and  inflation  is  abating,  I 
expect  interest  rates  to  continue  to 
move  lower  for  months.  If  so,  the 
return  on  floating-rate  issues  will 
move  progressively  lower,  too. 

Better,  I  think,  to  wait  for  market 
dips  and  then  buy  long-term  issues 
with  the  greatest  protection  against 
early  redemption.  As  a  rule,  Trea- 
sury issues  offer  the  greatest  safety 
of  credit  and  the  longest  "noncalla- 
bility."  Treasury  14s  of  2011,  for 
example,  traded  as  high  as  109  in 
late  November  and  subsequently  re- 
treated to  103  in  mid-December.  Is- 
sued in  early  November  with  a  yield 
just  over  14%,  the  bonds  climbed  in 
price  until  the  yield  had  been 
trimmed  to  12.8%.  After  yet  an- 
other jittery  time  in  the  bond  mar- 
ket, driving  prices  down,  it  was  pos- 
sible once  again  to  buy  them  with  a 
net  return  of  13.5%. 

The  best  tax-free  yield  around 
now  is  offered  by  the  Intermountain 
Power  Agency  of  Utah,  which  must 
raise  more  than  $8  billion  to  com- 
plete a  huge  generating  project.  Be- 
cause Intermountain  Power  comes 
to  market  quarterly  in  massive 
amounts  of  more  than  a  quarter  bil- 
lion dollars  each,  there  won't  be  any 
scarcity.  So,  don't  expect  much 
price  appreciation  unless  interest 
rates  move  down  decisively.  But,  for 
the  same  reason,  the  agency  must 
price  its  issues  generously  to  attract 
enough  buyers  to  absorb  the  issues. 
Today  you  can  get  an  IPA  bond  due 
in  2021  at  a  price  of  99,  to  yield 
14.14%.  Unlike  the  Washington 
Power  Public  Supply  System,  Pro- 
jects 1,  2  and  3,  which  are  sound  in 
quality  but  face  the  opposition  of 
the  antinuclear  crowd,  IPA's  power 
generators  are  coal-fired  and  politi- 
cally acceptable.  H 
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100  CONSECUTIVE 
YEARS  OF  DIVIDENDS* 

The  Board  of  Directors  of  the  Diamond  Interna- 
tional Corporation  on  Dec.  3,  1981,  declared  a 
quarterly  dividend  of  55c  per  share  on  the  Com- 
mon Stock  and  30c  per  share  on  the  Series  A 
Preferred  Stock,  both  payable  Feb.  1,  1982,  to 
shareholders  of  record  Jan.  4.  1982 
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On  precedent,  the  market  does  better  in 
the  second  year  of  a  Republican  presi- 
dency than  in  the  first.  So  don't  despair 
over  the  prospects  for  1982. 

REAGAN  n 


By  Heinz  H.  Biel 


Nineteen-eighty-one:  another  first 
year  of  a  Republican  presidency  in 
which  the  stock  market  declined,  as 
was  the  case  with  Hoover  (1929), 
Eisenhower  (in  1953  and  1957)  and 
Nixon  (1969  and  1973).  But  don't  let 
that  mar  your  expectations  for  the 
coming  year,  because  the  second 
year  of  a  Republican  presidency 
promises  to  be  better. 

This  is  the  second-year  record,  for 
which  I  am  indebted  to  my  knowl- 
edgeable friend  Bill  LeFevre: 


Second 

Change 

year 

President 

in  DH 

1922 

Harding 

+  21.7% 

1926 

Coolidge 

+  .3 

1930 

Hoover 

^3.8 

1954 

Eisenhower 

+44.0 

1958 

Eisenhower 

+34.0 

1970 

Nixon 

+  4.8 

1974 

NixonFord 

-27.6 

Hoover,  of  course,  was  caught  in 
the  Great  Depression,  while  Nixon 
in  1974  was  involved  in  the  Water- 
gate mess.  Valid  reasons  to  make 
exceptions?  Yes,  I  think  so. 

But  why  should  1982  be  a  plus 
year  for  the  stock  market?  Right 
now  the  business  outlook  is  grim 
indeed.  The  so-called  leading  indica- 
tors point  at  an  extension  and  possi- 
bly a  deepening  of  the  present  reces- 
sion. Unemployment  may  reach  the 
10%  mark.  The  federal  deficit  will 
be  astronomical.  Money  rates  will 

Heinz  H  Biel  is  a  vice  president  of  tlx  Ni'SE 
firm  ofjanney  Montgomery  Scott. 


be  comparatively  low,  at  least  for  I 
while,  but  longer-term  interest  rate 
will  stay  relatively  high.  A  defense 
budget  of  over  $200  billion  certainl' 
is  nothing  to  cheer  about.  Inflation 
although  likely  to  be  in  the  single 
digit  range  because  of  the  recession 
will  still  be  intolerably  high. 

In  the  face  of  this  tale  of  woes 
which  can  be  lengthened  ad  nau 
seam,  why  should  anyone  want  t< 
buy  stocks?  Stocks,  after  all,  repre 
sent  ownership  of  business  enter 
prises,  and  the  outlook  for  busines 
in  general  is  anything  but  rosy.  Trui 
enough,  but  isn't  this  largely  reflect 
ed  in  the  present  level  of  stocl 
prices,  even  after  the  year-end  rally! 

In  my  column  in  the  Dec.  21  issui 
I  commented  on  the  building  indus 
try,  which  is  in  terrible  shape.  It  i; 
so  bad  that  things  can  hardly  ge 
worse.  But  that  is  why  building 
related  stocks  are  on  the  bargair 
counter.  Take  another  industry 
that  is  doing  poorly,  the  farm 
equipment  makers.  The  farmers,  i' 
seems,  are  caught  in  a  squeeze 
Costs  of  everything  they  have  tc 
buy  are  way  up,  while  prices  foi 
farm  products  are  weak.  On  top  o: 
it,  many  farmers  are  in  danger  o: 
being  crushed  by  a  heavy  load  o; 
debt  at  high  interest  rates.  (Tc 
some  extent  such  debt  was  in 
curred  to  buy  more  farmland  al 
prices  so  exorbitant  that  they  pre 
eluded  profitable  operations  ever 
under  more  favorable  conditions.) 

It  is  hardly  surprising  that  the 
combinations  of  the  plight  of  the 
farmer  and  obviously  imprudent 
management  policies  have  pushed 
International  Harvester  to  the  brink 
of  bankruptcy.  There  is  still  no  as- 
surance that  the  banks  will  keep  the 
company  alive  (as  they  are  doing 
with  Poland,  for  instance,  and  other 
bad  credit  risks),  but  in  spite  of  Har- 
vester's shaky  condition  Teledyne's 
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shrewd  Henry  Singleton  keeps  on 
buying  the  stock  in  huge  quantities. 
Although  I  respect  Mr.  Singleton's 
ludgment,  I  cannot  advise  purchase 
oi  Harvester,  even  at  its  present 
price  of  8,  except  as  a  gamble. 

By  contrast,  Deere  &  Co.  (37),  the 
largest  maker  of  farm  machinery 
ind  generally  considered  one  of  the 
:ountry's  best-managed  companies, 
is  not  doing  badly.  Earnings  of  $3.74 
i  share  for  the  fiscal  year  ended  Oct. 
31  were  up  from  last  year,  but  sharp- 
ly Jower  than  the  peak  profits  of 
55.12  two  years  ago.  Deere  is  in 
?ood  health,  financially  and  other- 
wise, and  earnings  should  recover 
juickly  as  soon  as  conditions  in  the 
ndustry  improve.  It  may  even  bene- 
fit from  Harvester's  difficulties. 
Down  from  a  high  of  nearly  50, 
Deere  once  again  is  a  solid  invest- 
nent  buy. 

Usually  it  takes  imagination  rath- 
er than  good  eyesight  to  see  the 
ight  at  the  end  of  the  tunnel.  But 
ve  know,  from  past  experience, 
:hat  sooner  or  later  we  will  see  it. 
rhe  stock  market  is  beginning  to 
inticipate  that  to  a  modest  extent, 
rhere  are  individual  cases  where 
:he  light  is  clearly  visible  already, 
mt  the  stock  involved  shows  no 
;ign  of  life.  I  am  referring  to  Boeing 
24).  Down  from  a  high  in  the  mid- 
K)s  in  1980  and  1981,  Boeing  is  an 
)bvious  target  for  tax  selling,  and 
his  seems  to  have  been  done  with  a 
vengeance.  A  mere  look  at  the 
doomy  1982  earnings  forecast  of 
)nly  about  $2  a  share,  less  than  one- 
hird  of  what  it  was  in  1980,  seems 

0  convince  everyone  that  the  stock 
von't  go  anywhere  fast  and  may 
:ven  be  overpriced  at  1 1  times  next 
rear's  earnings. 

But  the  turnaround  is  visible  and 

1  virtual  certainty.  It's  only  about  a 
rear  hence  when  the  new  genera- 
ion  of  jetliners  will  begin  to  be  de- 
ivered.  Meanwhile,  of  course,  sales 
)f  present  planes  are  falling  off.  Yes, 
here  have  been  order  cancelations, 
fes,  some  cash-poor  airlines  will  in- 
itall  new  energy-efficient  engines 
ather  than  buy  the  expensive  new 
)lanes.  However,  this  is  an  ex- 
remely  competitive  industry,  and  if 
in  airline  wants  to  stay  in  business, 
t  had  better  have  the  best  and  most 
nodern  equipment  available. 
Boeing's  finances  are  excellent.  Its 
iccounting  is  highly  conservative, 
ts  future  is  bright.  ■ 


A Twentieth  Century  Investors,  Inc.,  the  Kansas  City-based  mutual 
fund  company  is  offering  a  new  class  of  shares  called  Ultra 
_   Investors.  This  new  fund  is  designed  for  investors  seeking  capital 
1VI/1II7  appreciation. 

I  ^Ir^mW  Although  Ultra  Investors  has  the  same  investment  ob- 
^  jective  as  another  of  the  company's  funds  (Growth  Inves- 

tors), its  comparatively  small  size  at  its 
inception  permits  it  to  invest  in  the  com- 
mon stock  of  smaller  companies  that  meet 
specified  criteria,  including:  better  than 
average  prospects  for  appreciation  in  value,  three 
continuous  years  of  operation,  and  a  fair  degree  of 
marketability. 

For  more  complete  information  about  Twentieth  Century,  including  charges  and 
expenses,  request  a  prospectus  by  writing  to  Twentieth  Century  Investors,  Inc.,  P.O. 
Box  200,  Kansas  City,  Missouri  64141,  or  phone  (816)  537-5575.  Read  the  pro- 
spectus carefully  before  you  invest. 

Ultra  Investors 
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P.O.  Box  200,  Kansas  City,  Missouri  64141  •  (816)  531-5575 


Fighting  for 
double-digit  yields? 
Ride  a  leader. 


For  the  long-term 
investor,  this  solid  bond 
fund  offers: 

□  Low  minimum 
investment:  just 
$1,000. 

□  Prompt  liquidity  by 
phone. 

□  Free  checkwriting 
over  $500. 

□  No  "penalty  for 
early  withdrawal." 

□  Switch  to  other  T.  Rowe  Price  funds  without 
charge. 

Call  free  1-800-638-5660.  In  Md.  1-800-492-1976. 
In  Baltimore  547-2308. 

For  more  complete  information,  including  management  fee  and  other  charges  and  expenses, 
obtain  a  prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

Rowe Price  New  Income  Rind,  Inc. 
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The  Contrarian 


If  you  are  not  already  a  contrarian,  the 
chart  below  should  make  you  one.  . 

THE  MYTH  OF 
MARKET  TIMING 


By  David  Dreman 


How  valuable  are  the  opinions  of 
experts  you  hear  on  investment  ra- 
dio and  TV  shows  or  read  repeatedly 
in  the  financial  section  of  your  daily 
newspaper? 

In  Contrarian  Investment  Strategy ,  I 
tracked  the  record  of  75  of  the  larg- 
est advisory  services  from  1967  to 
1978.  The  function  of  these  ser- 
vices, as  most  readily  advertised,  is 
to  get  you  in  near  the  market  bot- 
tom and  out  near  the  top. 

Do  they?  As  you  can  see  from  the 
accompanying  chart  (updated  to 
Oct.  30,  1981),  there  is  indeed  an 
almost  perfect  correlation  between 
the  investment  advice  given  and 
the  future  course  of  the  stock  mar- 
ket— unfortunately,  almost  perfect- 
ly wrong. 

As  markets  approach  their  highs, 
larger  and  larger  numbers  of  advis- 
ers become  bullish,  and  as  they 
move  toward  their  lows,  an  increas- 
ingly expanding  herd  stampedes  for 
the  exits. 

As  the  chart  indicates,  the  swing 
in  advisory  opinion  is  invariably  far 
larger  than  the  movement  of  the 
market  itself.  For  example,  at  the 
market  high  in  late  1972,  75%  of 
advisers  predicted  that  stocks  were 
heading  skyward.  Then  at  the  bot- 
tom of  the  1974  market — the  worst 


David  Dreman  is  managing  director  of  Dre- 
man, Gray  &  King,  Investment  Counsel, 
Sew  York,  and  author  of  Contrarian  Invest- 
ment Strategy. 


break  in  the  postwar  period — two- 
thirds  suspected  stocks  would  con- 
tinue to  free-fall;  not  long  there- 
after, we  had  the  beginning  of  a 
major  bull  market. 

In  fact,  for  a  short  time,  coincid- 
ing almost  perfectly  with  the  1974 
bottom,  20  advisers  ran  bearish  ads 
in  a  national  financial  weekly.  How 
many  bullish  ads  did  the  weekly  run 
in  the  same  period?  None. 

As  you  can  see,  updating  the  chart 
hasn't  changed  things  much.  Advis- 
ers retreated  from  being  80%  bullish 
in  late  1978  to  45%  in  early  1979, 
when  the  market  declined  8% — just 
in  time  to  miss  the  strong  upward 
move  for  the  rest  of  the  year.  The 
same  thing  happened  in  early  1980, 
before  the  even  stronger  market  rally 
of  that  year.  (Figures  on  percentages 


of  adviser  sentiment  come  from  // 
vestor's  Intelligence  Service.)  Predic 
ably,  with  the  sharp  break  over  th 
last  six  months,  some  70%  of  advi: 
ers  were  bearish  just  prior  to  th 
recent  rally.  Instead  of  the  market 
following  the  advisers,  the  advisei 
followed  the  market. 

As  my  book  detailed,  economi 
forces  play  a  major  role  in  adviser 
activities.  The  subscription  game  : 
fiercely  competitive,  with  custon 
ers  demanding  near-instant  resuli 
for  the  dollars  they  shell  out,  an 
most  advisers  boasting  of  their  abi 
ity  to  provide  such  results.  The  nee 
to  convince  the  customer  he  is  dea 
ing  with  one  of  the  market's  trt 
gurus  traps  most  into  playing  th 
market's  current  direction  to  pr< 
vide  instant  success.  Those  who  ai 
on  the  money  and  have  the  adve 
tising  bucks  or  the  vaudeville  skil 
to  attract  the  public  eye  can  wind  u 
with  large  numbers  of  new  subscril 
ers — that  is,  until  the  market  direi 
tion  changes.  The  principle  is  cei 
tral  to  the  subscription  game. 

Other  equally  important  studit 
have  shown  that  market  timing  hi 
proven  just  as  lethal  to  money  mar 
agers  as  to  market  letter  writer 
and  may  be  the  major  reason  for  th 
institutional  performance  shortfa 
over  the  years. 


Trailing  the  market 


The  need  to  convince  the  customer  that  he  is  dealing  with 
one  of  the  true  gurus  traps  most  advisers  into  playing  the 
stock  market's  current  direction  to  provide  instant  success. 


S&P's  500 


Percentage  ol  bullish  investment  advisers 


v  M  r  2 

Percentage  of  bullish  investment  advisers 


J  L 


J  L 


_L 


J  I  I  L 


71  72  73  74  75  76         77  78  79         '80  '81 

Source  Standard  &  Poor's  and  Investors  Intelligence  Service. 
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MONEY' &  INVESTMENTS 

Point:  If  you  believe  stocks  are 
leap,  don't  outsmart  yourself  by 
ying  to  buy  10%  lower,  possibly 
lissing  an  upward  move  of  50%  to 
D0% .  The  odds  aren't  worth  post- 
lg,  as  numerous  victims  of  this  bet 
in  testify. 

The  best  approach  is  to  buy  bar- 
lin-basement  low  price/earnings 
ocks,  which,  as  my  last  column 
lowed,  give  you  much  better  pro- 
motion on  the  downside,  while  pro- 
iding  you  with  more  than  an  even 
in  when  the  market  turns  up  again. 
Three  interesting  situations: 
Texaco  (34),  one  of  the  largest  of 
le  international  oils,  will  show  in- 
eased  earnings  in  1981  and  again 
i  1982.  Income  has  almost  tripled 
nee  year-end  1978.  Dividends 
ive  risen  along  with  higher  earn- 
igs,  increasing  almost  50%  in  the 
ime  period,  and  likely  to  continue 
>  rise  at  a  15%-or-better  rate  annu- 
ly.  The  stock  is  priced  at  4  times 
imings  and  yields  8.7%. 
Canadian  Pacific  Enterprises  (16), 
te  resource  arm  of  Canadian  Pacif- 
,  is  traded  on  the  NYSE  and  owns 
1.6  billion  of  proven  oil  and  gas 
serves,  as  well  as  being  the  largest 
:reage  owner  in  oil-rich  Alberta.  In 
Idition,  ENT  controls  Algoma  (the 
cond-largest  Canadian  steel  pro- 
lcer),  Cominco  (a  giant  lead  and 
nc  mine),  Great  Lake  Forest  Prod- 
is and  other  sizable  holdings, 
irnings  should  rise  in  1982  to  over 
5  a  share.  The  stock  trades  at  5.7 
mes  latest  12-month  earnings  and 
elds  5.3%. 

Blue  Bell  (26),  one  of  the  largest 
>parel  makers,  should  show  im- 
oved  earnings  later  in  its  fiscal  year, 
hen  European  operating  problems 
ill  be  behind  it.  The  Bass  family, 
hich  has  a  9%  interest  in  the  com- 
iny,  could  gamer  a  $160  million 
ofit  from  the  Marathon  coup.  It's 
lite  possible  that  the  family's  stake 
ight  be  increased,  which  at  least 
lould  provide  solid  support  at  cur- 
nt  price  levels.  The  stock  trades  at  7 
mes  earnings  and  yields  6.7% . 
The  myth  that  calling  market 
irns  can  lead  to  sweeping  fortunes 
irsists  despite  strong  evidence  to 
ie  contrary.  However,  for  the  seri- 
is  investor  who  wants  the  oppor- 
nity  to  make  good  gains  over  a 
:riod  of  time,  the  low-P/E  strategy 

the  one  I  would  stick  with.  Buy 
^ht  and  the  timing  will  take  care 

itself.  ■ 
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Value  Line  looks  at . . . 

Major  Stocks  With 
P/E's  Under  5  And 
Yields  Over  7% 

Plus  the  potential  to  double  in  price, 
we  estimate,  within  3  to  5  years. 

major  stocks  under  its  continuing  review,  The  Value  Line  Investment 


compared  with 


Among  1700 
Survey  finds 

•  106  stocksare  selling  at  less  than  5  times  estimated  current  earnings 
past  P/E  ratios  up  to  10  times  or  higher.  (Value  Line  12/11/81). 

•  47  of  these  low-P/E  stocks  also  offer  Appreciation  Potentials  in  the  next  3  to  5  years  of 
more  than  100%  .  .  based  on  Value  Line's  estimates  of  their  earnings  and  P/E  ratios  in 
that  future  span.  (18  offer  long-term  Appreciation  Potentials  of  more  than  150%.) 

•  In  addition,  a  significant  minority  of  these  "combination"  stocks  currently  yield  from  7% 
to  14.0%,  based  on  our  estimate  of  dividends  in  the  12  months  ahead.  (In  many  of  these 
stocks,  moreover,  we  look  for  sizable  dividend  increases— from  50%  to  100%— in  the 
next  few  years.) 

But  we  urge  you  not  to  leap  into  stocks  like  these,  good  as  they  may  sound,  without  also 
checking  Value  Line's  current  ratings  for  Probable  Price  Performance  and— most  im- 
portantly— Safety.  This  is  easy  to  do: 

UPDATED  EVERY  WEEK 

Every  week,  Value  Line's  regular  Summary  &  Index  presents  up-to-date  ratings  of  EACH  of 
1700  stocks  relative  to  all  the  others,  as  follows  .  . . 

a)  Rank  for  Probable  Price  Performance  in  the  Next  12  Months— ranging  from  1  (Highest) 
down  to  5  (Lowest). 

b)  Rank  for  Investment  Safety  (from  1  down  to  5). 

c)  Estimated  Yield  in  the  Next  12  Months. 

d)  Estimated  Appreciation  Potential  in  the  Next  3  to  5  Years— showing  the  future  "target" 
price  range  and  percentage  change  from  current  price. 

e)  P/E  ratio  and  current  price,  plus  estimated  annual  earnings  and  dividends  in  current 
12  months.  Also  latest  quarterly  results  against  a  year  ago. 

PLUS  FULL-PAGE  REPORTS 

In  addition,  each  of  the  1700  stocks  is  the  subject  of  a  comprehensive  new  full-page  Rating 
&  Report  at  least  once  every  three  months — including  22  series  of  vital  financial  and  operat- 
ing statistics  going  back  1 5  years  and  estimated  3  to  5  years  ahead.  About  130  new  full-page 
Reports  like  this  are  issued  each  week  .  .  .  1700  every  13  weeks. 

SPECIAL  INVITATION 

You  are  invited  to  receive  the  complete  Value  Line  Investment  Survey  (with  30-day  money- 
back  guarantee)  for  the  next  10 weeks  for  only  $33— about  HALF  the  regular  rate— if  no 
member  of  your  household  has  had  a  Value  Line  subscription  in  the  iast  two  years. 
You  receive,  as  a  bonus,  Value  Line's  2000 -page 
Investors  Reference  Service  incuding  our  latest  full- 
page  Ratings  &  Reports  on  each  of  1700  stocks— fully 
indexed  and  looseleaf-bound  for  your  quick  and  easy 
reference.  .  .and  systematically  updated  by  new  full- 
page  Reports  in  the  weeks  ahead.  (It  takes  only  30 
seconds  to  replace  the  old  Reports  with  the  new  in 
your  binder.)  All  this  material  is  so  organized  that  you 
can  quickly  find  a  continually  updated  report  and  cur- 
rent evaluation  on  almost  any  stock  you  may 

be  interested  in  buying  selling,  or  equally  import-       <Thw«  P»a*s  Art  Reduced  From  Aciusl 

ant,  holding. 

And — as  an  exfra  bonus — you  will  also  receive  Evaluating  Common  Stocks, 
by  Arnold  Bernhard,  Value  Line's  founder  and  research  chief.  This  96-page 
book  explains  how  even  inexperienced  investors  can  apply  thousands  of 
hours  of  professional  research  to  their  own  portfolios  by  focusing  on  only  two 
unequivocal  ratings,  one  for  Timeliness  (Performance  in  next  12  months),  the 
other  for  Safety.  This  book  is  YOURS  TO  KEEP  even  if  you  return  the  other 
material  under  your  money-back  guarantee. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  weak. 
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The  Value  Line  Investment  Survey 


Arnold  Bernhard  &  Co.,  Inc.  711  Third  Avenue,  New  York,  N.Y 

Departrmint  916J04 

INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for 
$33  to  The  Value  Line  Survey  (limited  once 
to  any  household  every  two  years)  and 
send  me  the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  sub- 
scription tor  $330  and  send  me  the  two 
bonuses  listed  above.  There  are  no 
restrictions  with  this  annual  subscription. 

SPECIAL  EXTRA  BONUS 
A   pocket-size   CREDIT  \nar!!j^  W 


ieei7 


□  My  payment  is  enclosed.  □  Plea6e  charge  to 

□  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  .  

Account  #_  

This  subscription  is  tax-deductible  and  non-assignable 


Signature 
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CUMO  RESOURCES  LTD.  0-V 

VANCOUVER,  B.C  ,  November  19,  1981— Cumo  Resourc- 
es Ltd.  announced  today  the  discovery  of  a  new  oil  well  in 
the  Montoya  Formation  in  the  Abo  Slope  area  of  Eastern  New 
Mexico. 

Company  President,  Julius  Karosen  said  the  first  well  on 
the  Haymill  Prospect  acreage  (Denton  Federal  #1)  encoun- 
tered significant  Abo  sands  gas  formation  at  5,500  feet, 
and  oil  in  the  Strawn  and  Montoya  Formations  at  6.900  and 
7,300  feet,  respectively. 

Karosen  said  Cumo  has  a  5  percent  working  interest  in  the 
well  which  tested  at  40  barrels  of  oil  in  45  minutes  on  a  32/64 
inch  choke,  22  5  barrels  of  oil  in  30  minutes  on  a  20/64  inch 
choke,  and  30  barrels  in  six  hours  on  a  8/64  inch  choke. 

The  well  was  logged  and  production  casing  set  to  total 
depth 

The  first  section  completed  in  the  Montoya  upon  perforat- 
ing and  acidization  commenced  flowing  fluid  containing  90 
percent  light  crude  oil. 

The  well  will  be  tested  in  the  Strawn  Oil  formation  and 
both  formations  will  be  fracted  and  then  completed  as  an  oil 
producer. 

Cumo  has  an  option  to  earn  a  continuing  5  percent 
working  in  the  6,000  acre  Haymill  Prospect  subject  to 
regulatory  authorities  the  second  well  in  the  program  will 
be  spudded  upon  completion  of  the  Denton  Federal  #1 

Unit  spacing  is  40  acres  for  oil  production  and  160  acres 
for  gas  production. 

Cumo  is  a  Vancouver  based  resource  company  which  is 
listed  on  the  Vancouver  Stock  Exchange  and  quoted  on 
NASDAQ 

(Contact:  Julius  Karosen,  President,  Cumo  Resources 
Ltd.,  Suite  1106-700  West  Pender  Street,  Vancouver,  B.C. 
Canada  V6C  1G8.  Phone:  (604)  689-2025.) 


HELIONETICS,  INC.  O 

IRVINE,  California,  November  19.  1981— HELIONETICS. 
INC  (OTC:  HILX)  reported  record  sales  and  earnings  for  the 
third  quarter  at  their  annual  meeting  today  Dr  Wendell  Sell. 
Chairman,  reported  revenues  and  net  earnings  for  the 
quarter  of  $907,200  and  $91,300  respectively  as  compared 
with  $585,600  and  $61,300  respectively  for  the  same 
quarter  of  1980  Dr  Sell  stated  that,  based  on  the  results  of 
the  first  nine  months,  the  Company  expects  to  report  record 
sales  and  earnings  for  the  fiscal  year  ending  December  31, 
1981,  and  that  negotiations  presently  in  progress  could,  if 
successful,  lead  to  another  record  year  in  1982 

Company  President  Charles  W.  Jobbins  discussed  the 
synergism  between  two  of  the  Company's  corporate  objec- 
tives: the  development  of  a  laser  designed  to  reduce  the 
cost  of  electricity-producing  photovoltaic  (solar)  cells:  and 
the  production  of  power  conversion  equipment  to  operate 
with  solar  cells.  The  DECC  Division  of  Helionetics  has 
designed  and  manufactured  the  power  conversion  equip- 
ment for  almost  all  of  the  maior  photovoltaic  power  systems 
now  in  operation  As  the  price  of  solar  cells  decreases,  a 
large  market  in  photovoltaic  power  conversion  equipment 
could  develop,  Mr  Jobbins  said.  Mr  Jobbins  also  described 
to  shareholders  a  recent  contract  received  by  the  Company 
from  Union  Carbide,  under  a  program  funded  by  the  U  S 
Department  of  Energy  to  develop  an  improved  lower-cost 
power  converter  for  use  with  alternate  energy  sources  such 
as  windmills,  fuel  cells  and  rooftop  photovoltaic  arrays 

Dr.  Jeffrey  Levatter,  Director  of  the  Company's  Laser 
Division,  told  shareholders  that  the  Company  recently  re- 
ceived laser  development  contracts  from  the  Navy  totaling 
nearly  $1,000,000.  Under  these  contracts,  Helionetics  will 
study  the  feasibility  of  communicating  with  submerged 
submarines  using  coded  blue-green  light  pulses  from  a 
laser  This  technique  could  eliminate  the  present  necessity 
for  a  submarine  to  surface  to  receive  communications, 
possibly  divulging  its  location  to  the  enemy 

Dr.  Levatter  described  to  the  shareholders  the  progress  in 


the  Company's  efforts  to  develop  a  laser  designed  for 
materials  processing  applications.  The  design  goals  for  this 
laser  include  a  pulse  energy  of  one  Joule  per  pulse,  a  pulse 
repetition  rate  of  100  pulses  per  second,  and  a  beam 
uniformity  of  ±  5%  over  an  area  of  four  square  centimeters 
Helionetics  believes  that  its  laser  technology  may  ulti- 
mately have  a  variety  of  additional  applications,  including 
applications  in  materials  processing,  communications,  pho- 
tochemistry, remote  trace  chemical  sensing,  and  prevention 
of  marine  biofouling. 

FINANCIAL  HIGHLIGHTS 

(Unaudited) 


September  30 

September  30 

1981 

1980 

1981 

1980 

Revenues  $907,200 

$585  600 

$3,034,700 

$1.592  700 

Income  before  provision  lor 

income  taxes  and  extra- 

ordinary items  101.100 

67  400 

418.500 

196  800 

Income  belore  extraordi- 

nary items  55,500 

37.200 

219,100 

114.300 

Extraordinary  item- 

reduction  of  income  tax 

resulting  trom  carryforward 

ot  prior  years  operating 

losses  35,800 

24.100 

159,200 

64.800 

Net  Income       $  91,300 

$  61.300 

$  378.300 

$  179100 

Earnings  per  share 

Before  extraordinary 

items            $  0.01 

$  0.01 

$  0.06 

$  0  04 

Extraordinary 

items  0.01 

0  01 

0.05 

_0_02 

Net  income         $  0.02 

$  0.02 

$  0.11 

$  0  06 

Weighted  average  number  ot 

shares 

outstanding  3.930.200 

3  216  200 

3,493.946 

3.216  200 

(Contact  Judith  Suelzle,  Vice  President,  Helionetics,  Inc.. 
17312  Eastman  Street,  Irvine.  CA.  Phone  (714)  546-4731! 


SANDERS  ASSOCIATES.  INC.  N 

NASHUA.  N.H.,  Nov.  24— Sanders  Associates.  Inc.  today 
reported  that  record  sales  and  earnings  were  achieved  for 
the  first  quarter  of  fiscal  year  1982,  ended  Oct  30.  1981 

Net  income  for  the  quarter  rose  to  $4,591,000  or  58  cents 
per  share,  compared  with  $3,768,000.  or  48  cents  per  share 
last  year,  an  increase  of  21  percent  in  per  share  earnings. 
Net  sales  also  increased  21  percent  to  $93.8  million 
compared  with  $77.3  million  a  year  ago. 

Jack  L.  Bowers,  Sanders'  President,  said,  "the  excellent 
performance  for  the  quarter  reflected  increased  operating 
income  due  to  higher  sales  in  both  government  systems  and 
products,  and  graphic  systems  and  products,  our  two  maior 
business  areas.  Higher  interest  income  and  a  lower  effective 
tax  rate  also  contributed  to  the  record  results. 

"In  the  government  area,  incoming  orders  continued  at  a 
high  level,"  said  Bowers.  "Noteworthy  was  a  $39  4  million 
award  for  the  first  production  lot  of  Air  Fqrce  USM-464 
computerized  flight  line  testers.  This  Sanders-designed 
programmable  test  system  will  be  used  to  test  a  variety  of 
electronic  warfare  systems  on  16  different  types  of  U.S.  Air 
Force  aircraft.  Other  important  orders  included  a  $6  million 
initial  award  for  production  of  the  ALQ-156  missile  warning 
radar  system  for  the  U.S.  Army,  a  $4  million  award  for 
production  of  the  Patriot  Missile  System  Operator  Tactics 
Trainer  System,  and  an  $8  million  award  for  continued  full- 
scale  engineering  development  of  the  Navy's  rapidly  de- 
ployable  surveillance  system  for  antisubmarine  warfare.  In 
addition,  several  important  development  awards  were  re- 
ceived for  command,  control,  and  communications  counter- 
measures  and  advanced  ECM  systems. 

"The  outlook  in  our  government  systems  and  products 
business  remains  excellent  with  a  pattern  of  strong  orders 
expected  to  continue  for  the  balance  of  the  year." 

Turning  to  Sanders'  graphics  systems  and  "products 


business,  Bowers  said,  "the  markets  for  plotters,  t 
graphic  displays  and  interactive  graphic  systems  i 
to  expand  as  demand  remains  strong  for  prod 
systems  to  improve  productivity.  However,  we 
continue  to  watch  for  a  potential  negative  impact 
markets  due  to  the  current  economic  slowdown.  D 
quarter  our  position  in  the  computer  graphics  m< 
strengthened  by  the  introduction  of  several  new  pi 
digitizer  products,  including  initial  deliveries  of  a 
inch  electrostatic  plotter  for  computer-aided  desi 
cations  Revenues  and  new  orders  for  turnkey  n 
graphic  systems  for  architectural,  engineering 
struction  design  continued  very  strong  at  appr 
double  year  ago  levels. 

"The  overall  outlook  for  the  balance  of  the  ye. 
good  with  a  continued  expectation  for  another  year 
sales  and  earnings." 

CONSOLIDATED  &  UNAUDITED 

(In  000s.  Ejcept  Per  Share  Amounts) 


Quarter  Ei 

Oct  30, 

1981 

Net  sales 

$93,846 

Pretax  income  from  operations 

7.541 

Royalties  and  interest  income 

1.206 

Interest  expense 

(533) 

Other  income  (expense) 

(87) 

Income  taxes 

(3.536) 

Net  income 

$  4,591 

Net  income  per  share 

$58 

Average  common 

equivalent  shares 

7,969 

For  more  information  or  a  copy  of  the  Annual  f 
(Contact:  John  Ruggeno,  Vice  President'Treasui 
ers  Associates,  Inc.,  Daniel  Webster  Hwy .  South, 
NH  03061  Phone:  (603)  885-3610.) 


TEXAS  GENERAL  RESOURCES,  INC. 

(Houston,  Texas.  Nov  16) — Texas  General  R 
Inc.  (AMEX:  RES)  today  announced  net  income  foi 
months  ended  September  30  of  $8.9  million,  up  64 
over  $1.2  million  for  the  corresponding  period  of 
Earnings  per  share  rose  418  percent  to  $1  45  ovi 
1980.  Revenues  advanced  to  $378  million,  an  in 
279  percent  over  $9.9  million  in  the  previous  yeai 

Cash  earnings,  defined  as  net  income  plus 
depreciation,  amortization,  deferred  taxes,  foreign 
loss,  other  non-cash  items,  and  exploration  cos 
include  dry-hole  costs,  for  the  nine  months  wer 
percent  to  $15.8  mihon  or  $2  58  per  share,  con 
$2.2  million  or  $.52  per  share  a  year  ago. 

Revenues  for  the  third  quarter  increased  243  | 
$10  million,  up  from  $2.9  million  in  the  corre 
period  last  year  Net  income  was  $356,000,  or  1 
ahead  of  the  $299,000  reported  for  the  comparable 
last  year.  The  third  quarter  net  income  in  1981  il 
non-cash  loss  on  translation  of  foreign  cui 
$480,000,  net  of  income  tax  effect  ($  08  pe 
Earnings  per  share  were  six  cents  compared  to  se 
in  1980.  Cash  earnings  advanced  376  percent 
million  or  $.40  per  share  compared  to  $504,000  o: 
share  in  the  previous  year's  period. 

Chairman  and  chief  executive  officer  Dr.  W.E. 
Jr.,  said  that  the  Financial  Accounting  Standards  f 
issued  a  draft  of  proposed  revisions  to  the  rules  ( 
currency  translation.  If  the  proposed  rules  are  a 
their  present  form,  net  income  for  the  three  month; 
months  ended  September  30,  1981,  would  be  mc 
$380,000  or  six  cents  per  share  for  each  period. 

Dr  Bosarge  said  the  gains  for  both  the  third  qL 
the  nine  months  were  primarily  attributable  to 
financial  results  for  oil  and  gas  operations  and 
drilling  activities. 

Texas  General  Resources  is  an  independent  oil 


-ertisement 

ORPORATE  REPORT 

Jpdates 

any  and  also  has  interests  in  hard-rock  mining.  Its 
is  are  listed  on  the  American  and  London  Stock 
inges. 

Dntact:  Carol  L.  Cox,  director  corporate  communication, 
General  Resources  Inc.,  3050  South  Post  Oak  Road, 
:on,  Texas  77056,  or  phone  (713)  621-7560.) 


OR  INDUSTRIES  INC.  0 

LLEVUE,  WA„  (Est.  since  January  1926.  Incorporated  in 
of  Idaho).  Nov.  5,  1981 — The  following  is  a  message 
;  Shareholder  from  Vic  Boykivv,  President: 
he  heart  of  Victor  Industries  Inc.'s  projects  are  in  sunny 
ja  and  weather  conditions  will  not  restrict  any  pro- 
s  or  production.  For  most  junior  mining  companies,  the 
n  is  beginning  to  draw  to  a  close.  Our  initial  produc- 
|fl  be  50  tons  of  ore  per  day,  with  increased  production 

0  tons  per  day  scheduled  to  begin  by  March  or  April, 
We  have  advanced  far  enough  into  our  development  of 
s  roads  to  the  Lucky  4  and  the  Doc  Claims  allowing  us 
:rate  all  winter 

evelopment  work  on  our  Tulameen  property  in  the 
iton  mining  district  of  B.C.,  Canada  was  delayed  for 
eason  of  1981  due  to  environmental  problems  and 
struction  of  a  road-base  collapse  from  the  1980-1981 
r.  The  British  Columbia  Department  of  Highways  finally 
leted  repairs  on  the  Mile  4  stretch  of  the  Tulameen 
road  during  the  month  of  September.  This  project  will 
iled  until  April  of  1982  during  which  time,  Nightwatch 
irces  Inc.,  a  Vancouver  based  company,  has  negotiated 
lerator  rights  as  reported  in  April  of  1981.  Nightwatch 
lied  and  renegotiated  their  agreement  to  operate  the 
ler  mine  for  a  50/50  net  interest  and  first  rights  to 
te  the  Kaslo  property  which  produced  lead,  silver  and 
ire  during  the  1940  s  Nightwatch  has  a  firm  under- 
g  committed  for  the  Rambler  project  and  they  will 
1,200,000  shares  of  common  shares  to  Victor  Indus- 
nc.  for  purchase  of  the  operator  rights.  Upon  receipt  of 
itory  approval  Victor  Industries  Inc.  will  have  a  carried 
net  interest  in  the  property, 
avid  Robbins,  consulting  geologist  of  Spokane,  Wash- 
i,  has  been  retained  by  Victor  Industries  Inc.  to  inspect 
;port  to  Victor  Industries  Inc.,  the  results  of  our  daily 
ction  at  the  Lucky  4  Mine.  Mr.  Robbins  will  log  all  the 
mg  and  map  the  geology  on  the  Lucky  4  Mine.  The  Doc 
s  are  located  lV2  miles  from  Victor  Industries  Inc.'s 
perating  Lucky  4  Mine  in  Pershing  County,  Nevada, 
r.  Robbins  is,  at  present,  reviewing  the  assays  from 
st  samples,  taken  from  the  Lucky  4,  to  determine  the 

1  of  gold  per  ounce  in  the  12,000,000  ton  of  indicated 
es.  Seven  of  the  56  samples  assayed  showed  only 

1  of  gold  and  silver,  but  49  samples  assayed  showed 

02  to  1.70  ounces  of  gold  reserves  per  ton.  Drilling  is 
uled  to  begin  the  week  of  the  16th  of  November  to 
the  12,000,000  tons  of  indicated  reserves. 

r.  Al  Bentz  has  been  hired  as  the  mine  superintendent 
/ill  begin  his  duties  on  November  9,  1981,  bringing 
lim  15  years  of  production  expertise  and  machinery 
facturing. 

e  have  received  the  report  on  the  Doc  Claims  from 
irmer  geologist  in  which  he  states  that  the  assays 
5  to  1.  ounce  of  gold  per  ton.  These  drill  results  are 
Standard  &  Slag's  reports  to  our  former  geologist 
were  drilled  to  a  depth  of  250  to  300  feet.  Victor 
tries  Inc.'s  Doc  Claims  surround  the  Standard  & 
Droperty  and  the  drilled  hole  was  situated  near  the 
1y  which  is  being  mapped  for  a  continued  drill 
jm. 

ie  ribbon-cutting  ceremony  of  our  Lucky  4  Mine  is 
ed  for  January  27th,  1982.  To  receive  a  copy  of  our 
iber  3 1 st,  1981  year  end  financial  statement  and 
jre." 

mtact:  Vic  Boykiw,  President,  or  Frank  Jones,  Vice 
ent,  Victor  Industries  Inc.,  515  ll 6th  Ave.,  N.E.  Ste. 
Jellevue,  WA  98004.  Phone:  (206)  453-9499.) 


For  further  information  on 
Corporate  Report  Updates 
Call   Sarah  Madison 
(212)  620-2371 


WHAT'S  MORE  SHOCKING 
THAN  FINDING  OUT 
WHAT  THE  REST  OF  THE  WORLD 
IS  DOING  IN  RESEARCH? 

FINDING  OUT  WHAT 
WE'RE  DOING. 


The  chart  in  this  ad  is  rather  startling. 

It  shows  that  the  percentage  of  scientists  and 
engineers  engaged  in  research  in  the  United  States 
has  dropped,  at  a  time  when  the  percentage  of 
researchers  in  other  countries  is  on  the  increase. 

Right  now  we  need  more  emphasis  on  research 
and  development,  not  less.  So  that  we  can  deal  more 
effectively  with  problems  like  inflation,  foreign  com- 
petition, lagging  productivity  and  skyrocketing  energy 
costs,  to  name  just  a  few 

We  cannot  get  the  quality  or  the  quantity  of  the 
research  we  need,  however,  unless  we  make  abso- 
lutely sure  that  our  colleges  and  universities  continue 
to  be  first  rate.  For  our  colleges  and  universities  sup- 
ply most  of  the  basic  research  upon  which  techno- 
logical progress  is  built.  Not  to  mention  the  people 
whose  intelligence  and  skills  will  shape  our  technology 
and  determine  its  ends  and  purposes. 

Unfortunately  our  colleges  are  being  hurt  by  infla- 
tion. Rising  costs  are  eating  into  their  academic  bud- 
gets to  a  dangerous  extent. 

So  please  make  sure  that  your  company  is  giving 
as  much  as  it  can,  as  much  as  it  should,  to  the  college 
or  colleges  of  its  choice. 

There's  something  a  lot  worse  than  the  shock  of 
realizing  that  you've  fallen  behind. 

That's  the  shock  of  realizing  that  it's  too  late  to 
catch  up. 

HELP  PRESERVE  AMERICAN  KNOW-HOW. 

GIVE  ID  THE  COLLEGE  OF  YOUR  CHOICE. 

COUNCIL  fC*  f  INANOAl  AID  TO  EDUCATION  INC  yil  A  PUBLIC  SERVICE  OF  THIS  MAGAilNf 


Market  Trends 


\1(  )NEY&  I N  V  ESTM  KNTS 


Fear  of  principal  loss  rather  than  greed 
for  yields  is  dominant  in  the  market  for 
municipal  revenue  bonds.  That's  why 
they're  cheap;  that's  why  we  like  them. 

Iti  THE  OZONE 


By  Richard  B.  Hoey 


The  astronomy  books  say  that 
ozone  is  a  heavy  form  of  oxygen 
found  in  the  stratosphere  about  25 
to  40  miles  out  into  space.  When 
municipal  bond  traders  say  a  tax- 
exempt  bond  is  "in  the  ozone,"  they 
mean  that  it  has  a  maturity  of  about 
25  to  40  years.  In  today's  bond  mar- 
ket, that's  the  financial  equivalent 
of  the  stratosphere. 

The  bond  bull  market  started 
with  a  bang,  as  government  bond 
prices  jumped  nearly  20%  in  a  sin- 
gle month.  Yields  are  way  down 
from  the  extreme  levels  of  late  Sep- 
tember in  all  areas  of  the  bond  mar- 
ket. Except  one. 

Tax-exempt  revenue  bonds  with 
maturities  in  the  ozone  are  still 
yielding  up  to  14%  for  single- A 
bonds.  I  doubt  that  they  will  be 
available  with  that  yield  for  very 
much  longer.  The  yield  on  taxable 
money  market  funds  should  drop  to 
about  11%  early  in  1982,  encourag- 
ing investors  to  extend  maturities 
to  maintain  their  yields. 

There  are  some  good  reasons  why 
municipal  revenue  bonds  in  the 
ozone  are  offering  such  high  yields. 
First,  many  institutional  investors 
have  been  losing  money  by  buying 
bonds  for  the  last  40  years,  starting 
when  Treasury  bond.-  yielded  less 
than  1%.  They  have  finally  grown 


Richard  B.  Hoey  is  a  vice  president,  econo- 
mist and  investment  strategist  at  Bacbe 
Halsey  Stuart  Shields. 


cautious  about  investing  in  bonds, 
especially  the  longest  maturities. 
Second,  many  of  the  municipal 
agencies  that  issue  bonds  are  in  the 
middle  of  huge  projects  and  will  be 
flooding  the  market  with  large  bond 
offerings  for  many  years. 

Third,  the  Reagan  economic  pro- 
gram is  perceived  as  adverse  to  tax- 
exempt  bonds  because  it  lowers  the 
top  tax  rate  for  individuals  from 
70%  to  50%,  ends  upward  "bracket 
creep"  in  1985  and  cuts  back  federal 
grants-in-aid  to  local  governments. 
This  is  true  but  is  well  discounted 
into  14%  tax-free  yields. 

Finally,  some  projects,  notably 
nuclear  power  projects,  have  been 
subject  to  economic  and  political 
crosscurrents,  which  has  raised  in- 
vestor concerns  about  all  municipal 
revenue  bonds. 

The  markets  swing  constantly  be- 
tween fear  and  greed.  Today,  fear  of 
principal  loss  rather  than  greed  for 
exceptional  aftertax  yields  is  domi- 
nant in  the  market  for  municipal 
revenue  bonds  in  the  ozone.  That's 
why  they're  cheap  and  that's  why 
we  like  them. 

Our  latest  decision-makers  poll  of 
key  institutional  investors  shows 
that  they  expect  inflation  to  average 
7.73%  in  the  next  ten  years.  If  they're 
right,  13%  to  14%  tax-free  yields  will 
outperform  inflation  by  600  to  700 
basis  points  per  year.  Of  course,  if  we 
ever  go  into  hyperinflation,  40-year 
bonds  would  become  worthless,  but  I 
don't  expect  that  to  happen. 

Because  I  am  optimistic  on  the 
prospects  for  slowing  inflation,  I 
don't  expect  that  anyone  will  own 
any  of  today's  bonds  40  years  from 
now.  I  think  they  will  all  be  called 
on  their  first  call  date,  which  is  gen- 
erally ten  years  from  the  time  they 
are  first  issued.  But  in  the  mean- 
time, they  should  give  you  a  fine 
yield  well  in  excess  of  inflation. 


Unless  you  or  your  broker  is  a: 
expert  in  municipal  revenue  bond; 
there  are  several  guidelines  to  keep  i 
mind.  First,  these  bonds  are  primal 
lly  for  income,  although  the  chance 
for  some  capital  gains  are  favorabh 
The  bonds  should  be  regarded  a 
investments  rather  than  trading  vc 
hides.  Second,  it's  often  cheaper  t 
buy  such  bonds  as  new  issues  than  i 
the  secondary  market,  which  somt 
times  is  illiquid.  Large  issues  wit 
several  hundred  million  dollars  of  a: 
individual  issue  outstanding  tend  t 
be  more  marketable.  Third,  som 
diversification  among  a  number  c 
issuers  will  reduce  the  vulnerabilit 
of  your  net  worth  to  the  problems  c 
any  one  issuer. 

Fourth,  stay  with  bonds  rated  sir 
gle-A  or  better  until  you  develo 
some  expertise  in  the  field,  or  hav 
confidence  in  someone  else  who  i 
an  expert.  Fifth,  buy  from  a  majc 
reputable  firm  that  is  likely  to  be  i 
the  business  for  many  years.  Ther 
have  been  unfortunate  abuses  c 
municipal  bond  investors  by  firm 
that  flew  by  night  and  left  no  foi 
warding  address.  Sixth,  we  thin 
that  it's  best  to  buy  these  bond 
now,  while  yields  are  still  high, 
you  wait  until  yields  drop  sharpl 
and  then  buy,  you  will  have  a  greai 
er  chance  of  suffering  a  capital  los; 
If  you  are  going  to  take  the  risk  c 
buying  a  40-year  bond,  you  might  a 
well  get  the  sky-high  yields  that  at 
now  available. 

New  offerings  of  tax-exempt  mi 
nicipal  revenue  bonds  occur  pract 
cally  every  week.  As  an  exampl< 
one  recent  issue  was  xhz  Intermoun 
tain  Power  Agency  14%  due  July  1 
2021.  At  a  14%  "tax-free  yield,  yo 
ought  to  be  able  to  afford  the  risk  c 
40-year  bonds. 

The  defense  stocks  haven't  bee: 
that  strong  in  recent  months,  eve: 
though  major  budget  increases  hav 
been  passed  by  Congress.  Despit 
fears  that  Congress  will  halt  the  dt 
fense  buildup  in  future  years,  th 
defense  authorization  process  ha 
built-in  momentum. 

One  defense  company  we  favor  i 
Watkins-Jobnson  (24),  a  compan 
strong  in  electronic  intelligenc 
hardware.  Increased  funding  c 
command,  control  and  communica 
tions  equipment  should  benefit  th 
company.  Earnings  per  share  wer 
$2.23  in  1980,  should  be  $2.40  ii 
1981  and  $3.10  in  1982.  ■ 
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Financial  Strategy 


"Our  technician?"  The  great  man  took 
bis  cigar  out  of  his  mouth  and  winked. 

THE  USE  AND  ABUSE 
OF  TECHNICAL 
ANALYSIS 


By  John  Train 


t  spent  an  evening  recently  with  the 
semiretired  senior  partner,  now  in 
his  80s,  of  one  of  the  grand  old-line 
Wall  Street  firms.  I'll  call  him  Rene' 
Hoffman.  European-born,  a  man  of 
culture  and  seasoned  understanding, 
humorous,  tough  but  fair,  he  was  so 
much  in  demand  by  clients  that  by 
his  middle  years  he  already  had  to 
turn  away  all  new  personal  business. 

Rene'  Hoffman's  firm  has  a  house 
technical  analyst,  whose  opinions 
ane  hears  quoted.  Out  of  curiosity,  I 
ance  had  an  assistant  backtrack  this 
technician's  pronouncements  for 
the  previous  four  years,  interpreting 
them  in  a  commonsense  way.  We 
then  constructed  an  imaginary  ac- 
count and  calculated  how  things 
would  come  out  following  the 
technician's  advice.  This  account 
had  none  of  the  success  of  those 
managed  by  Rene'  Hoffman  himself. 
Instead  of  buying  interests  in  won- 
derful companies  when  for  some  rea- 
son they  were  misunderstood,  the 
"technical  account  "wandered  in  and 
out  of  mushy  enterprises  of  all  sorts, 
usually  buyingonstrengthandselling 
on  weakness.  During  the  period  in 
question  (from  midpoint  to  midpoint 
of  a  full  market  cycle),  it  did  worse 
than  the  Dow  and  much  worse  than 
the  sensibly  managed  portfolios  of 

'ohn  Train  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


my  tough-minded  old  friend. 

After  dinner,  with  brandy  and 
cigars  under  way,  I  said  to  Rene' 
Hoffman:  "Tell  me  now,  do  you 
really  believe  in  this  stuff?"  He 
took  his  cigar  from  his  mouth  with 
his  left  hand,  laid  the  index  finger 
of  his  right  hand  along  his  nose, 
and  winked. 

"What  does  that  mean?"  I  asked. 

"Well,"  said  the  great  man,  "my 
personal  clients  don't  pay  attention 
to  that  fellow,  but  there's  a  market 
for  what  he  does,  particularly  with 
some  of  the  institutional  portfolio 
managers  who  like  to  cover  all  the 
bases,  as  one  says  in  America. 
When  someone  on  their  investment 
committee  asks  about  the  technical 
outlook,  they  want  to  be  able  to  dig 
into  their  presentation  book  and 
produce  some  charts.  Some  of  the 
firm's  customers  want  it,  we  can 
produce  it  as  well  as  anybody  else, 
so  we  sell  the  service." 

I  did  not  reply,  but  this  answer 
troubled  me.  Advising  on  invest- 
ments is  serious  stuff.  Should  a  doc- 
tor offer  a  medicine  he  has  little 
reason  to  believe  will  work,  and 
may  well  do  harm? 

Indeed,  the  situation  is  actually 
somewhat  worse  than  this  dialogue 
implies.  A  recent  extensive  study 
not  only  revealed  that  the  "shape  of 
the  market"  type  of  technical  analy- 
sis— charting,  as  it  is  often  called — 
does  not  predict  subsequent  market 
action.  There  may  be,  if  anything,  a 
small  negative  correlation.  Why 
negative?  Because  enough  people 
believe  in  these  things  so  that  when 
it  is  announced  that  a  "head-and- 
shoulders  bottom"  (or  whatever) 
has  occurred,  investors  move  in  and 
knock  the  market  slightly  off  bal- 
ance. When  things  resume  their 
normal  course,  the  distortion  will  be 
corrected — at  your  expense. 

All   investing   involves  dealing 


MONEY  &  INVESTMENTS 

with  information  efficiently.  You 
have  limited  time.  To  devote  your 
time  and  attention  to  the  wrong 
thing  can  cut  into  the  time  you  need 
to  do  the  job  right. 

Nobody  I  have  ever  heard  of — and 
I  have  studied  many  cases — has 
made  money  over  a  considerable  pe- 
riod trading  on  the  basis  of  techni- 
cal signs.  And  I  have  known  dozens 
of  technicians  whose  system  was 
fine  for  a  while  and  then  for  some 
reason  no  longer  worked. 

In  all  this,  please  remember  that  I 
am  referring  to  stock  formation 
charting.  There  is  another  meaning 
to  technical  analysis,  however,  of 
which  I  am  less  skeptical:  the  study 
of  market  statistics  as  opposed  to 
market  shapes.  But  this  is  hardly  an 
arcane  activity,  requiring  priestly 
guidance;  it  is  just  commonsense. 

It's  hard  to  lose  buying  in  a  panic 
and  selling  during  a  speculative 
blowoff,  and  there  are  recognizable 
bottom  syndromes  and  top  syn- 
dromes. For  instance,  if  one  sees  an 
odd-lot,  short-selling  panic,  like  the 
ones  in  1962,  1966  and  1974,  then 
almost  always  one  has  a  valid  bot- 
tom. And  if  mutual  fund  cash  gets 
down  to  5%,  or  market  letter  writ- 
ers (including  technicians!)  are  60% 
bullish,  you  are  probably  near  a  top. 
In  the  old  days,  if  the  ratio  of  Ameri- 
can Exchange  volume  to  the  New 
York  Stock  Exchange  volume 
passed  50%  (an  absurdly  high  level) 
and  then  fell,  a  speculative  blowoff 
was  ending  and  a  serious  drop  was 
imminent.  These  days,  a  compara- 
ble indicator  may  be  the  volume  of 
options  trading. 

However,  while  such  signals  can 
tell  you  something  at  extreme 
points,  they  tell  you  very  little  in- 
deed in  the  middle  range  of  the 
swing,  which  is  most  of  the  time. 

What  you  really  need  is  detailed 
knowledge  of  the  specific  company 
you  are  concerned  with.  As  profes- 
sional investors  like  to  say,  if  you 
can  buy  $1  for  50  cents,  or  get  a 
great  growth  stock  in  its  early  years, 
you  will  come  out  all  right,  even 
though  you  don't  know  when  you 
will  come  out  all  right.  So  worry 
about  the  specific  values,  which  can 
be  known,  more  than  the  timing, 
which  can't.  And  next  time  some- 
one tells  you  such-and-such  a  stock 
"looks  real  good  on  the  charts,"  re- 
member my  wise  old  friend  and  the 
wink  he  gave  me.  ■ 
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If  synergy  is  the  ultimate  test  of  a  merger 
or  acquisition,  do  any  of  the  buyouts  of 
brokerage  houses  make  good  sense? 

NO  QUESTION 
ABOUT  SAFETY 


By  Srully  Blotnick 


MA 


You'll  read  elsewhere  in  this  issue 
that  the  old  boundaries  are  breaking 
down  in  financial  services— that  be- 
fore long  you  won't  be  able  to  tell  a 
banker  from  a  broker  from  an  insur- 
ance salesman. 

In  fact,  right  now  everybody  and 
his  uncle  are  buying  brokerage 
houses.  It's  the  fad  of  the  month. 
Bank  of  America  was  a  bit  late  into 
the  game,  but  if  the  sentiment  of 
the  people  I  regularly  survey  is 
meaningful,  BofA's  approach  is  a 
sounder  one  than  that  of  Sears, 
American  Express  or  Prudential. 

If  the  regulators  approve,  Bank  of 
America  soon  will  acquire  the  na- 
tion's largest  discount  stockbroker, 
Charles  Schwab  &  Co.  By  contrast, 
Sears,  American  Express  and  Pru- 
dential have  acquired  conventional, 
full-line  brokers — respectively  Dean 
Witter  Reynolds,  Shearson  Loeb 
Rhoades  and  Bache  Halsey  Stuart 
Shields. 

On  Nov.  20,  1981,  the  Bank  of 
America  reached  a  tentative  agree- 
ment with  Schwab  to  acquire  the 
firm  for  2.2  million  shares  of  BofA 
stock,  valued  at  approximately  $53 
million  on  that  date.  Schwab  has 
about  250,000  customers,  $120  mil- 
lion in  assets  and  45  offices  in  40 
cities  throughout  the  nation. 


Dr  Srully  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


Steve  McLin,  senior  vice  presi- 
dent in  charge  of  strategic  planning 
at  BofA,  who  has  played  a  major  role 
in  the  proposed  acquisition,  told 
me:  "We're  interested  in  adding  se- 
curities services  to  all  the  other  fi- 
nancial services  we  now  offer. 
We're  also  studying  other  possibili- 
ties for  joint-marketing  ventures 
with  Schwab."  Regulatory  approval 
of  the  acquisition  is  the  first  order 
of  business  and  is  expected  to  take 
three  to  four  months. 

It's  not  surprising  that  bankers 
want  to  become  brokers,  consider- 
ing that  brokers  are  already  becom- 
ing bankers.  One  thing  that  has  to 
be  foremost  in  the  minds  of  the 
principals  involved  in  any  such 
merger  is  the  remarkable  success  of 
Merrill  Lynch's  CMAs  (Cash  Man- 
agement Accounts),  which  now 
contain  over  $12. billion  in  assets.  In 
all  but  name,  CMA  is  a  super  bank 
account. 

Charles  R.  Schwab  wasn't  wait- 
ing. Before  the  merger  with  BofA 
was  even  suggested  to  him,  he  de- 
cided to  initiate  his  own  version  of 
a  CMA  account.  It  is  called  the 
"Schwab  One"  account  and  is  un- 
dergoing test-marketing  in  three 
West  Coast  cities:  Seattle,  Sacra- 
mento and  San  Diego.  Not  only  does 
it  pay  high  interest  on  credit  bal- 
ances, it  also  offers  free  checking 
privileges  and  a  Visa  card. 

There  is  an  additional  bonus,  one 
that  Merrill  Lynch  doesn't  yet  pro- 
vide: If  your  average  credit  balance 
is  above  $3,000  during  the  month, 
you  get  a  1%  discount  on  every- 
thing you  buy  that  month,  whether 
it  be  a  refrigerator  or  a  yacht. 

Why  do  I  say  that  the  BofA- 
Schwab  deal  may  be  smarter  than 
the  earlier  acquisitions  by  others  of 
full-line  brokerage  houses?  For  one 
thing,  it  was  a  lot  cheaper.  But  the 
big  reason  is  that  there  is  a  lot  more 


potential  synergy  in  the  former  than 
in  the  latter.  Listen  to  what  a 
prominent  discount  broker  recently 
said  about  his  business:  "The  only 
thing  that  has  prevented  the  num- 
ber of  people  who  do  business  at 
discount  brokers  from  being  much 
higher  than  it  is  is  our  inability  to 
compete  with  the  image  of  stability 
conveyed  by  the  advertising  of  ma- 
jor firms  such  as  Merrill  Lynch." 

With  BofA  now  entering  the  pic- 
ture, that  drawback  is  well  on  the 
way  to  being  a  thing  of  the  past.  In 
fact,  the  participation  of  the  na- 
tion's second-largest  bank  in  the 
stock  brokerage  field  could  well  sig- 
nal the  start  of  a  period  of  major 
expansion  for  discounters. 

Until  now  there  have  been  two 
basic  problems  in  the  minds  of  po- 
tential customers,  and  each  will 
soon  be  addressed.  As  Schwab  put 
it:  "Most  people  still  don't  know 
about  discount  stockbrokers."  To 
remedy  that,  once  the  merger  re- 
ceives regulatory  approval,  McLin 
wants  to  inform  all  of  BofA's  cus- 
tomers, via  a  mailed  statement,  that 
Schwab  is  now  part  of  BofA. 

The  second  problem  is  that  a  large 
number  of  investors  know  about 
discounters  but  are  concerned  about 
the  financial  strength  of  such  firms. 
"They  seem  like  no-frills,  marginal 
enterprises  to  me,"  said  one  inves- 
tor. Said  another,  an  E.F.  Hutton 
customer  in  California:  "I  don't 
want  to  have  to  worry  about  SIPC 
stepping  in  to  protect  me.  I  want 
the  discounter  to  be  strong  enough 
to  never  need  SIPC."  Both  investors 
acknowledged  that  BofA's  owner- 
ship of  the  firm  would  put  their 
minds  fully  at  ease  about  the  ques- 
tion of  safety. 

There  is  a  statistic  that  sheds  a 
particularly  revealing  light  on  the 
forces  at  work  here:  For  every  inves- 
tor in  my  sample  who  already  does 
business  at  a  discounter,  there  are 
4.6  others  who  would  also  do  busi- 
ness at  one  were  it  not  for  their 
fears  about  the  safety  of  customer 
securities  and  cash. 

The  upshot:  If  those  fears  were 
erased,  discount  brokers  would  be 
handling  30%  to  35%  of  all  trades 
instead  of  7%.  With  banks  getting 
behind  discounters,  the  percentage 
seems  certain  to  rise.  The  many  in- 
vestors who  want  to — and  should — 
do  business  at  discount  brokers  can 
finally  shelve  their  doubts.  ■ 
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When  all  is  said  and  done, 
service  makes  the  difference 


At  Joy,  we're  continually  working  to  design  and  manufacture 
machinery  and  equipment  that  is  unsurpassed  for  quality  and 
reliability.  But  even  the  finest  equipment  requires  regular 
service  if  it's  to  work  at  peak  efficiency.  We  have  the 
experienced  service  people  who  aren't  afraid  to  get  their 
hands  dirty.  To  us,  service  really  does  make  the  difference. 


JOY 

MANUFACTURING 
COMPANY 


MANUFACTURERS  OF  MACHINERY  AND 
EQUIPMENT  FOR  THE  ENERGY  INDUSTRIES 

COAL  MINING,  MINERAL  MINING,  URANIUM 
EXTRACTION,  AIR  HANDLING,  OIL  AND  GAS 


OLIVER  BLDG.  PITTSBURGH,  PA  15222 


WELL  DRILLING,  POLLUTION  CONTROL 


Commodities 


This  period  would  have  provided  you 
with  enough  money  to  take  a  nice  winter 
vacation — but  not  much  more. 

WE  SURVIVED 
AGAIN 


By  Stanley  W.  Angrist 


As  is  my  custom,  I  will  begin  the 
new  year  with  a  review  of  my  rec- 
ommendations of  the  past  six 
months.  On  balance,  it  was  not  a 
bad  performance  and  I  came  up  with 
a  record  that  most  commodities 
traders  would  be  pleased  to  sport. 

It  certainly  has  not  been  an  easy 
period  for  trading  commodities.  Un- 
til late  October  most  commodities 
exhibited  what  electrical  engineers 
would  call  "white  noise."  Trends 
were  short  and  quickly  reversed. 
Most  prices  bounced  around  a  lot, 
but  with  a  slight  downward  bias.  So 
how  did  I  do? 

My  first  recommendation  was 
made  in  the  July  20  issue.  At  that 
time,  I  was  fully  convinced  that  in- 
terest rates  were  getting  ready  to 
start  their  long-awaited  down 
move.  I  recommended  buying  the 
December  GNMA  contract  under 
66.  Indeed,  it  would  have  been  no 
trick  to  buy  it  at  63  (or  even  less).  It 
didn't  make  any  difference: 
GNMAs,  like  all  the  financial  in- 
struments, sank  like  poor  swim- 
mers in  a  high  sea — and  took  inter- 
est-rate bulls  with  them.  Traders 
quickly  lost  the  $2,000  I  recom- 
mended as  the  dollar  risk  on  the 
trade.  By  late  September  GNMAs 
had  reached  55.  I  count  the  $2,000 
loss  as  feed  for  the  bears. 


Stanley  W.  A>igrist  is  a  professor  at  Carnegie- 
Mellon  I  niversity  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


In  the  Aug.  3  number  I  recom- 
mended a  short  position  in  Decem- 
ber coffee  just  as  a  freeze  hit  the 
main  coffee-growing  regions  of  Bra- 
zil. About  the  time  you  were  receiv- 
ing your  issue,  coffee  was  either  go- 
ing through  a  price  of  $1.22  per 
pound  and  rising,  or  it  was  dropping 
through  $1.22.  If  you  sold  on  the 
way  up  and  were  stopped  out,  it  cost 
you  $1,500,  but  if  you  sold  on  the 
way  down,  you  made  $5,625  on  a 
15-cent-per-pound  drop.  Because  it 
is  impossible  to  know  when  your 
position  was  taken,  I  am  omitting 
this  trade  from  my  reckoning. 

I  examined  the  mechanics  of  the 
reverse  crush  soybean  spread  in  the 
Aug.  17  issue.  In  this  spread  one 
buys  the  soybean  meal  and  soybean 
oil  while  selling  the  soybeans,  with 
the  products  selling  for  about  35 
cents  over  the  beans.  Recently  the 
spread  has  been  trading  around  31 
cents  products  over.  The  spread 
could  have  been  put  on  when  rec- 
ommended for  no  more  than  31 
cents,  so  I  am  counting  it  as  a  wash. 

In  the  Aug.  31  issue  I  again  rec- 
ommended shorting  coffee,  this 
time  at  the  $1.05-per-pound  level. 
Coffee  promptly  dropped  to  95 
cents,  and  I  believe  a  stop-loss  order 
could  easily  have  protected  a  7-cent 
profit  for  a  gain  of  $2,625. 

By  mid-September  I  thought  that 
an  economic  recovery  would  be  un- 
der way  and  recommended  Decem- 
ber copper  under  85  cents.  The  mar- 
ket was  accommodating  and  let  us 
buy  under  85  cents,-  we  were 
promptly  stopped  out  with  a  5-cent 
loss  for  $1,250.  Like  the  GNMA 
trade,  I  was  a  mite  early. 

One  of  my  alltime  favorite  trades 
is  bellies  versus  hogs.  I  like  it  be- 
cause it  is  wild  and  it  will  usually 
liven  up  the  dullest  of  days,  mostly 
because  of  the  action  in  the  belly 
pit.  I  thought  that  buying  bellies  and 
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selling  hogs,  with  the  bellies  a 
around  a  1,200-point  premium,  waj 
a  good  idea,  and  so  suggested  it  ill 
the  Sept.  28  issue.  The  spread  easily 
rallied  for  the  recommended  600 
point  profit  for  a  $2,040  gain. 

I  tried  my  hand  again  with  an 
outright  long  position — this  time  ii) 
December  hogs,  which  I  recomj 
mended  buying  under  53  cents  in  th« 
early  October  issue.  The  market 
once  again,  was  accommodating 
letting  us  in  at  48  cents.  You  would 
have  been  stopped  out  at  45  cents  aj 
recommended  for  a  $900  loss. 

I  discussed  the  Soviet  grain  situai 
tion  in  the  Nov.  9  issue,  and  it  mad« 
me  a  little  bullish  on  wheat.  So 
recommended  a  bull  spread  of  loni 
December/short  May  wheat,  witlj 
May  at  a  36-cent  premium  to  Dej 
cember.  The  spread  has  now  nari 
rowed  to  about  30  cents  for  a  $30(1 
profit  per  spread. 

In  the  Nov.  23  number  I  suggested 
buying  December  CDs  while  selling 
December  T  bills,  with  at  least  i 
225-point  premium  to  the  T  bills 
The  spread  has  narrowed  more  than 
100  points;  I  recommended  taking  j 
profit  after  it  had  narrowed  60 
points,  for  a  $1,500  profit. 

I  revisited  the  belly  versus  hoj 
spread  in  the  Dec.  21  column,  this 
time  recommending  that  you  bui 
the  hogs  and  sell  the  bellies,  wit! 
bellies  at  least  at  a  1,800-point  pre) 
mium.  The  spread  has  narrowed 
250  points  for  an  $850  profit  and 
could  easily  go  another  500  points. 

In  summary,  my  recommendai 
tions  on  outright  long  or  short  posii 
tions  were  disastrous.  I  made  foui 
suggestions,  only  one  of  whiclj 
turned  out  to  be  profitable  (the  sea 
ond  coffee  trade).  So  my  net  loss  oij 
these  trades  was  $1,525.  I  did  com 
siderably  better  on  my  spread  rec 
ommendations,  with  four  out  d 
four  profitable  and  one  (the  reversi 
crush)  being  a  wash.  The  spread; 
yielded  a  profit  of  $4,690.  The  comi 
bined  profit  on  both  outright  posii 
tions  and  spreads  was  $3,165.  Over 
all,  five  out  of  the  eight  trades  rec; 
ommended  were  profitable.  Nd 
commissions  were  included  in  th< 
calculations  but  they  should  noi 
have  been  more  than  $500. 

The  results  after  commissions 
though  not  enough  to  let  one  retirj 
to  the  Caribbean,  are  enough  to  le' 
you  take  a  pretty  nice  winter  vacai 
tion  there.  Enjoy  the  sun.  ■ 


Observations 


Several  indicators  hint  that  there  is  more 
than  a  whiff  of  deflation  in  the  air. 


CROSSCURRENTS 


By  Ashby  Bladen 


1  During  the  month  of  November 
long-term  Treasury  bond  prices 
)  rose  by  about  one-fifth  from  their 
j  alltime  lows,  and  yields  declined 
1  200  basis  points  or  more.  It  was  by 
I  far  the  most  violent  bond  market 
j  rally  on  record.  Did  the  rally  also 
(  mark  the  end  of  the  secular  bear 
j  market  in  bonds  that  began  about 
I  30  years  ago  and  herald  the  begin- 
j  ning  of  a  secular  bull  market  like 
r  the  one  that  lasted  for  most  of  the 
5  19th  century?  It  may  well  turn  out 
r  that  early  October  marked  a  secular 
v  peak  in  the  yields  on  high-grade 
bonds,  but  we  have  barely  begun  to 
r  restore  the  conditions  that  would 
l  sustain  an  orderly  return  to  reason- 
ti  able  interest  rates  on  long-term 
!  debt  instruments.  So  I  believe  that 
•  1982  will  be  another  year  of  wide 
I  and  violent  fluctuations  in  the  bond 
market,  and  probably  in  the  stock 
i  market  as  well.  Until  the  necessary 
|i  conditions  for  price  and  financial 
I  stability  are  restored,  investment 
i  for  the  long  term  will  be  unreward- 
;  ing,  and  investors  will  have  to  be 
I  nimble  and  flexible  to  stay  ahead  of 
the  game. 

To  see  just  how  much  we  still 
have  to  do,  let  us  take  a  look  at 
I  some  of  the  conditions  that  general- 
ly prevailed  in  civilized  countries 
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with  the  Developing  Financial  Crisis. 


for  a  century  after  the  end  of  the 
Napoleonic  Wars  in  1815.  Responsi- 
ble governments  uniformly  tried  to 
balance  their  budgets  and  pay  down 
their  debts.  With  time  out  for  wars, 
they  generally  succeeded.  And, 
again  with  the  exception  of  periods 
of  war,  throughout  the  century  the 
general  price  level  declined  gently 
but  persistently.  So  people  were 
happy  to  lend  their  savings  at  long 
term,  and  at  what  today  look  like 
very  modest  rates  of  interest,  to  fi- 
nance economic  progress.  Even  if 
the  inflation  ended  today,  it  would 
take  many  years  of  price  stability  to 
restore  the  confidence  in  debt 
claims  that  characterized  the  late 
19th  century. 

One  thing  that  seems  fairly  cer- 
tain is  that  the  inflation  will  not 
go  away  peacefully.  The  declining 
trend  of  house  prices,  the  wage  re- 
negotiations at  financially  weak 
companies  and  the  slump  in  com- 
modities prices  all  indicate  that 
there  is  more  than  a  whiff  of  defla- 
tion in  the  air.  One  of  the  main 
points  I  have  been  trying  to  make 
in  this  column  is  that  inflation  is 
caused  simply  by  an  excessive  rate 
of  debt  formation.  By  now  it  is 
becoming  obvious  that  many  peo- 
ple and  businesses  have  become 
overindebted  by  comparison  with 
their  incomes  and  assets,  and  are 
beginning  to  feel  the  pressure.  The 
developing  recession  will  add  to 
the  financial  pressure  and,  while  it 
is  possible  that  we  have  seen  the 
peak  in  yields  for  best-quality 
bonds,  I  expect  the  yield  differen- 
tial for  risk  to  widen  substantially 
in  1982.  We  will  almost  certainly 
see  new  peaks  in  yields  for  lower- 
grade  bonds,  and  a  few  large  bank- 
ruptcies could  easily  touch  off  pan- 
ic selling  in  lower-rated  issues  at 
the  same  time  that  prime-quality 
bonds  are  doing  very  well. 


MONEY  &  INVESTMENTS 


A  more  fundamental  problem  is 
that  the  bond  market  has  ceased  to 
be  an  orderly  place  for  raising  the 
funds  to  invest  in  the  productive 
assets  that  make  human  efforts 
more  efficient  and  rewarding.  By 
now  it  has  turned  into  a  gambling 
casino.  People  no  longer  buy  bonds 
to  hold  for  income,  as  they  did  in 
the  19th  century.  Instead,  they  buy 
them  for  a  turn.  Last  month  I 
wrote  a  column  entitled  "Bond 
Market  Frenzy"  in  which  I  men- 
tioned that  the  volume  in  the  inter- 
est-rate futures  market  now  ex- 
ceeds that  in  the  cash  market,  and 
that  the  panic  buying  to  cover 
short  futures  positions,  upon  which 
the  losses  could  be  virtually  infi- 
nite, was  one  of  the  driving  forces 
behind  the  rally.  Soon  we  will  also 
have  trading  in  bond  options  that 
will  combine  most  of  the  upside 
leverage  of  futures  with  a  potential 
loss  that  is  no  greater  than  the  cost 
of  the  option  itself.  Albert  Wojni- 
lower,  the  noted  First  Boston  Corp. 
economist,  asks:  Once  these  supe- 
rior vehicles  for  speculating  on  in- 
terest rates  become  available,  who 
is  going  to  want  to  own  long-term 
bonds?  A  good  question,  and  one 
that  has  ominous  implications  for 
future  economic  progress. 

The  country  is  now  slipping  into 
recession  again,  less  than  two 
years  after  it  fell  abruptly  into  the 
last  one.  The  main  reason  why  the 
business  cycle  is  becoming  shorter 
and  more  violent  is  that  inflation 
has  caught  Federal  Reserve  policy 
on  the  horns  of  an  impossible  di- 
lemma. Fundamentally,  the  Fed  is 
trying  to  restore  the  conditions  in 
which  people  will  again  buy  the 
bonds  that  financed  productive  in- 
vestment and  raised  our  standard 
of  living.  Trouble  is,  a  credit 
squeeze  sufficiently  severe  to  fight 
inflation  also  creates  crisis  condi- 
tions for  deposit  institutions  and 
necessitous  borrowers.  A  relax- 
ation of  Fed  policy  sufficient  to 
ease  the  financial  crisis  will  rekin- 
dle inflationary  fears  and  cause  the 
bond  market  to  collapse  again.  The 
only  way  out  of  that  box  is  to  give 
the  market  some  relief  by  also  run- 
ning a  tight  fiscal  policy  in  the 
fashion  of  the  19th  century.  The 
pre-Thanksgiving  budget  charade 
in  Washington  leaves  little  room 
for  optimism  about  the  prospects 
for  fiscal  restraint  this  year.  ■ 


Flashbacks 


Hdited  By  Dero  A.  Saunders 


"The  more  things  change. .  . ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

(From  the  issue  of  January  7,  1922) 


"I  have  never  met  him,  but  if  I  were 
looking  for  a  $100,000-a-year  man  I 
would  look  up  John  A.  Harriss  (above), 
the  man  who,  as  special  deputy  police 
commissioner  in  New  York  City,  con- 
ceived the  excellent  traffic  system  now 
in  use  on  America's  most  famous  ave- 
nue. . . .  Nothing  could  he  simpler  than 
the  arrafigement  of  a  few  towers  along 
Fifth  Avenue  which  flash  signals  permit- 
ting traffic  to  flow  all  the  way  along  the 
avenue  at  one  time,  and  then  allowing 
cross-town  traffic  to  have  its  inning.  Yet 
no  one  apparently  thought  of  this  ideal 
plan  until  Harriss  got  his  brain  working 
on  the  problem. " 

— Editor  B.C.  Forbes 


"The  claim  advanced  by  Glenn  H. 
Curtiss  that  he  was  the  first  to  build  a 
flying  machine  that  could  rise  from 
and  alight  on  water,  in  seeking  to 
establish  his  right  to  a  broad  patent  on 
the  hydro-airplane,  was  upheld  in  a 
decision  by  the  United  States  Circuit 
Court  of  Appeals  of  the  Second  Dis- 
trict, which  reverses  the  decision  of 
the  United  States  District  Court  of 
the  Eastern  District  of  New  York." 

"Without  question,  we  are  entering 

upon  a  new  era  of  mergers,  both  hori- 
zontal and  perpendicular.  .  .  .  Viewed 
strictly  from  the  economic  point  of 
view,  much  can  be  said  in  support  of 
this  whole  movement.  But  if  it  be 
carried  to  its  logical  conclusion, 
namely,  the  concentration  of  control 
of  our  industries  into  the  hands  of 
a  comparatively  few  tremendously 
powerful  leaders,  what  attitude  will  be 
adopted  by  the  people  of  this  democ- 
racy? Do  not  forget  that  extreme  con- 
centration of  any  industry  makes  the 
taking  over  of  that  industry  by  the 
government  relatively  easy." 


Fifty  years  ago 

(January  1,  1932) 

"Vastly  increased  comfort  in  the  ap- 
pointments of  fast  trains  is  another 
forward  step  in  merchandising  rail 
service  to  the  public.  At  the  present 
rate  of  progress,  the  discomforts  of 
train  travel,  heat,  smoke,  dust,  noise 
and  vibration,  which  we  took  for 
granted  in  1929,  will  soon  be  as  obso- 
lete as  the  bumps  and  spark-showers 
of  the  'De  Witt  Clinton'  in  1831.  Sev- 
eral roads  have  diners  equipped  with 
air-conditioning  systems.  The  Balti- 
more &  Ohio  operates  several  com- 
pletely air-conditioned  trains  and 
plans  to  increase  the  number.  The 
Missouri,  Kansas  &.  Texas  alleviates 
the  rigors  of  summer  travel  over  the 


sun-baked  plains  of  Oklahoma  an 
Texas  by  converting  its  air-coole 
diners  into  club-cars  between  meals. 

For  the  next  25  years  the  railroao 
strove  to  turn  around  their  mone1 
losing  passenger  business  with  faste 
more  comfortable  equipment.  But  d< 
spite  occasional  temporary  successq 
by  the  late  Fifties  the  fancy  streart 
lined  passenger  train  had  obvious) 
lost  the  fight  to  its  twin  deadly  ei 
emies,  the  much  faster  airplane  aij 
the  more  convenient,  often  cheap* 
and  nearly-as-fast  family  car. 

"The  difficulties  of  keeping  impo 
tant  bonds  on  the  legal  list  due 
declining  earnings  have  been  at  lea: 
partially  met  in  New  York  Stal 
through  an  agreement  by  the  offici 
authorities.  Revision  of  the  New  Yoi 
State  banking  law  is  planned  wherefc 
the  eligibility  of  railway  bonds  as  ii 
vestments  for  savings  banks  will  11 
maintained  at  their  previous  statu 
until  approximately  Apr.  1,  1933.  Thj 
revision  provides,  in  effect,  that  192, 
earnings  will  be  disregarded  in  detej 
mining  [their]  eligibility.  .  .  ." 


Twenty  five  years  ago 

(January  1,  1957) 

"For  oil,  the  fuel  and  lubricant  of  mo 
ern  industry,  1956  was  a  year  th 
blew  alternately  hot  and  cold.  On  tl 
one  hand,  it  was  a  year  for  profits: 
the  nine-month  mark,  30  big  oil  con 
panies  reported  combined  net  earl 
ings  of  $1.8  billion,  a  figure  that  e: 
ceeded  the  combined  profits  of  c 
chemical  companies,  29  auto  ar 
parts  manufacturers  and  26  electric, 
equipment  makers.  Without  questio: 
oil  was  the  most  profitable  industry : 
the  entire  economy.  Every  compar 
reviewed  here  boosted  at  least  i 
earnings  in  the  first  nine  months.  .  . 

"But  1956  was  also  a  year  of  panii 
and  alarms.  From  the  musty  minarei 
of  Cairo  and  Damascus,  shrill  voici 
chanted  a  fanatic  refrain  that  bode 
no  good  for  the  industry's  billions  i 
dollars  in  Middle  Eastern  prope 
ties."— From  Forbes  Ninth  Annu 
Report  on  American  Industry 

"Labor  shortage  may  continue  for  a] 

other  10  years,  say  statisticians  aft' 
studying  latest  population  figure 
The  reason:  The  big  post- World  War 
baby  crop  will  not  enter  the  labor  ma 
ket  for  another  10  years,  but  the  pre 
ent  work  force  must  provide  it  wit 
more  schools,  clothing  and  food." 


Peace— and  War 


Beaten  Germany  will  have  to  pay  the 
Allies  some  $33,000,000,000  during 
the  next  forty  years,  but  during  the 
same  period,  experts  figure,  the  Allies 
will,  at  the  present  rate,  spend  $33,- 
000,000,000  for  military  purposes. 
Germany's  military  expenditures  are 
fixed  at  almost,  nothing.  In  the  end, 
which  will  be  the  winner,  Germany 
or  the  Allies,  unless  drastic  arma- 
ment reduction  is  arranged  in  ac- 
cordance with  the  w  ill  of  the  peoples 
of  the  world? 


Given  the  armament  burden,  asks  this  Forbes  cartoon,  who  really  won  World  War  I? 


Forbes 


REAL  ESTATE 


SUPERB 
DEVELOPMENT 
OPPORTUNITIES 

NEAR  SANTEE-COOPER 
COUNTY,  SOUTH  CAROLINA 

Providing  diverse  investment  op- 
portunities, a  658-acre  antebellum 
plantation  within  a  mile  of  the  San- 
tee  River.  Presently  a  successful 
farming  enterprise,  472  acres  are 
well  suited  for  corn,  tobacco  and 
soybean  crops.  The  property  also 
offers  lucrative  potential  for  indus- 
trial development  with  its  extensive 
highway  frontage  and  nearby  rail 
facilities.  Improvements  include  a 
10-room  manor,  3  tenant  houses, 
storage  building  complex  and 
additional  farm  dependencies. 
$1,300,000    Brochure  #FB  16-08 

EASTERN  SHORE,  MARYLAND 

Ideal  for  use  as  a  working  farm,  or 
development  as  a  corporate  re- 
treat, private  club  or  other  adaptive 
use,  this  480-acre  estate  is  su- 
perbly outfitted  with  exceptional 
recreational  facilities  including: 
60-ft.  swimming  pool  and 
poolhouse,  indoor  bowling  alley, 
greenhouse,  kennel,  skeet  range 
and  a  70-ft.  boathouse  with  illumi- 
nated dock.  20-room  Colonial  Style 
residence  in  pristine  condition; 
2  tenant  houses;  attractive 
farm  buildings  for  6,000-hen  egg 
business. 

$3,000,000  Brochure  #FB  17-08. 
Please  contact  us  for  brochure 
and  further  information. 

Sotheby's 

International  Realty 


980  Madison  Avenue 
New  York  10021 
Tel.  212/472-3465 


Myrtle  Beach 
Resort's  New 
Winter  Centre™ 

$72,900 

All  season 
Oceanfront  Residences 
90%  financing 
10%  down 

Office  open  7  days  a  week 
Inq-.ilre  loll  free  1  800  845  0871: 
In  S.C  1  800  922  0841 


360  payments  of  S875  55  APR  16  38%  Void  when- 
restricted  by  law  Price  and  APR  subject  In  change 


FREE  CATALOG 
Big  .  .  .  Free  SPRING  Catalog  describes 
and  pictures  farms,  ranches,  acreages,  rec- 
reational properties,  businesses,  town  and 
country  homes  in  46  states  coasC  to  coast! 
Please  specify  type  and  location  preferred. 
UNITED  FARM  AGENCY 
612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


ClaSSified/  January 


4,  1982 


REAL  ESTATE 


REAL  ESTATE 


COMPUTERS 


WILLOWFIELD 

Over  twelve  acres  in  the  heart  of  New  Jersey's  fabled  Bedminster  hunt 
country.  Superb  200  year  old  Colonial  that  was  once  a  tavem,  now  a 
gentleman's  country  estate.  Substantial  two-story  bam  and  paddock. 
Offered  at  $385,000.  Additional  acreage  available.  (201)  234-9100. 


TURPIN 

REALTORS 


a  Sotheby  Parke  Bernet  affiliate 

Far  Hills/Mendham/Bernardsville,  New  Jersey 


10% 


mm 

NDUSTRIES  IN 

15%  DISCOUNT! 
OR  MORE  M| 


ON  AIL  NEW 


TRS-80 


BY  RADIO  SI 


Brand  New  in  Cartons  Delivered. 
State  Sales  Tax.  Texas  Residents  Add  ' 
5%  Sales  Tax.  Open  Mon.-Sat.  9-6. 
pay  freight  and  insurance.  No  extra  chi 
for  Mastercard  or  Visa  Call  us  for  a 
erence:  Farmers  State  Bank  Brooksl 
Texas 

Orders:  1800-231-3680 
21969  Katy  Fwy 
Katy  (Houston),  Texas  77460 
Questions  I  Inq .?  1-713-392-0747 
1980,  Marymac  Industries,  Inc. 
Ed  or  Joe  McManus 


SHARING 


ISCARI 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade. 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 


COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 
u.s.  office: 
235  6th  Street 
Pine  City,  Minn.  55063 
612-629-2537 
Industria  De  Joias  Padua  LTDA. 
Belo  Horizonte,  Brazil 


INDUSTRIAL  REAL  ESTATE 

INDUSTRIAL/COMMERCIAL 
13,000  Ac.  Investment  Property 

Ideal  S.D.  location  for  research  complex, 
corporate  site,  resort  complex;  2  miles  S. 
of  Rapid  City,  S.D.  15  minutes  to  Jet  Port. 
Owner: 

NORRIS  COMPANY 

P.O.  Box  1088    Ocala,  FL  32678 
904/622-7151 


HOW  TO  ADVERTISE  IN 

FORBES  CLASSIFIED 


REGULAR  CLASSIFIED  LISTINGS:  All  listings  are  ac- 
cepted at  the  discretion  of  the  Publisher.  Line  rate  is  $28.00. 
Minimum  size  ad  is  one  inch  (14  agate  lines)  costing 
$392.00.  FORBES  will  typeset  without  charge. 


DISPLAY  CLASSIFIED  ADVERTISING:  Line  rate  is 
$27.50.  Minimum  size  for  display  of  two  inches  (28  agate 
lines)  costing  $770.00.  Must  be  submitted  as  film  negative 
or  camera-ready  mechanical  to  size.  For  specific  require- 
ments send  for  order  form. 

Box  numbers  provided  on  request.  There  is  no  charge  for 
mailing  service  on  blind  ads. 


FORBES  CLASSIFIED  is  published  in  the  first  issue  of  each 
month.  Advertising  closing  date  is  one  month  preceding 
date  of  issue. 

Frequency  discounts  available.  Payment  must  accom- 
pany order  unless  from  accredited  agency. 


FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  CLASSIFIED 

60  FIFTH  AVENUE  /  NEW  YORK,  NY  10011 
(212)  620-2440 


Forbes 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 
'    Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  213-795-5558 
SOUTHLAND  UNIVERSITY 
Dept.  21B       35  N.  Craig  Ave. 
Pasadena,  CA  91107 


CAPITAL  TO  INVEST 


FINANCIAL  GUARANTEES 
FROM  PRIME  BANKS 


irLetters  of  Credit.  Promissory  Notes 
\  covering  Principal  and/or  Interest 
Cash  to  open  Escrows 
Cash  placed  in  bank  accounts 

to  increase  liquidity 
R.E.  Stand-Bys  &  Take-Outs 
Venture  Capital  &  Real  Estate 

Minimum  $150,000 
BROKERS  PROTECTED 
Bancor  Financial  Limited 
I  567  San  Nicolas  Drive.  Suite  206 
Newport  Beach.  CA  92660 


PHONE  (714)  640-1633 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50; 
three  for  $21.75 

:nd  check  with  your  name  and 

address  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 


Forbes: 
Capitalist 
TooF 


Classified/ 
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BUSINESS  OPPORTUNITIES 

1-800-327-6970 

Facts  About  U.S. 
Oil /Gas  Lease  Program: 

•  Over  $4,800,000  worth  of 
leases  awarded  to  FRC  clients 
in  past  180  days. 

•  Never  before  has  FRC  put 
such  a  premium  on  valuable 
federal  lease  rights 

•  100%  Tax  Deductible 
Updated  Complimentary  Brochure 


FRC.  1 31  State  Street,  "930 
Boston,  MA  02109 


Petrogram  Services  offers  a  new  Con- 
cept in  filing  for  oil  &  gas  leases. $15 
per  filing  period  brings  you  instruc- 
tions, materials  &  geological  recom- 
mendations For  free  brochure  contact: 
Petrogram  Services,  2300  Candelaria 
Albuquerque,  NM  87107 
(505)  884-2844 


CONSULTING  AND 
MARKETING  SERVICES 

THE  INVESTMENT 
MATCHMAKER,  INC. 

The  first  and  foremost  investment  match- 
ing service  in  the  country.  We  market  to 
the  Entertainment  Industry,  and  daily- 
computer  match  and  promote  your  invest- 
ment until  it  is  sold  or  satisfied.  A  one- 
time fee  to  sellers.  FREE  Introductory 
offer  to  buyers.  Call  or  Write:  James  Hall. 
The  Investment  Matchmaker,  Inc.,  8033 
Sunset  Blvd.,  Suite  1700,  L.A.,  CA 

90046  800-421-3388 

InCa.  213-654-9071 


MANUFACTURERS' 
REPRESENTATIVES 

BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  Newsletter  tells 
you  which  firms  are  looking  for  represen- 
tatives, the  firm's  product  line  and  ter- 
ritories available. 

For  information  write: 
Manufacturers'  Agents'  Newsletter 
Dept.  178A,  23573  Prospect  Avenue 
Farmington,  Michigan  48024 


REPS  &  MANUFACTURERS 

Thousands  of  Reps  read  our  Bi-Weekly 
bulletin  of  lines  offered  for  representation 
in  all  fields.  Many  other  services  for  Reps 
and  Manufacturers  including  Newsletter, 
Profile  Service,  Group  Discount  Programs 
etc.  (Our  25th  Year)  Details:  Keith 
Kittrell,  United  Association  Manufac- 
turers' Reps.  Dept.  12,  808  Broadway, 
Kansas  City,  MO  64105 


BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
Call  collect  to  Bill  Tyler. 

Grocery  Stores 

$35,000— $444,000 
Meat  Processors 
$200,000— $1,500,000 
Laundry  &  Dry  Cleaners 
$55,000— $250,000 

Beauty  Shops 
$24,000— $60,000 
Office  Equipment 
$120,000— $275,000 
AFFILIATED 
BUSINESS  CONSULTANTS 
Box  6358,  Co.  Spgs.,  Co.  80934 
(303)  630-8188 
No  fee  to  buyer  involved 


UNIQUE  MARINE  OPPORTUNITY 

Largest  marine  retailer  in  U.S.  has  a 
few  remaining  franchise  locations 
available.  Excellent  investment  oppor- 
tunity with  special  tax  advantages. 
Contact  C.  Hoff. 

WESMAR™  MARINE  ELECTRONICS 

Box  C 19074,  Seattle,  WA  98109 
(206)  285-2420 


WIN  BIG  OIL  MONEY 


Plus  tax  Benefits    The  U.S.  Gov.  sponsors  an  oil  & 
|as  lease  drawing  You  can  win  a  lorlune  in 
oil  A  S45  (lax  deductible)  tiling  lee  could 
ring  you  $100,000  or  more  For  free  intor 
nation,  call  Toil-Free  1-800-525-2541,  In 
Colorado  Call  Collect  1-447-1399 
Or  write  .  .  . 

F.  Mtlligan,  inc. 
1942  20th  St.,  P  O  Box  3408S 
Boulder.  Co  80307 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  invited 
Write  Box  A232  Forbes 

60  Fifth  Avenue 
New  York.  NY  10011 


EXECUTIVE  SERVICES 


NECKTIE  NARROWING 


NECKTIES  RECUT  &  RESHAPED 
to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minurium 
Send  for  free  tie  mailer  or  mail 
direct.  Satisfaction  guaranteed 
Also  jacket  lapel  narrowing,  $39.95 
ROBLIN  TIEMASTER 
1 90E  Glen  Cove  Avenue 
Glen  Cove,  NY  11542 


ST  FACTS 
OUT  FORBES 
BSCRIBERS: 

'  Total  paid  circula- 
I:  700,000 


*  184,000  serve  on 
their  companies' 
board  of  directors 

*  331,000  are  in  top 
management 
positions 


*  233,000  serve  on 
boards  of  one  or 
more  companies 

ir  Average  household 
income:  $93,000 


*  675,000  own 
securities.  Average 
value:  $473,000 

*  Average  net  worth: 
$724,000 


EXECUTIVE  GIFTS 


The  new  school 
of  thought  in 
old  school  ties. 

The  new  school  prefers  its  corporate 
pride  to  be  stated  with  taste  and  sub- 
tlety. That  is  why  Hampton  Hall  de- 
velops a  fashionable,  versatile  dignity 
into  every  custom  design.  Ask  for  our 
free  brochure  showing  such  exclusive 
creations  in  ties  and  scarves. 

Minimum  order  150. 

Mampten  Mali,  £td. 

corporate  fashion 

51  East  42nd  Street  •  Department  FB-1 
New  York,  N.Y.  10017-  (212)  Mil  7-6810 


THE  QUALITY  ALTERNATIVE  TO  HIGH-COST  INFLATABLE  BOATS! 
A  new  series  of  heavyweight  canoes,  dinghies  and  motofmounl  boats 
S1 10  10  $540  All  pack  small  All 
last  for  years  Sendfoio 
FREE  o 

bfochure  ^0-^"   £  — -H/y 


S 

LOWEST 
PRICES! 

Apple  2  Plus.  48K.  .    .   \y  .    .    $1089  00 

Apple  3,  I28K  3199.00 

Hewlett  Packard  41CV   259  95 

Hewlett  Packard  41C   199  95 

Hewlett  Packard  85.  Computer.  .  2499  95 
Texas  Instrmts  NEW  99/4A  computet.  .  369.95 
Texas  Inslrmts59(inc.  Tl  rebate!  .  .  .  159.95 
Mattel  Horse  Race  Analyzer,  He  $125.00.  23.95 

Mattel  I  ntellruision  2609    234.95 

Casio  Calc.  Watch  C  90    44.95 

(30  more  models  to  choose  from) 
Seiko  Watches/400  mods,  to  choose  f  torn    69.95  &  up 
LCD  Pen  Watch/5  lunct/stnd.  retill    .    .  14.95 

Sony  Walkman  all  models   79.95  &  up 

Olympic  Sales  Company  •  216  So.  Oxford  Ave. 
Los  Angeles,  CA  90004  •  Telex  67  34  77 

TOLL-FREE  (000)  421-8045  (outside  Calif) 
In  213  Area  Code  (213)  739-1130 

In  Calif.  800  252-2153  Request  our  Catalog 


MERCHANDISE  FOR  SALE 


Please  mail  Iree  catalog  10 


The  Hanover  Shoe.  Inc 
Dept  9190,  Box  340 
Hanover.  PA  17331 


(City) 


Over  the  woodlands  brown 
and  bare,  over  the  harvest 
fields  forsaken,  silent, 
and  soft  and  slow  descends 
the  snow. 

Henry  Wadsworth  Longfellow 


I  have  figured  that 
others  have  put  up  with 
my  faults  so  tolerably 
that  I  would  be  much 
less  than  fair  not  to 
make  a  reasonable  discount 
for  theirs. 

William  Allen  White 


Humility  is  the  first  of 
virtues — for  other  people. 
Oliver  Wendell  Holmes 


The  worst  sin  towards 
our  fellow  creatures  is 
not  to  hate  them,  but  to 
be  indifferent  to  them; 
that's  the  essence  of 
inhumanity. 
George  Bernard  Shaw 


A  human  being  is  happiest 
and  most  successful  when 
dedicated  to  a  cause  outside 
his  own  individual,  selfish 
satisfaction. 
Benjamin  Spock 


The  majority  of  men  are 
subjective  towards  themselves 
and  objective  towards  all 
others,  terribly  objective 
sometimes — but  the  real 
task  is  to  be  objective 
towards  oneself  and  subjective 
towards  all  others. 
Soren  Kierkegaard 


The  salvation  of  mankind  lies 
only  in  making  everything 
the  concern  of  all. 
Aleksandr  Solzhenitsyn 


Don't  lay  any  certain  plans 
tor  the  future;  it  is  like 
planting  toads  and  expecting 
to  raise  toadstools. 
Iosh  Billings 


Thoughts 

on  the  Business  of  Life 


Never  let  the  future  disturb 
you.  You  will  meet  it,  if 
you  have  to,  with  the  same 
weapons  of  reason  which 
today  arm  you  against  the 
present. 

Marcus  Aurelius 


/  Resolve 

To  strive  to  contribute  something 
to  the  world,  its  work  and  the 
people  in  it. 

To  spend  and  he  spent  in  worthy 
service. 

To  adhere,  the  hest  I  can,  to 
the  Golden  Rule. 

To  philosophize  more,  recalling 
always,  when  things  go  awry, 
"This,  too,  will  pass. " 

Tottry  always  to  see  viewpoints 
other  than  my  own. 

To  make  humility  and  simplicity 
so  much  a  part  of  myself  that 
I  shall  become  as  a  child,  as 
one  of  those  of  whom  the  Master 
declared,  "For  of  such  is 
the  kingdom  of  heaven. " 

B.C.  Forbes 


It  is  the  content  and 
the  quality  and  not  the 
circumference  of  one's 
life  that  counts. 
Harry  G.  Mendelson 


The  rare  individual  who 
unselfishly  tries  to 
serve  others  has  an 
enormous  advantage.  He 
has  little  competition. 
Dale  Carnegie 


Man  is  a  special  being,  and 
left  to  himself,  in  an 
isolated  condition,  would 
be  one  of  the  weakest 
creatures;  but  associated 
with  his  kind,  works  wonders. 
Daniel  Webster 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $12.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


Remember  to  preserve  a  calm 
soul  amid  difficulties, 
Horace 


To  the  person  fully  alive, 
the  future  is  not  ominous 
but  a  promise;  it  surrounds 
the  present  like  a  halo. 
John  Dewey 


Divine  am  I  inside  and  out, 
and  I  make  holy  whatever  I 
touch  or  am  touch'd  from. 
Walt  Whitman 


Love  all,  trust  a  few, 
do  wrong  to  no  one. 
Shakespeare 


A  Text . . . 

Now  also  when  I  am  old 
and  grayheaded,  O  God, 
forsake  me  not;  until  I 
have  shewed  thy  strength 
unto  this  generation, 
and  thy  power  to  every 
one  that  is  to  come. 
Psalm  71:18 


Sent  in  by  Mrs.  E.B.  Schreiber,  San  Anto- 
nio, Tex.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


We  must  then  bear  in  mind 
that  the  future  is  neither 
ours  nor  yet  wholly  not  ours, 
so  that  we  may  not  altogether 
expect  it  as  sure  to  come, 
nor  abandon  hope  of  it,  as  if 
it  will  certainly  not  come. 
Epicurus 


little  more  than  a 
eneration  ago,  it  was 
trictly  a  neighborhood 
usiness. 

oday,  it's  the  fastest- 
rowing  sector  of  the 
merican  economy. 


In  simpler  times,  service  was  a 
simpler  affair.  But  today's  society  is 
far  more  complex.  And  so  are  the 
needs  filled  by  the  service  sector. 

Service  used  to  be  a  straightforward 
affair.  We  depended  on  small  local 
businesses.  Or  did  it  ourselves.  It  worked 
fine.  And  sometimes,  still  does. 

But  not  for  everyone.  Times  have 
changed.  And  so  has  service.  In  fact, 
few  industries  have  ever  grown  so  fast 
in  so  short  a  time.  As  the  country's 
largest  service  company,  ARA  has  led 
the  way. 

How?  By  turning  the  service  busi- 
ness into  a  profession  -  service 
management.  A  |J  A 

Service  management  is  many  ir A 

things.  It's  the  knowledge, 


skills,  and  resources  behind  every 
service  ARA  provides.  It's  planning. 
Marketing.  Training.  Scheduling.  Cost 
and  guality  control.  All  backed  up  by 
the  most  advanced  information  pro- 
cessing technology. 

Service  management  is  also  ARA's 
unique  ability  to  understand  the 
similarities  that  underlie  all  the  varied 
jobs  we  do. 

But  most  of  all,  it's  remembering 
that,  no  matter  how  demanding  the 
need,  no  matter  how  complex  the 
solution,  our  business  still  depends  on 
person-to-person  contact. 

We  may  serve  ten  million  people 
a  day,  but  we  still  serve  them  one 
at  a  time.  Just  like  in  the  old 


because  the  world  neiqhborhood. 

Will  NEVER  OUTGROW 
ITS  NEED  FOR  SERVICE. 

Health  Care  Services 

Textile  Rental  and 
Maintenance  Services 
Food  and  Refreshment  Services 
Transportation  Services 


There's  a  new  kind  of  energy  in  Brazil— 
and  Citibank  helped  get  it  rolling. 


"Alcool"  means  alcohol  in  Brazil. 
Today,  nearly  250,000  cars  built  in 
Brazil  since  1979  are  running  on 
alcohol.  Almost  50,000  more  have 
been  converted  from  gasoline  to 
alcohol.  The  government  started 
this  remarkable  "Pro-Alcool"  pro- 
gram which  utilizes  the  country's 
abundant  supply  of  sugar  cane. 

Citibank  leased  plant. 

Citibank's  involvement  started 
in  1976.  Comercial  e  Construtora 
Balbo,  Ltda.,  a  leader  in  this  energy 
revolution,  needed  help  in  open- 
ing their  "Galo  Bravo"  distillery. 

A  year  later— the  plant  was 
operating— leased  by  Citibank.  It  is 
one  of  Brazil's  first  distilleries  for 
the  exclusive  production  of  alcohol 
motor  fuel. 


"Citibank  has  been  with  us  all 
the  way,"  says  Balbo  Group  Presi- 
dent Alexandre  Balbo.  "From  the 
very  beginning,  Citibank  has  helped 
us  with  leasing  and  other  financings. 
It  is  nice  to  have  an  international 
bank  at  your  side." 

(L.  toR.)  Alexandre  Balbo,  President  of  Comercial 
e  Construtora  Balbo,  Ltda.,  with  Pedro  Kono,  Citibank 


Citibank  Vice  President  Ped 
Kono  comments:  "The  risk  of  ti 
ing  sugar  cane  into  a  fuel  indusi 
isn't  as  severe  as  one  might  thir 
We  had  complete  faith  in  Balbo'.1 
management  team.  It  was  an  idi 
whose  time  had  come.  The  resi 
have  certainly  justified  our  initi; 
belief." 


Vice  President. 


.  2,200  offices  worldwide. 

Citibank  specialists  in  globe 
banking  extend  the  same  comrr 
ment  to  every  Citibank  custom* 
through  over  2,200  offices  of 
Citibank  and  Citicorp  around  tr 
world. 

CITIBANK® 

A  subsidiary  of  Citicorp 
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AT  AMFAC  HOTELS  AND  RESORTS, 
YOU'RE  WORTH  WAITING  FOR. 


With  an  American  Express  Card 
Assured  Reserv  ation,  there's  a  room 
w  aiting  even  if  yon  arrive  hours  late. 

The  hour's  late.  And  so  are  you. 

Yet  if  you  have  an  Assured  Reservation,' 
be  assured  Amfac  still  has  a  room  waiting. 

Amfac  realizes  that  the  only  thing  pre- 
dictable about  travel  is  the  unpredictability  itfll 
of  things.  That's  why  every  Amfac  is  de-  uB 
signed  to  appease  and  pamper  the  harried  llS 
traveler.  With  everything  from  efficient 
airport  locations  to  Hawaiian  beach  resorts. 

For  an  Assured  Reservation  at  any  Amfac 
Hotel  and  Resort  call  800-227-4700.  InCal. 
800-622-0838.  And  if  a  room  is  unavailable 
when  you  arrive,  Amfac  will  pay  for  one  at  a 


comparable  hotel.  Transportation  there.  And 
a  phone  call.  If  your  plans  change,  call  before 
6  p.m.  (their  time),  4  p.m.  (resort  time)  and  get 
a  cancellation  number  so  you  won't  be  billed. 

Remember,  with  an  American  Express  Card 
Assured  Reservation,  you're  worth  waiting  forf 


The  American  Express" Card.  Don't  leave  home  w  ithout  it.® 


At  first  there  was  only  ONE . . . 
but  now  there  are  FIVE 

FIVE  distinctly  different  Dale  Carnegie  courses 
each  for  a  different  purpose 


.  .  .  all  designed  to  help  men  and  women  develop  and  use  a  greater  part 
of  their  human  resources  ...  to  become  more  effective  at  what  they  do. 


The  Dale  Carnegie 
Management  Seminar 

A  highly  concentrated  executive 
development  program  stressing  the 
human  aspects  of  modern  goal- 
oriented  management.  Seminar 
participants  improve  their  abilities 
to  delegate  productively,  to 
communicate  thoughts,  ideas  and 
proposals  effectively  and  to  inspire 
greater  teamwork  and  cooperation. 
Moreover,  they  gain  a  better 
working  knowledge  of  the  total 
management  process  as  well  as  their 
own  managerial  functions.  The 
Seminar  provides  a  follow-up 
program  with  built-in  controls, 
check-points  and  feedback  systems 
to  help  monitor  performance, 
progress  and  overall  productivity. 

The  Dale  Carnegie  Sales  Course 

A  practical,  down-to-earth  training 
program  to  help  salespeople  increase 
their  skills  in  the  various  aspects  of 
the  motivational  sales  process  — 
from  qualifying  prospects  and 
improving  sales  presentations  to 
handling  objections  and  timing  the 
close  of  the  sale.  They  learn  to  use 
fresher,  more  relevant  selling 
anguage  and  to  overcome  sales 
distance  more  effectively.  They 
velop  more  selling  confidence, 
ater  sales  productivity.  Their 
Tress  is  measured  by  actual  on- 
i      ob  sales  increases  achieved 
during  the  Course. 

The  Dale  Carnegie  Personnel 
%velopment  Course 

signed  to  bring  greater  unity  and 


harmony  to  overall  operations  by 
improving  working  relationships  and 
raising  employee  morale.  The  Course 
develops  a  fresh  spirit  of  teamwork 
and  cooperation  as  participants 
learn  to  work  more  effectively  with 
their  peers,  with  management,  with 
customers.  This  training  contributes 
to  greater  continuity  and 
productivity  in  your  operations  by 
reducing  internal  conflicts, 
absenteeism  and  staff  turnover. 

The  Dale  Carnegie  Customer 
Relations  Course 

To  improve  the  performance  and 
increase  the  effectiveness  of 
individuals  who  have  customer- 
contact  responsibilities.  Participants 
learn  to  make  better  first 
impressions  with  customers.  They 
learn  to  generate  more  add-on  sales, 
more  repeat  sales  and  to  handle 
complaints  more  effectively.  They 
increase  their  ability  to  present 
product  features  in  terms  of 
customer  benefits.  The  results: 
Increased  overall  sales  and  better 
satisfied,  more  loyal  customers. 

The  Dale  Carnegie  Course 

Recognized  worldwide  for  its 
effectiveness  in  motivating  and 
inspiring  men  and  women  to 
discover  and  develop  more  of  their 


potential  talents  and  abilities. 
Participants  learn  to  communicate 
their  thoughts,  ideas  and  feelings 
more  clearly,  more  effectively.  They 
develop  a  better  understanding  of 
human  relations,  which  enables 
them  to  get  along  even  better  with 
associates,  co-workers  and  friends. 
They  increase  their  confidence  in 
themselves  and  in  their  ability  to 
make  decisions  and  resolve 
difficulties.  They  learn  to  live  and 
work  with  less  worry  and  tension. 

Five  Distinctly  Different 
Dale  Carnegie  Courses 

All  are  backed  by  years  of 
development,  testing  and  practical 
application.  Their  effectiveness  is 
constantly  reaffirmed  by  the 
thousands  of  individuals  who 
participate  in  our  training  each 
year  as  well  as  the  hundreds  of 
companies,  large  and  small,  which 
use  Dale  Carnegie  Courses  on  a 
regular  basis.  Dale  Carnegie 
Training9'  is  offered  in  more  than 
1,000  U.S.  communities,  including 
all  major  cities,  across  Canada  and 
in  many  other  countries  worldwide. 

For  More  Information 

Call  toll-free  (800)  231-5800.  In 
Texas,  call  (800)  392-2424.  Or  write 
directly  to  the  address  below. 


DALE  CARNEGIE  & 
ASSOCIATES,  INC 

SUITE   il  21-  •  7047  REGENCY  SQUARE  BLVD  •  HOUSTON   TEXAS  77036 


INTRODUCING 
"EMERY  AM' 

ONIY  EMERY 
GIVES  YOU 
THE  EDGE 

EVERY 


Now  Emery  schedules  delivery  of 
irtually  any  size  shipment,  from  ounces  to  tons, 
to  most  of  America,  the  very  next  morning. 


EMERY  EDGE  W.I. 
OUR  A.M. 
WILL  MAKE  YOUR  DAY. 

Ijou're  in  business,  you  need 
bry  edge  you  can  get.  One  of  the 
t  st  important  ones  you  can  have 
Imery  A.M. 

:Because  if  you  have  a  shipment 
packages,  from  ounces  to  tons, 
!  res  only  one  company  that 
jedules  delivery  of  them  all,  next 

rning,  to  most  of  America. 

t's  not  Federal.  Its  not 
Iflington.  It's  not  Purolator.  It's 
I'  Airborne. 

it's  no  one.  Except  Emery. 

Chances  are,  you'll  never  have  a 
bment,  big  or  small,  Emery 
■  t  deliver  the  next  morning. 

That's  an  Edge  that's  worth  its 
i  ght  in  gold. 


EMERY  EDGE  NO.  2. 
fOU  CAN  SAVE  MONEY 
IN  THE  RM. 

*  nany  people,  RM.  is  just  as 
:  ortant  as  A.M.  That's  why 
Ire's  Emery  RM. 

Vhen  you  have  a  shipment  that 
!  isn't  have  to  arrive  the  next 
:  *ning,  Emery  RM.  will  get  it 
>  ;re  it's  going  by  the  close 
usiness  the  next  day.  And  at  a 
er  cost  than  Emery  A.M. 


EMERY  EDGE  NO.  3. 
ONE  CALL  DOES  IT  ALL. 

At  last,  you  don't  have  to  go  to  a  lot 
of  different  companies  to  deliver  a 
lot  of  different  size  shipments. 

Now,  one  company  can  do  it  all. 
Because  Emery  is  the  only  com- 
pany that  schedules  delivery  of  vir- 
tually any  size  shipment  the  next 
morning.  Which  is  a  convenient 
way  for  you  to  control  all  your 
shipments. 

So  why  bother  calling  anyone  else  ? 


EMERY  EDGE  NO.  4. 
EVERYTHING'S 
UNDER  CONTROL. 

Things  always  work  better  when 
you  have  a  system.  Especially  if  it's 
the  Emery  Controlled  Shipping 
System.  To  provide  maximum  reli- 
ability, the  System  combines  our 
prompt  pickup  and  delivery  ser- 
vice, a  fleet  of  Emery-scheduled 
aircraft,  and  our  ultramodern  cen- 
tral distribution  hub. 

Once  you  call  us,  our  specially 
designed  System  goes  into  opera- 
tion. Radio-dispatched  trucks  rush 
to  your  door,  pick  up  your  ship- 
ment, and  rush  out  to  Emery- 
scheduled  aircraft. 

Not  every  air  freight  company 
schedules  the  aircraft  they  use.  Since 
we  do,  we  can  get  your  shipment 
to  where  it's  going,  without  having  to 
rely  on  anybody  else.  This  control 
is  an  important  key  to  reliability. 

Then  there's  the  heart  of  our 
System:  a  new  central  sorting  and 
distribution  center,  the  Emery 
Worldwide  Hub.  It's  the  most  ad- 
vanced of  its  kind  and  the  largest. 
Our  specialized  sorting  system 
controls  and  maximizes  the  safety 
and  security  of  all  your  shipments 
by  reducing  the  number  of  times 
your  shipments  are  handled. 

At  Emery,  we  take  a  load  off 
your  shoulders.  And  your  mind. 


EMERY  EDGE  NO.  5. 
EMCON.  THE  COMPUTER 
THAT  DOES  IT  ALL. 

EMCON  is  Emery's  Rapid  Infor- 
mation System,  the  most  advanced 
computerized  tracking  system 
in  the  air  shipping  industry. 

EMCON  is  always  awake.  It 
operates  24  hours  a  day,  7  days  a 
week.  Worldwide. 

It  gives  you  all  the  delivery  and 
pricing  information  before  you 
ever  ship  and  can  always  tell  you 
exactly  where  your  shipment  is. 

The  bottom  line  is  that  EMCON 
gives  you  (and  us)  total  manage- 
ment of  your  shipment. 


EMERY  EDGE  NO.  6. 
EMERY  PEOPLE.  THEY 
MAKE  THE  DIFFERENCE. 

There  wouldn't  be  any  Emery 
Edge  without  Number  6.  Because 
this  Edge  is  all  about  people. 
Emery  people.  And  that's  where 
the  biggest  difference  lies. 

You  see,  Emery  people  have  a 
heritage.  A  heritage  that  goes  back 
to  1946  when  Emery  pioneered 
what  we  know  today  as  the  modern 
air  freight  business.  So  Emery 
people  have  a  lot  to  live  up  to.  And 
live  up  to  it  they  do.  That's  why 
companies  who  ship  with  Emery  are 
so  impressed  with  the  dedication, 
pride,  and  concern  of  Emery  people. 

So  be  sure  to  specify  Emery 
the  next  time  you  need  something 
shipped.  You'll  discover  the 
commitment  that  gives  Emery  The 
Edge  over  everybody  else. 

And  that's  The  Edge  you  always 
get  when  you  ship  with  Emery. 

For  complete  information  on  the  full  range  of 
Emery  services,  consult  Emery's  Service 
Guide  or  call  Emery,  listed  in  the  White  Images 
of  your  telephone  directory. 
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80  Cover  Story:  Someplcu  e 
where  the  most  trying  thing 
you  have  to  do  is  raise 
a  sail,  smack  a  tennis 
ball.  . 


34  Peter  Drucker:  "We're 
further  along  tlx-  slipper}' 
slope  (to  hyperinflation] 
than  we  believe." 


58  Taxing  Matters-  Cash 
deferral  plans  allow  larger 
savings  than  lhL\s,  but 
u  <atch  out  for  drau  backs. 


34  Mergers: 

Why  Most  Don't  Work 

Acquisition-minded  businessmen  remind  Pe- 
ter Drucker  of  German  farmers  who  couldn't 
play  a  note  but  believed  pianos  would  main- 
tain their  value. 


37  Entrepreneurs: 
The  Right  Stuff 

Charles  Schwab  reckons  that  BankAmerica 
Corp.  needs  his  discount  brokerage  more 
than  he  needs  the  Bank. 


38  Entrepreneurs: 
Next  In  Line 

Discount  broker  Leslie  Quick  would  not 
mind  getting  an  offer  like  Chuck  Schwab's. 


39  Companies: 
MGM  Film  Co. 

Kirk  Kerkorian's  future  rides  on  MGM's  two 
dozen  movies  for  1982. 


42  Poland: 
Be  My  Guest 

Do  the  Russians  want  Poland?  Sure,  if  the 
West  will  help  support  it.  But  can  bayonets 
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47  Books: 

The  Amazing  Money  Machine 
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market. 


50  Companies: 
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de  grace. 


55  Theater: 

Not  So  Merrily 

Escalating  salaries,  rents  and  union  extortion 
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Prince's  latest  show. 


57  Real  Estate: 
On  The  Brink 

Developers  seem  not  to  have  heard  that  Rea- 
ganomics  is  shrinking  the  Washington  mar- 
ket, but  they're  about  to  learn  the  hard  way. 


58  Taxing  Matters: 
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Take  a  close  look  at  the  cash  deferral  promise 
of  the  IRS  Act  of  1978. 


60  Companies: 
Tom  Brown  Inc. 

Tom  Brown's  favorite  line  is  "Everything's 
fantastic, "  and  so  far  he  has  made  it  the  truth. 
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Chyron  Corp. 

When  your  television  flashes  sports  scores, 
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founder-partner  in  Gearhart-Owen,  but  he's 
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75  The  Numbers  Game: 
Rollover 

Deferred  taxes,  instead  of  getting  paid,  roll 
over.  And  over  and  over.  So,  should  they  be 
part  of  equity? 
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A  change  of  scene 

There  isn't  much  we  can  do  about  Poland  or  the  gaping  federal 
deficits,  about  the  meSs  in  the  bond  market  or  the  near-collapse  of  the 
U.S.  auto  industry.  Confronted  with  all  this  gloom,  Forbes  editors  had 
to  decide  what  to  put  on  the  cover  of  this,  our  first  issue  delivered  in 
the  new  year.  Why  not  suggest  that  our  readers  get  away  from  it  all  if 
they  could — if  not  in  the 
flesh,  then  vicariously?  We 
dispatched  Senior  Editor  Wil- 
liam Flanagan  and  Reporter- 
Researcher  Kevin  McManus 
to  the  Caribbean  to  evaluate 
the  travel  scene  there.  Then 
we  asked  Art  Director  Ever- 
ett Halvorsen  to  come  up 
with  a  nice,  sunny,  beachy 
cover  shot.  Ev  called  in  pho- 
tographer Bob  Kiss,  who,  as 
you  can  see,  entered  into  the 
assignment  with  elan. 


A  good  question 

A  group  of  Forbes  editors  recently  met  informally  with  a  prominenl 
citizen  of  the  Soviet  Union.  There  followed  what  the  communique's 
would  describe  as  "a  frank  exchange  of  views,"  but  there  was 
question  the  Russian  put  to  us  that  we  had  no  answer  for:  Why  do 
Americans  elect  Presidents  with  considerable  pluralities  and  then 
proceed  to  tear  them  to  pieces  in  the  press?  We  replied  with  an 
embarrassed  chuckle  and  let  the  matter  drop. 


Drucker's  first  law 

Speaking  of  unanswered  questions:  How  about  these  mega-mergers 
Political  rhetoric  aside,  do  they  make  sense?  Do  they  promote  or  dc 
they  detract  from  efficient  use  of  valuable  national  capital?  Writing  ir 
the  Wall  Street  Journal  recently,  Peter  Drucker  formulated  what  might 
be  called  Drucker's  First  Law  of  Mergers.  I  paraphrase:  No  acquisition 
makes  sense  unless  the  acquiring  company  brings  more  than  just  money  to 
the  combination.  Our  Subrata  N.  Chakravarty  flew  to  California  to  ge' 
this  outstanding  management  thinker  to  expand  his  views  on  this 
engrossing  subject.  At  the  risk  of  sounding  immodest,  I  urge  ever} 
American  manager  and  aspiring  manager  to  read  the  interview  thai 
starts  on  page  34  of  this  issue. 


Bum  of  the  Tear  Award  . . . 

.  .  .  goes  to  those  Americans  who  complained  so  bitterly  about  bein; 
asked  in  the  national  interest — and  for  their  own  safety — to  leavi 
cushy  jobs  in  Qaddafi's  Libya.  It  will  be  a  terrible  irony  if  brav« 
American  military  personnel  must  die  one  day  to  rescue  some  of  thest 
people  from  the  Libyan  caudillo's  clutches. 


Editor 
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Not  all  IRA's  are  created  equal. 


3efore  you  set  up  an  IRA,  check  into  the 
acts.  The  differences  from  one  program 
o  the  next  just  might  astound  you.  With 
iOme,  your  investment  options  are  limited. 
;llLVith  others,  you  are  required  to  make  all 
.  '  he  investment  decisions  yourself.  But  with 
Northwestern  Mutual  Life,  you  can  take 
1  Advantage  of  a  range  of  investment  oppor- 
[  unities  including  stock,  bond  and  money 
,„  market  funds. 

And,  if  you  prefer,  the  Northwestern 
vill  make  all  these  investment  decisions 
or  you:  channeling  your  funds  into 
vhichever  areas  of  investment  we  deter- 
mine should  give  you  the  best  return. 

In  addition,  Northwestern  Mutual 
)ffers  a  special  Disability  Rider  that  will 
:ontinue  to  fund  your  IRA  in  the  event 
'ou're  disabled  and  lose  your  income. 

All  in  all,  it  adds  up  to  a  great  oppor- 
unity  to  start  your  retirement  plans  — 
"he  Northwestern  Mutual  Life  way! 

For  more  complete  information  on 
slorthwestern  Mutual  Life's  new  Individ- 
jal  Retirement  Annuities  (including  a 


prospectus,  which  describes  all  charges 
and  expenses),  just  fill  out  the  coupon 
below  and  drop  it  in  the  mail. 

Or,  for  your  convenience,  call  toll-free 
800-528-6050.  In  Arizona:  800-352-0458. 
In  Alaska  &  Hawaii:  800-528-0470. 

(Read  the  material  carefully  before  you  invest  or 
forward  funds.) 


Yes,  I'd  like  more  information  (including  a  prospectus)  on 
Northwestern  Mutual  Life's  Individual  Retirement  Annuities. 
Send  to: 

Northwestern  Mutual  Life 
RO.  Box  14035 
Milwaukee,  Wl  53214 


NAME 


STRI I 1 


MM  \(  ) 


CITY 


SI  Alt 


ZIP 


Northwestern 
Mutual  Life 

The  Quiet  Company 


,  The  Northwestern  Mutual  Life  Insurance  Company.  Milwaukee,  Wisconsin  1982 


A  tough  act  to  follow 


Trends 


Edited  By  John  A.  Conway 


Climate  versus  cash 

Businessmen  see  signs  of  a  happy  new 
year  in  the  economic  climate  but  they 
are  not  eager  to  celebrate  by  investing 
in  new  plant  and  equipment,  the  U.S. 
Chamber  of  Commerce  found  in  a 
new  survey  of  more  than  1,000  execu- 
tives. A  record  60%  thought  the  gen- 
eral business  climate  was  getting 
more  favorable,  the  biggest  such  vote 
since  the  chamber  began  its  surveys 
in  late  1977.  At  the  same  time,  the 
executives'  attitude  toward  new  cap- 
ital investment  was  markedly  more 
downbeat  than  it  was  six  months  ago. 
Nearly  a  third  thought  that  now  was  a 
bad  time  for  major  expansion. 


Message  for  Ronnie 

Unless  he  demands  real  cuts  in  the 
budget  he  sends  to  Congress  this 
month,  Ronald  Reagan  will  be  in  deep 
trouble,  at  least  around  the  Baltimore 
offices  of  T.  Rowe  Price  Associates, 
the  big  money  management  firm. 
Price's  chief  economist,  Ben  Laden, 
says  that  without  a  spending  squeeze 
on  Social  Security  and  the  Pentagon — 
the  two  most  sacred  of  Washington's 
sacred  cows — 1982  will  be  a  year  of 
pain:  "Corrections  in  the  spending 
programs  are  needed  right  away,"  ac- 
cording to  Laden,  a  former  Federal 
Reserve  Board  analyst.  "Congress  and 
the  President  cannot  afford  to  take 
the  election  year  off."  Investors  can 
take  the  big  deficit  in  the  current  bud- 
get, Laden  thinks,  because  the  de- 
mand for  money  drops  during  a  reces- 
sion. But  if  the  economy  turns  around 
next  summer,  those  blockbuster  fu- 


ture debts  must  be  reduced.  "The 
economy,"  he  adds,  "is  likely  to  come 
back  stronger  than  most  people  real- 
ize." While  sending  these  warnings  to 
the  White  House  and  Capitol  Hill, 
Laden  also  suggests  that  the  Adminis- 
tration think  about  higher  gasoline 
taxes,  levies  on  imported  oil  and  a 
limit  on  interest  deductions  on  the 
Form  1040.  If  the  politicians  can  forget 
next  fall's  elections— a  highly  unlikely 
event — and  federal  spending  is  curbed, 
then  T.  Rowe  Price's  experts  see  bluer 
skies  ahead  for  investors,  with  the 
prime  rate  falling  to  12%  or  13%  be- 
fore settling  at  about  15%,  while  infla- 
tion skids  to  7%  by  year-end. 


Invaders,  invaders 

Steelmen  and  automakers  are  making 
the  most  noise  about  foreign  competi- 
tion but,  screams  are  coming  from 
other  directions  too.  Drugmakers,  for 
example,  are  showing  increasing 
alarm  over  Japan.  "The  Japanese  phar- 
maceutical industry  is  a  major  force 
now  in  world  markets — and  quietly 
getting  bigger  and  better  at  an  aston- 
ishing speed,"  warns  the  Pharmaceu- 
tical Manufacturers  Association.  In 
1969  the  Japanese  were  getting  about 
5%  of  U.S.  patents  for  drugs  and  me- 
dicinal products,  the  PMA  says.  Ten 
years  later  the  figure  was  over  10%. 
Other  industry  reports  point  out  that 
last  year  the  U.S.  and  Japan  originated 
more  than  half  the  new  pharmaceuti- 
cal products  subject  to  licensing 
abroad,  while  Japan  has  drawn  nearly 
even  with  the  U.S.  in  the  number  of 
drugs  in  research.  On  still  another 
front,  American  spaghetti  makers  are 


up  in  arms,  and  the  National  Pasta 
Association  is  asking  the  U.S.  Trade 
Representative  for  relief,  particularly 
from  the  Italians.  True,  the  Italian 
share  is  still  small — 2%  of  the  Ameri- 
can market  in  1979,  2.6%  in  1980,  a 
little  more  in  1"981 — but  the  associ- 
ation is  protesting  the  "absolute  and 
continuous  growth  of  Italian  pasta  im- 
ports in  a  U.S.  market  in  which  over- 
all demand  remains  constant." 


Your  banker,  she  knows 

Women  are  continuing  to  win  more 
management  spots  in  banking,  ac- 
cording to  the  numbers  filed  this  year 
with  the  Equal  Employment  Opportu- 
nity Commission.  More  than  38%  of 
officials  and  managers  in  the  top  100 
banks  are  now  women,  compared 
with  less  than  15%  1 1  years  ago.  John 
Wells,  who  tracks  these  things  for  the 
American  Bankers  Association,  adds 
that  the  number  of  blacks  and  other 
minorities  has  also  gone  up  sharply 
during  the  last  decade.  Wells,  senior 
vice  president  at  the  First  National 
Bank  of  Denver,  says  that  the  share  of 
minority  officials  and  managers  at  the 
top  100  banks  went  from  5%  in  1970 
to  almost  14%  this  year. 


Welcome  aboard! 

Front-end  bonuses,  long  a  popular 
clincher  in  recruiting  top-level  execu- 
tives, are  beginning  to  filter  down  to 
the  lower  echelons.  "We  filled  more 
than  twice  as  many  positions  involv- 
ing sign-up  bonuses  this  year  as  com- 
pared with  1980,  and  a  significant 
number  of  them  were  below  the  se- 
nior management  level,"  says  East- 
man &  Beaudine's  Robert  S.  Jenkins, 
a  senior  vice  president  who  runs  the 
Chicago-based  recruiting  firm's  New 
York  office.  For  the  candidate,  the 
headhunters  say,  up-front  cash  dem- 
onstrates special  regard  by  the  new 
boss  and,  more  to  the  point,  ready 
cash  to  help  ease  relocation  pains. 
The  employer  gets  a  one-time  ex- 
pense that  doesn't  strain  his  existing 
salary  scales.  How  much  do  lower- 
rank-  recruits  rate?  "hi  the  middle- 
management  area,"  Jenkins  says,  "we 
find  that  $10,000  or  $15,000  can  usu- 
ally tip  the  scales." 


Teachers  in  the  tube 

Six  more  colleges  and  universities 
have  joined  the  nine  already  involved 
in  a  teach-by-TV  program  launched  in 
1980  by  the  University  of  Maryland 
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and  the  Maryland  Center  for  Public 
Broadcasting,  backed  by  money  from 
the  Carnegie  Corp.  The  idea  is  to  let 
adults  earn  "high-quality  B.A.  degrees 
on  a  part-time  basis,"  explains  Allan 
Hershfield,  executive  director  of  the 
National  University  Consortium  for 
Telecommunications  in  Teaching. 
Teamed  with  local  public  TV  stations 
and  cable  systems,  member  colleges 
of  the  Maryland-based  group  offer  de- 
grees in  behavioral  and  social  sci- 
ences, technology  and  management, 
and  the  humanities.  Schools  get  five 
courses  per  term  from  the  consor- 
tium. Students  (who  pay  tuition  set  by 
the  individual  schools)  get  a  tutor,  a 
syllabus  and  a  TV  class  schedule,  and 
buy  a  book  package.  Time  to  earn  a 
degree  should  run  at  least  six  years, 
since  it  will  take  the  consortium  that 
long  to  get  out  sufficient  courses.  En- 
rollment so  far  is  under  1,000,  but 
1981  showed  an  83%  increase  over 
1980,  the  pilot  year,  and  classes  are 
averaging  24  students,  60%  more 
than  the  original  estimate  of  15, 
Hershfield  says.  The  six  new  schools 
in  the  consortium:  Boston  Universi- 
ty, Temple,  Pittsburgh,  Seattle  Pacif- 
ic, South  Alabama  and  New  York's 
Empire  State  College. 

Doubles  for  singles 

Developers  are  exploiting  the  trend 
toward  unwedded  bliss,  with  new 
housing  for  single  roommates.  The 
25-to-34  age  group  is  burgeoning,  ac- 
cording to  the  National  Association  of 
Home  Builders,  and  singles  are  form- 
ing households  at  a  700,000-a-year 
clip,  a  rate  that  tops  the  more  conven- 
tional husband-and-wife  pairings. 
Starting  (naturally)  in  California,  the 
idea  has  caught  on  in  Florida  and  now 
an  eastern  builder,  Porten  Sullivan 
Corp.,  is  putting  up  2,000  units  in 
metropolitan  Washington,  D.C.  espe- 
cially tailored  for  singles.  The  real  in- 
centive for  such  housing,  builders  say, 
came  with  the  1974  Equal  Credit  Op- 
;  portunity  Act,  which  cleared  the  way 
for  unmarried  pairs  to  overcome 
bankers'  objections  and  obtain  home 
mortgages.  "That  law,"  says  Herman 
Porten,  chairman  of  Porten  Sullivan, 
"opened  up  a  whole  new  housing  mar- 
ket that  is  just  beginning  to  emerge." 
'The  new  singles  housing  is  priced 
I  from  $50,000  to  $80,000  and  designed 
for  separate-but-equal  living,  which 
builders  think  this  new  lifestyle  de- 
mands. Porten  Sullivan's  units  will 
have  a  living  room  separating  two 
identical  bedroom-and-bath  layouts — 
permitting  two  singles  to  share  and 
still  lead  separate  lives. 


"I  used  to  think  you  only 
called  temporary  help 
services  for  secretaries." 

"Then  one  of  our  managers  heard  about  Western's  mar- 
keting people.  We  decided  to  try  them  as  coupon  distributors. 
And  you  know,  their  professionalism  helped  make  the  promo- 
tion a  success. 

"It's  really  advantageous  to  be  able  to  get  a  variety  of 
qualified  temporary  help  from  one  company.  Besides  the  con- 
venience, the  continuity  means  our  company's  requirements 
are  better  understood.  That's  why  we  depend  on  Western. 
They've  been  able  to  quickly  fill  every  job  order  we've  given 
them  so  far — for  clerks  and  secretaries,  marketing  people, 
security  guards,  quality  control  engineers,  warehouse  helpers 
and  accountants,  to  name  a  few." 

Jim  Murphy,  Account  Executive  for 
Coca-Cola  Bottling  Co.,  Oakland,  Ca. 

Western 

TEMPORARY  SERVICES. 


J  lV  J  i-  is  4  <4  v 
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A  CAR  FOR  THE  LEFT  SID 
OF  YOUR  BRAIN. 


The  left  side  of  your 
brain,  recent  investigations 
tell  us,  is  the  logical  side. 

It  figures  out  that 
1  +  1  =  2.  And,  in  a  few  cases, 
that  E  =  mc2. 

On  a  more  mundane  level, 
it  chooses  the  socks  you 
wear,  the  cereal  you  eat,  and 
the  car  you  drive.  All  by  means 
of  rigorous  Aristotelian  logic. 

However,  and  a  big 
however  it  is,  for  real  satis- 
faction, you  must  achieve 
harmony  with  the  other  side 
of  your  brain. 

The  right  side,  the  poetic 
side,  that  says,  "Yeah,  Car  X 
has  a  reputation  for  lasting  a 
long  time  but  it's  so  dull, 
who'd  want  to  drive  it  that 
long  anyway?" 

The  Saab  Turbo  looked  at 
from  all  sides. 

To  the  left  side  of  your 
brain,  Saab  turbocharging  is 
a  technological  feat  that 
retains  good  gas  mileage 
while  also  increasing 
performance. 

To  the  right  side  of  your 
brain,  Saab  turbocharging  is 
what  makes  a  Saab  go  like  a 
bat  out  of  hell. 

The  left  side  sees  the 
safety  in  high  performance. 
(Passing  on  a  two-lane  high- 
way. Entering  a  freeway  in 
the  midst  of  high-speed 
traffic.) 

The  right  side  lives  only 
for  the  thrills. 


The  left  side  considers 
that  Road  &  Track  magazine 
just  named  Saab  "The  Sports 
Sedan  for  the  Eighties."  By 
unanimous  choice  of  its 
editors. 

The  right  side  eschews 
informed  endorsements  by 
editors  who  have  spent  a  life- 
time comparing  cars.  The 
right  side  doesn't  know  much 
about  cars,  but  knows  what  it 
likes. 

The  left  side  scans  this 
chart. 


Wheelbase  

...  99.1  inches 

Length  

187.6  inches 

Width  

.  ,  66.5  inches 

Height  

...  55.9  inches 

Fuel-tank  capacity  , 

16.6  gallons 

EPA  City  

@  mpg* 

EPA  Highway  

■  ■  ■  31   mpg  * 

The  right  side  looks  at 
the  picture  on  the  opposite 
page. 

The  left  side  compares  a 
Saab's  comfort  with  that  of  a 
Mercedes.  Its  performance 
with  that  of  a  BMW.  Its  brak- 
ing with  that  of  an  Audi. 

The  right  side  looks  at 
the  picture. 

The  left  side  looks  ahead 
to  the  winter  when  a  Saab's 
front-wheel  drive  will  keep  a 
Saab  in  front  of  traffic. 

The  right  side  looks  at 
the  picture. 

The  left  side  also  consid- 
ers the  other  seasons  of  the 
year  when  a  Saab's  front- 
wheel  drive  gives  it  the  cor- 
nering ability  of  a  sports  car. 

The  right  side  looks  again 
at  the  picture. 


Getting  what  you  nee* 
getting  what  you  wa 

Needs  are  boring;  d* 
are  what  make  life  wort 
living. 

The  left  side  of  your 
is  your  mother  telling  yc 
that  a  Saab  is  good  for  y 
"Eat  your  vegetables."  ( 
today's  world,  you  need 
engineered  like  a  Saab, 
on  your  raincoat."  (The 
is  economical.  Look  at  t 
price-value  relationship. 
"Do  your  homework."  (1 
passive  safety  of  the  co] 
struction.  The  active  sa 
of  the  handling.) 

1982 SAAB  PRICE **  LIST 


9003-Door 

5 -Speed 
Automatic 

$\ 

9004-Door 

5 -Speed 
Automatic 

$\ 

900S3-Door 

5 -Speed 
Automatic 

$ 

900S4-Door 

5-Speed 
Automatic 

$ 

900  Turbo  3 -Door 

5-Speed 
Automatic 

S 

900  Turbo  4 -Door 

5-Speed 
Automatic 

$■ 

All  turbo  models  include  a  SonyXR70\ 
4 -Speaker  Stereo  Sound  System  as  stat 
equipment.  The  stereo  can  be,  ofcoursi 
perfectly  balanced:  left  and  right. 


The  right  side  of  yoi 
brain  guides  your  foot  tc 
clutch,  your  hand  to  the 
gears,  and  listens  for  th 
"zzzooommm." 

Together,  they  see  t 
1982  Saab  Turbo  as  the 
responsible  car  the  time 
demand  you  get.  And  th 
performance  car  you've 
ways,  deep  down,  want 
with  half  your  mind. 


*Saab  900  Turbo.  Remember,  use  estimated  mpg  for  comparison  only.  Mileage  varies  with  speed,  trip  length,  and  weather:  Actual  highway  mileage  wil 
probably  be  less.  *  *  Manufacturer's  suggested  retail  price.  Not  including  taxes,  license,  freight,  dealer  charges  or  options  desired  by  either  side  of  your  b 


IV  CAR  FOR  THE  RIGHT  SIDE 
OF  YOUR  BRAIN. 


most  intelligent  car 
ever  built 


Follow^Ihrough 


GIVE  YOUR 


—Velo-Bind® 
desktop  binding  system 

Now,  package  your  reports,  briefs, 
presentations  with  quality  bindings  to 
match  the  value  of  their  contents — 
improve  their  productivity. 


Secure  durable 
bindings.  Colorful 
plastic  strips, 
riveted  together 
under  pressure  by 
hot  knife  process, 
create  strong, 
compact  binding —  easy  to  shelve, 
file  or  mail. 


Quick,  easy,  economical.  Bind  soft 
cover  documents  in  20-60  seconds; 
hard  covers  in  30  seconds  more. 
Clean,  easy  to  operate. 


Wide  choice  of 
covers.  Attractive 
soft  covers  in 


paper,  composi- 
tion, clear  plastic; 
or  library-quality 
hard  covers.  Full 
range  of  colors. 


New  Velo-Bind  Model  323— finest 
desktop  system.  Automatic  Contact 
Punching  and  dual  speed  binding 
assure  fast,  smooth  operation.  Binds 
pages  to  14%"  wide,  3"  thickness. 
Weighs  only  60  pounds. 


To  improve  the 
productivity  of 
your  reports, 
complete 
and  mail: 


Velo-Bind  Inc.,       Dept.  F 
650  Almanor  Ave.,  Sunnyvale,  CA  94086 

Name  

Title  

Company  

Address  

City  

State  

Phone  


.Zip. 


Ten  tons  in  the  morning 

Last  spring  Emery  Air  Freight  wasn't 
sure — or  wouldn't  say — what  its  plans 
were  to  counter  what  high-flying  Fed- 
eral Express  was  doing  to  the  flying 
cargo  business  (Forbes,  June  8,  1981). 
Emery  did  have  $553  million  in  sales 
but  Federal's  small-package  air  ex- 
press volume  had  flown  right  past  that 
mark.  But  Emery's  president,  Air 
Force  General  William  Moore  lr., 
would  say  only:  "Air  cargo  is  our 
bread-and-butter  business;  express  is 
only  part  of  that." 

Emery's  answer  now  is  loud  and 
clear — air  cargo  and  the  small-package 
market  are  both  major  targets.  The 
company  has  laid  out  $77  million  for 
24  Boeing  727s  to  lessen  still  further 
its  dependence  on  belly  space  in 
scheduled  airliners,  and  has  put  an- 
other $50  million  into  a  new  sorting- 
and-dispatching  hub  in  Dayton,  Ohio. 
It  has  also  changed  the  name  of  its 
service  (but  not  the  corporate  listing) 
to  Emery  Worldwide  and  switched  its 
company  color  from  sky-blue  to  fire- 
engine  red.  "We  cannot  any  longer 
rely  on  the  commercial  airlines  to 
give  us  space-when-available  when 
we  are  generating  a  million  pounds  of 
cargo  a  day  in  the  U.S.,"  says  Chair- 
man and  Chief  Executive  John  C.  Em- 
ery Jr.,  the  Navy  flyer  whose  father 
founded  the  business.  A  year  ago,  Em- 
ery flew  about  half  its  cargo  in  its  own 
planes;  now  it  is  shooting  for  85%. 


John  C.  Emery  Jr. 

A  two-front  war  in  the  air. 


John  Emery  plans  to  keep  up  a  two- 
front  war.  Packages  under  70  pounds, 
the  Federal  Express  specialty,  are  now 
40%  of  Emery's  sales,  but  heavy  cargo 
(where  Flying  Tiger  is  the  competi- 
tion) accounts  for  60%  of  the  weight 
in  the  line's  daily  lift.  With  his  new 
cargo  jets  and  the  Dayton  sorting  cen- 
ter, Emery  thinks  he  can  offer  both 
specialties  and  promise  next-day  de- 
livery of  anything  from  an  envelope  to 
a  10-ton  crate.  "We  are  no  longer  will- 
ing to  play  in  somebody  else's  ball- 
park, somebody  like  Federal  Express," 
he  says.  "We  are  creating  our  own 
ballpark  in  which  Emery  is  the  only 
team  qualified  to  play." 

The  topless  towers 

Five  years  ago  the  best  Forbes  could 
say  about  New  York's  office-space 
market  was  "not  lively,  but  less  dead" 
(Feb.  15.  1977).  Within  a  year,  that  had 
changed  and  by  the  end  of  1980  ten- 
ants were  bidding  furiously  for  choice 
space  (Follow-Through,  Oct.  13.  1980). 
Since  then  the  skyscrapers  have  kept 
springing  upward  until  the  prophets  of 
doom  have  again  started  to  wail  that 
mid-Manhattan  will  become  a  land- 
scape of  sunless  canyons  and  another 
glut  will  choke  off  the  office  market  in 
a  replay  of  1974  and  1975. 

The  Cassandras  will  have  to  wait. 
Jones  Lang  Wootton,  the  internation- 
al real  estate  consultants,  have  just 
surveyed  142  million  square  feet  ofj 
mid-Manhattan  and  found  less  than  3 
million  open,  a  2%  vacancy  rate.  In 
newer  buildings — built  since  1970 — 
vacancies  were  a  minuscule  1.15%. 
Simon  Milde',  a  JLW  partner  in  New 
York,  grants  there  might  be  a  "pla- 
teau" in  rentals  over  the  next  18 
months  but  he  is  "absolutely  confi- 
dent" there  will  be  no  drop. 

Rents  have  kept  climbing  with  the 
towers.  JLW  found  a  new  top  of  $75  a 
square  foot  on  Park  Avenue  (they  start 
at  $35),  with  new  construction  on 
Fifth  Avenue  reaching  $70  a  foot  and 
on  Madison  $60.  What's  more,  while 
•  Milde  thinks  the  buildings  opening  in 
1982  will  ease  things,  the  vacancy 
rate  will  move  up  only  to  about  3%, 
and  demand  will  outpace  supply 
through  1983. 

Stephen  B.  Siegel,  the  new  presi- 
dent and  chief  executive  of  Cushman 
&.  Wakefield,  one  of  the  biggest  realty 
firms  in  the  country,  is  even  more 
emphatic.  "I  couldn't  disagree  more 
with  the  bearers  of  bad  tidings,"  he 
says.  Siegel,  who  calls  himself  a  "real- 
istic optimist,"  expects  6  million  feet: 
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A  GUIDE  THROUGH 
THE  LEASING  MAZE 


FROM  THE  LEADER  IN  LEASMG-GECC 


EQUIPMENT  LEASING  HAS  CASH  FLOW  ADVANTAGES 
JNDER  THE  ECONOMIC  RECOVERY  TAX  ACT.  BUT  THERE 
ARE  PITFALLS  THAT  ONLY  AN  EXPERIENCED  LEASING 
COMPANY  CAN  HELP  YOU  AVOID. 

THE  "TO-LEASE-OR-NOT-TO-LEASE"  DEAD  END. 

Jnder  the  new  tax  leasing  laws,  leasing  can  be  a  lot  more 
ittractive  than  buying.  But  consider  this:  you  could  be 
setter  off  with  a  straight  lease  rather  than  selling  your  tax 
credits.  You  could  even  be  better  off  with  a  straight 
financing  deal. 

You  need  someone  knowledgeable  to  help  you  make 
judgments  like  these.  At  General  Electric  Credit  Corpora- 
lion,  we  specialize  in  all  kinds  of  leasing  and  equipment 
inancing.  We've  been  in  the  financing  business  for  nearly 
lalf  a  century.  Our  broad  experience  includes  everything 
jrom  machine  tools  and  construction  equipment  to  air- 
planes, computers,  and  oil  rigs.  And  we  regularly  handle 
leases  ranging  from  $100,000  to  $100  million. 

THE  REAL-RATE  SURPRISE. 

ilb  learn  the  effective  rate  of  your  lease  arrangement 
'7ou  have  to  know  all  the  cash  flows,  all  the  parties 
involved — not  always  a  simple  matter.  Third-party 
Arrangements,  for  example,  can  complicate  your  book- 
keeping and  limit  your  options. 


At  GECC  we  can  structure  a  lease  or  financing 
arrangement  that's  right  for  you.  We  believe  in  straight 
talk,  whether  it's  about  equipment  leases  or  complex  tax 
credit  deals. 

THE  NOT-UNDERSTANDING- YOUR  BUSINESS  DETOUR. 

When  you  come  to  GECC  you'll  be  dealing  with  people 
who  know  the  ins  and  outs  of  your  business.  People  who 
know  all  the  latest  developments  in  the  field  as  well  as 
the  life  of  equipment  and  its  residual  value  at  the  end  of 
your  lease — important  in  keeping  monthly  payments  low. 

We  also  understand  your  cash  flow  problems  and 
have  the  flexibility  to  structure  leases  that  take  into  con- 
sideration such  things  as  seasonal  slowdowns. 

THE  LONG-DISTANCE  ROADBLOCK. 
Does  the  company  you're  doing  business  with  have  offices 
locally?  GECC  has  offices  all  across  the  U.S.  That  can 
make  doing  business  a  whole  lot  easier. 

GECC:  BIG,  STRONG  AND  SMART. 

We've  been  a  recognized  leader  in  commercial  and  indus- 
trial leasing  for  over  a  decade.  Our  large  tax  base,  our 
specialized  knowledge  of  your  industry,  and  our  broad 
range  of  experience  in  all  types  of  leasing  and  financing 
can  be  put  to  work  for  you. 

Call  GECC  today  and  tell  us  about  your  needs. 
We'll  help  you  out  of  the  maze.  ^Q3)  357  6666 

General! 
Electric 
Credit 

CORPORATION 


ENTERPRISING  CAPITAL. 


AMERICAS 
TOP  BUSINESS 
EXECUTIVES  FIY  EJA. 


CORPORATE  REPORT 


Take  advantage 
of  this  new,  low-cost 
advertising  service 
from  Forbes 

It's  where  publicly-held  corporations 
can  report  current  developments  to 
America's  most  important  investors. 

Corporate  Report  Updates  will 
appear  once  a  month  in  1 981 ,  For 
added  editorial  impact  and  rele- 
vance, it  will  be  positioned  in  Forbes' 
popular  section,  "Money  and 
Investments." 

The  cost  is  modest.  A  minimum- 
sized  message  (36  lines)  is  only 
$2,124,  which  is  just  $3.08  for  each 
thousand  subscribers.  Additional 
space  at  $59  per  line. 

Call  or  write  today  for  all  the  details: 
Sarah  Madison 

Corporate  Report  Updates 
Forbes  Inc. 
60  Fifth  Avenue 
New  York,  NY  10011 
Phone:(212)620-2371 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $33  □  3  years  $66 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  1  year  $44,  3  years  $92.  Or- 
ders for  other  countries  add  $18  a  year. 


Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (please  print  i 


New  Address: 


City 


State 


Zip 


Date  of  Address  Change 


F3820 


Follow-Through 


of  new  office  space  this  year  and  notes 
that  5  million  of  that  is  already  leased, 
with  much  of  the  rest  under  negotia- 
tion. And  for  1983,  when  Cushman  &: 
Wakefield  sees  some  4.5  million  more 
square  feet  coming  on  the  market, 
Siegel  says  about  1.5  million  of  that  is 
already  rented.  One  factor  in  the  con- 
tinuing boom,  Siegel  thinks,  is  that 
builders  are  still  trying  to  make  up  for 
what  they  didn't  build  during  the  re- 
cession of  the  mid-1970s. 

Simon  Milde  has  similar  thoughts. 
"Interest  rates,"  he  says,  "have  con- 
trolled the  growth  of  building,  and  de- 
velopers have  held  back  while  de- 
mand will  keep  up."  New  York,  the 
JLW  partner  says,  has  become  more 
"service  and  tenant  oriented,  and  ser- 
vices cannot  be  driven  out  of  the  fi- 
nancial center  of  the  country." 

High  note  for  Baldwin 

Selling  Baldwin  pianos  in  the  North- 
west, Morley  Thompson  soon  learned 
that  financing  baby  grands  was  more 
profitable  than  making  them.  The 
president  of  Baldwin-United  has  been 
playing  on  financial  keyboards  ever 
since — acquiring  banks,  savings  and 
loans,  insurance  companies  and  mort- 
gage firms.  Last  month  the  120-year- 
old  piano  company  hit  its  highest 
note  ever,  with  a  $1.2  billion  cash  deal 
for  MGIC,  the  largest  private  mort- 
gage insurer.  Thompson  wasn't  just 
noodling  when  he  told  Forbes  (May 
26,  1980)  that  he  had  acquisition  in 
mind  and  money  in  hand. 

The  MGIC  purchase  (accepted  by 
both  boards,  though  subject  to  share- 
holder approval)  will  be  financed  from 
the  cash  hoard  Thompson  has  built. 
Colorado  banks  bought  to  start  Bald- 
win's financial  odyssey  were  sold 
(though  B-U  continues  to  share  their 
profits),  raising  $180  million.  Pur- 
chase of  Sperry  &  Hutchinson  added  a 
$300  million  float  in  green  stamps 
issued  but  not  yet  cashed.  A  year  ago 
B-U  had  $750  million  in  float  funds 
and  $800  million  in  low-cost  money 
like  insurance  reserves  and  savings 
deposits.  Small  wonder  it  can  pay 
cash  for  MGIC.  With  the  purchase- 
which  will  install  MGIC  founder  Max 
Karl  as  B-U's  chairman — Thompson's 
expansion  war  chest  will  be  fully  em- 
ployed. "This  purchase  will  stop  our 
acquisition  activities,"  he  says.  What 
of  pianos?  Still  a  significant  if  low-key 
part  of  B-U,  producing  a  tuneful  $1 13 
million,  or  10%  of  the  Cincinnati 
company's  1980  sales  of  $1.1  billion. 
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10  Hottest  New  Businesses  for  1982 


Los  Angeies,  Calif. — The  editors  of 
ENTREPRENEUR  Magazine  and  the  nation's  top 
small-business  prognosticator.  Chase  Revel 
have  just  made  their  annual  selection  of  "10 
HOTTEST  NEW  BUSINESSES  FOR  1982."  Most 
were  developed  by  busmesspeople  who  saw  a 
need  and  set  about  to  fill  it.  You'll  probably  find 
yourself  asking,  "Why  didn't  I  think  of  that?"  as 
you  read  the  following  paragraphs. 

Fortunately,  these  new  concepts  are  not  yet 
widespread,  with  room  for  many  in  most  cities 
around  the  nation.  You  may  find  just  the  business 
you've  been  looking  for. 


Safe- Deposit- Box  Rental  Center 

Still  in  its  infancy,  it's  not  hard  to  see  why  the  profit 
potential  of  this  new  business  is  staggering.  In  fact, 
first-year  grosses  of  over  $  1  million  are  not  uncommon! 

In  1980  alone  there  were  2.5  million  burglary  and 
robbery  victims  throughout  the  United  States. 
Bankers,  security  consultants,  and  other  profes- 
sionals report  that  the  safe-deposit-box  rental  is  the 
highest  demand  business  in  the  country  today. 

Manual  No.  816,  Price  $55 .00 

Solar  Sales  &  Installation  Service 

It  is  no  secret  that  our  greatest  source  of  untapped 
energy  comes  from  the  sun.  Smart  individuals  all  over 
the  country  are  preparing  to  reap  phenomenal  profits 
from  the  unlimited  opportunities  in  solar  sales,  ser- 
vice and  installation.  Solar  energy  products  are  gain- 
ing a  firm  foothold  within  the  consumer,  commercial 
and  industrial  marketplaces.  This  manual  covers  a 
complete  line  of  solar  products,  their  applications, 
through  service  and  installation.  And  the  best  ways  to 
make  money  from  the  future  of  solar  energy. 

Manual  No.  819,  Price  $45.00 

Energy  Store 

Here's  the  newest  way  to  capitalize  on  the  energy 
crisis — with  a  one-stop  energy  shop.  These  unique 
new  shops  sell  and  install  a  wide  range  of  energy- 
saving  devices  under  one  roof.  There  are  only  a  hand- 
ful of  these  stores  in  existence,  but  we  found  them 
pulling  in  from  $50,000  to  $200,000  annually!  The 
reason  they  are  so  successful  is  because  they  are  the 
only  place  where  consumers  can  go  for  energy-saving 
advice,  without  chasing  all  over  town.  The  energy 
crisis  is  here  to  stay.  Everyone's  talking  about  it. 
everyone's  worried  about  it.  and  sooner  or  later, 
they'll  be  heading  to  the  stores  that  specialize  in 
energy  conservation. 

Manual  No.  191.  Price  $45.00 


Here's  What  The  Media  Says 
About  Entrepreneur 

SUCCESS  UNLIMITED:  "Entrepreneur  maintains  a 
research  staff  that  combs  the  country  searching  for 
new  kinds  of  business  ventures." 

SAN  FRANCISCO  EXAMINER:  "Entrepreneur 
spends  a  lot  of  time  predicting  trends.  The  research  is 
meticulous  .  . ." 

FINANCIAL  POST:  "The  main  function  of  Entrepre- 
neur is  spotting  new  business  concepts  and  after  tho- 
rough research  identifying  those  which  can  be  copied 
throughout  the  country.  The  process  is  to  zero  in  on 
those  new  businesses  which  fill  the  changing  needs  in 
our  changing  society." 

PHILADELPHIA  INQUIRER:  experts  cover 
every  phase  of  business  start-up  and  operation." 


Videocassette  Rental  Store 

The  high  cost  of  buying  videocassettes  is  fast  mak- 
ing rental  clubs  explode  with  profit.  Imagine  turning  a 
$  1 0.000  investment  into  a  $  1 0  million  company  in  less 
than  3  years.  That  sounded  like  a  fairy  tale  until  we 
saw  proof.  It's  being  done  more  and  more  every  day 
simply  by  renting  videotapes  with  everything  from  hit 
movies  like  "Superman"  and  "10"  to  sports  events, 
concerts  and  even  golf  lessons.  The  average  store 
takes  in  better  than  $250,000  a  year,  and  some 
achieve  net  profits  as  high  as  40  percent  or  better. 
Now  there  is  only  a  2  percent  market  penetration.  As 
more  and  more  people  learn  of  the  profitability,  stores 
will  be  multiplying  rapidly.  The  best  way  to  avoid  com- 
petition is  to  beat  it  now  with  the  system  outlined  in 
this  revealing  new  manual. 

Manual  No.  192.  Price  $45.00 

Computer  Consulting  and 
Temporary-Help  Service 

Here's  a  new  way  to  cash  in  big  on  the  booming 
computerization  trend.  A  handful  of  pioneers  in  the 
industry  are  turning  investments  of  as  little  as  $7,000 
into  $900,000  or  more  their  very  first  year! 

Best  of  all,  you  don't  even  have  to  be  a  computer 
professional  to  do  this.  We're  talking  about  a  specialty 
consulting  service  in  which  you  "rent  out"  a  full  range 
of  computer  knowledge  and  expertise  from  a  pool  of 
highly  skilled,  highly  educated,  and  highly  motivated 
workers. 

Manual  No.  82 1 .  Price  $55.00 

One-Hour  Photo  Shop 

There's  a  revolutionary  new  machine  that  process- 
es film  in  an  hour  instead  of  24  hours — and  is  grossing 
several  new  operators  up  to  $400,000  a  year! 

This  space-age  technology,  and  the  fact  that  you 
need  no  film-processing  experience  whatsoever,  has 
already  got  Fotomat  and  other  giants  running  scared. 

With  the  plan  in  this  new  manual  you  can  get  into 
this  high-profit  new  business  and  be  assured  of  long- 
range  stability. 

Manual  No.  809.  Price  $45.00 


Bartering  Club 


The  recession  is  really  making  this  business  boom! 
As  manufacturers  get  stuck  with  inventory  and  firms 
of  all  kinds  are  having  cash-flow  problems,  they 
welcome  a  middleman  who  arranges  for  them  to 
exchange  goods  or  services  they  produce  or  sell  for  vi- 
tal items  they  ordinarily  must  pay  cash  for. 

Manual  No.  193,  Price  $45.00 

Videotaping  Service 

Imagine  turning  a  $  1 ,500  part-time  business  invest- 
ment into  $85,000  in  less  than  10  months.  That 
sounded  like  an  old  movie  until  we  saw  proof.  How  did 
this  entrepreneur  do  it?  By  operating  a  comprehen- 
sive videotaping  service  recording  weddings,  legal 
testimony,  sales  and  teaching  presentations,  and  real 
estate  listings — and  he  works  from  his  home. 

Part-time  video  service  specialists  are  racking  up 
grosses  of  $50,000  to  $90,000  a  year  in  major  metro- 
politan areas 

Manual  No.  804.  Price  $45.00 

Sheepskin  Seatcover  Shop 

Slip-on.  strap-on  sheepskin  auto  seatcovers  are 
currently  the  hottest  new  accessory  to  hit  the 
$60-billion  auto  aftermarket  industry  in  years! 

Still  in  its  infancy  in  the  U.S..  and  with  over  150 
million  cars  on  the  road  here,  this  new  business  has  an 
enormous  market  just  waiting  to  be  tapped.  Every- 
thing you  need  to  know  to  be  one  of  the  first  to  profit  is 
in  this  new  manual. 

Manual  No.  808,  Price  $45.00 

Electronic  Game  Arcades 

A  pinball  and  electronic-game  arcade  may  not  be 
known  as  the  classiest  business,  but  the  coins  pile  up  so 
fast  that  you'd  think  they  were  coming  off  a  mint  press. 
In  fact,  a  starship  game  we  saw  which  cost  the  buyer 
$1,800  paid  for  itself  in  only  16  days  ($112  a  day). 

Locations  in  shopping  malls  are  the  big  money- 
makers, with  many  netting  over  $70,000  per  year  on  a 
cash  investment  of  $10,000. 

Manual  No.  100,  Price  $45.00 


Complete  In-depth  Start-Up  Manuals  Are  Available  That  Provide 
Every  Detail  Necessary  To  Start  and  Operate  These  Businesses 


1  Market  and  Potential 

2  Prolil   

3.  Exact  Costs  to  set  up 

open  and  operate 

4  Equipment  —  what  to  buy 
and  where 

5  Location  —  How  to  choose 

6  Rent  —  how  much  to  pay 
7.  License  and  Permits 
8  Merchandise  Sources 


9  II  Retail  —  How  to  lay  out  store 
and  display  your  wares 

10  Ways  To  Save  Money 

11  Pitfalls  to  avoid 

12  Employees  — who  to  hire, 
where,  and  what  to  pay 

13  Advertising  —  How.  where, 
when  and  how  much 

14.  Promotion  — Best  Gimmicks 

15  Insurance  — What  you  need 

16  Financing 
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30-Day  No-Risk 
Free  Examination 
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Readers  Say 


Doomsayers  respond 

Sir:  Your  interview  with  Julian  Simon 
("More  people  are  a  good  thing,"  Dec. 
21)  was  thought-provoking.  Yet  popu- 
lation growth  will  have  to  stop  at 
some  point. 

If  the  present  population  growth 
were  to  continue  for  another  century 
the  world  population  would  be  10 
times  its  current  level.  In  two  centu- 
ries it  would  be  100  times  as  large. 
— Martin  E.  Hell  man 
Stanford,  Calif. 

Everybody  since  Adam — and  probably 
he,  too — has  been  making  similar  popu- 
lation inundation  prognostications  No 
one  will  live  to  see  'em  happen — MSF 


And  we  suppose  computers  and 
microprocessors  should  grow  on  plum 
trees. — Ed. 


Nothing  lasts 

Sir:  Concern  about  nuclear  power  is 
not  evidence  of  "antinuclear  hyste- 
ria" ("Nuclear  reality,"  Dec.  21). 
Buildings,  statues,  roads  and  bridges 
all  deteriorate.  What  makes  you  be- 
lieve that  the  means  used  to  store 
dangerous  radioactive  waste  will  last 
the  necessary  thousands  of  years? 
— Michael  Bayer 
Towson,  Md. 


Not  like  other  goods 

Sir:  Your  Nov.  23  article  "Jack  Dan- 
iels, meet  Adam  Smith"  predicts  a 


future  when  alcoholic  beverages  will 
be  ■  distributed  and  sold  more  like 
other  consumer  packaged  goods. 

That  future  is  unlikely  to  arrive. 
Alcoholic  beverages  are  deemed  so- 
cially sensitive  products. 

Adam  Smith  would  not  be  sur- 
prised if  he  returned  now,  or  ten 
years  from  now,  to  learn  that  he 
would  have  to  buy  his  Jack  Daniels 
from  a  licensed  dispensary — just  as 
he  did  for  his  gin  in  1776. 
—Douglas  W.  Metz 
Executive  Vice  President  and 

General  Counsel, 
Wine  &  Spirits  Wholesalers  of  America 
Washington.  D  C. 


the    Passover   celebration  whereas 

Passover  itself  may  start  on  any  day 

of  the  week. 

— Robert  L  I'awelko 

St.  Louis,  Mo. 

Sir:  The  date  of  Easter  changes  every 
year  but  the  day  does  not.  It  is  always 
the  first  Sunday  after  the  first  full 
moon  in  spring.  However,  I  was  con- 
fused when  a  Catholic  friend  of  mine 
said  he  attended  a  special  mass  to 
mark  the  Immaculate  Conception  on 
Dec.  8,  1981.  He  could  not  reconcile 
that  with  a  Dec.  25th  birth. 
— /  /  Rudolf  Reckmai  i  >  i 
Highland  Park,  N.J. 

Sir:  Neither  Easter  nor  Christmas 
marks  Jesus'  Resurrection  date  or  the 
date  of  His  birth.  They  are  based  on 
(non-Christian)  religious  traditions. 

— Elsu  'orth  Ralston  Jr. 
Lakeland.  Fla. 


Need  more  like  him 

Sir:  You  went  overboard  on  David 
Stockman  (Side  Lines,  Dec.  7),  stressing 
"blabbermouth"  and  his  reaction  to 
the  stock  market's  reaction  to  him  or 
Reagan's  supply-side  efforts.  "This 
young  Moses"  was  not  irked  that  the 
market  didn't  follow  as  he  predicted; 
he  was  surprised  and  disappointed.  So 
he  went  back  to  the  drawing  board  to 
learn  from  this  experience.  Let  us 
have  more  people  like  him. 
— Nat  G  Haseltine 
Bakersfield,  Calif. 


Sir:  Julian  Simon  says  that  people  in 
India  "choose  life  to  death.  By  that 
criterion,  they  are  not  better  off 
dead." 

Does  he  believe  Indians  put  in  re- 
quests to  be  conceived? 
— David  Johnson 
San  Diego,  Calif. 

Sir:  The  world  can  support  millions 
more,  right?  Well,  I  fondly  remember 
a  California  with  just  10  million  peo- 
ple— a  pre- WW  II  smog-free  Los  Ange- 
les, with  the  mountains  clearly  out- 
lined against  the  north  sky,  moun- 
tains in  which  you  could  hike  all  day 
in  glorious  solitude. 

I  remember  when  Silicon  Valley 
was  Santa  Clara  Valley,  and  plum 
trees  grew  where  factories  now  stand. 
—Robert  H.  Paschall 
Sacramento,  Calif. 


False  comfort  blanket 

Sir:  I  am  most  thankful  for  your  edito- 
rial "Coke  has  a  smile  and  is  feeling 
good"  (Fact  and  Comment,  Dec  21).  My 
feeling  is  that,  generally  speaking,  the 
importance  of  figures  is  overestimated 
in  the  business  world.  This  is  part  and 
parcel  of  the  businessman's  love  affair 
with  "quantification."  And  business 
schools  have  done  us  a  disservice  in 
this  regard. 

Quantification  gives  us  a  sense  of 
comfort  with  our  decisions  but  does 
not  necessarily  make  our  decisions 
more  right.  I  would  rather  make  a  right 
decision  which  may  cause  me  discom- 
fort in  making  it,  than  a  wrong  deci- 
sion made  with  comfort. 
— Roberto  C.  Goizueta 
Chairman  o  f  the  Board  and  CEO, 
The  Coca-Cola  Co. 
Atlanta,  Ga. 


Question  answered? 

Sir:  You  mentioned  in  Fact  and  Com- 
ment (Dec.  21)  that  confusion  exists 
about  celebrating  Christmas  on  a  fixed 
day — Dec.  25 — whereas  Easter  is  cele- 
brated on  a  floating  basis. 

Easter  derives  its  annual  dating 
from  the  Jewish  Passover,  which  cele- 
brates the  time  when  God  struck  the 
firstborn  of  the  Egyptians  but  "passed 
over"  the  Israelites.  To  be  "passed 
over,"  all  the  Israelites  had  to  do  was 
sacrifice  an  unblemished  lamb  and 
put  its  blood  on  the  doorposts  of  their 
homes.  Christians  celebrate  Easter 
not  only  for  the  Resurrection,  but  also 
because  their  sins  have  been  covered 
by  the  blood  of  Christ — just  as  the 
Passover  lamb  provided. 

The  only  variation  on  Easter  is  that 
it  always  occurs  on  Sunday  during 


Only  to  maximize  value 

Sir:  The  proposed  transaction  for  the 
acquisition  of  Areata  Corp.  ("How  to 
beat  a  takeover,"  Follow-Through.  Nov. 
9)  by  Kohlberg,  Kravis,  Roberts  &  Co. 
was  not  the  result  of  a  takeover 
threat,  but  rather  the  result  of  a  study 
by  the  directors  to  determine  the  best 
way  to  maximize  shareholder  values. 

The  Areata  Corp.  did  not  report 
eight  straight  years  of  record  earnings 
in  fiscal  1981.  Our  earnings  were 
down  in  1981  from  $33  million  to  $31 
million.  The  $57  million  you  reported 
includes  an  extraordinary  gain  of  $26 
million. 
— Gene  Elsbree 
Director.  Communications 

and  Government  Affairs, 
Areata  Corp. 
Menlo  Park,  Calif. 
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i'OpenDoor'IRA. 


THE  HIGH  YIELD,  TAX 
)EFERRED  PLAN  THAT 
4EVER  LOCKS  YOU  IN. 

With  your  Individual 
•etirement  Account  (IRA)  in  a 
t  Rowe  Price  no-load  fund,  you 
et  the  advantage  of  total  flexibi- 
ty.  You  not  only  have  a  broad 
ange  of  mutual  funds  to  choose 
'om,  you're  free  to  transfer  your 
RA  investment  from  one  fund  to 
nother.  You'll  never  find  yourself 
)cked  in. 

And  we  keep  you  advised  on 
pecial  developments  and  opportu- 
ities  spanning  our  entire  Family 
f  Funds. 

As  for  professional  manage- 
ient,  you  get  the  expertise  of 
l  Rowe  Price  Associates.  Our 


firm  manages  over  $6  billion  in      In  Maryland: 
mutual  fund  assets  and  serves  as    In  Baltimore: 
investment  advisor  to  the  pension 
plans  of  many  large  corporations. 

For  all  these  reasons,  a 
T.  Rowe  Price  IRA  also  makes  the 
ideal  rollover  option.  If  you're 
getting  a  lump  sum  distribution 
from  your  pension  plan,  but  you're 
not  ready  to  retire... keep  those 
funds  tax  sheltered  and  working 
hard  in  an  IRA  from  T.  Rowe  Price. 

Get  complete  information  on 
Individual  Retirement  Account 
opportunities.  Call  toll  free  or 
mail  us  this  coupon  for  our  Prime 
Reserve  money  market  fund  pro- 
spectus and  brochure  regarding 
our  Family  of  Funds. 
Outside  Md:  1-800-638-5660. 


1-800-492-1976 
547-2308 

For  more  complete  information,  including  manage- 
ment fee  and  other  charges  and  expenses,  obtain  a 
prospectus.  Read  it  carefully  before  you  invest  or  send 
money.  The  Prime  Reserve  Fund's  principal  is  not 
insured  and  its  yield  will  fluctuate  as  market  condi- 
tions change. 

T.  Rowe  Price 
Marketing,  Inc. 

No  Load  Funds.*-' 
Dept.  L9.  100  East  Pratt  Street,  Baltimore.  MD  21202 


Please  send  me  Prime  Reserve  and  Family  of 
Funds  literature: 


Name 


Address 
City  


Zip 


They're  not  all  travelling 
at  the  same  speed. 


Those  who  are  grasping  the  tools  of  technology  are 
moving  forward  faster 

Our  traveller  is  stowing  the  OSBORNE  T  This  portable 
personal  business  computer  is  rapidly  changing  the  way  people 
go  to  work.  Because  the  OSBORNE  1  is  helping  people  work  more 
rapidly  To  get  more  work  done.  With  less  effort. 

The  jet  plane  has  changed  the  way  you  view  your 
world.  The  OSBORNE  1  will  change  the  way  you  view 
your  time. 

Think  for  a  moment  or  two  about  the  ways  you  spend  your 
time  Chances  are,  more  of  your  day  is  consumed  with  "paper 
maintenance"  than  you  would  prefer.  Chances  are  you're  not  get- 
ting as  much  time  with  the  big  jobs  -  the  big  ideas  -  as  you'd  like. 

Working  with  the  OSBORNE  1  will  change  that.  Quite 
simply,  a  powerful  computer  handles  all  the  details  of  words  and 
numbers.  And  then  an  amazing  thing  happens  to  your  time. 

You're  freed  of  a  big  chunk  of  your  detail  burden  At  the  same 
time,  your  work  is  more  effective,  more  accurate,  and  faster. 
More  fun.  And  you  have  a  new  tool  that  lets  you  take  on  jobs  you 
simply  could  not  consider  before. 

The  person  who  uses  these  tools  has  a  built-in  advantage 
over  the  person  who  is  still  shuffling  tedium. 

The  most  intelligent  purchase  you  can  make. 

Lots  of  big  and  little  computers  can  make  a  similar  promise. 

But  none  can  match  this:  the  OSBORNE  1  delivers  two 


disk  drives,  a  complete  computer  with  communications  capabi 
ties,  a  business  keyboard,  and  CRT  display.  Plus  five  productivity 
software  packages  with  a  retail  value  of  over  $1500.  Including 
CP/M,"  word  processing,  an  advanced  electronic  spreadsheet,  ant 
BASIC  languages.  All  for  a  total  price  of  only  $1795.  All  in  a 
portable  package  that  fits  under  the  seat  of  your  airplane. 

To  change  your  own  rate  of  travel,  visit  your  local  authorizec 
OSBORNE  1  computer  retailer.  A  demonstration  will  show  you  jus 
how  easily  you  can  put  the  power  of  the  OSBORNE  1  into  your 
career 

And  you  will  quickly 
see  why  the  OSBORNE 
is  the  $1795  produc- 
tivity investment  that 
is  changing  the 
way  people  go 
to  work.  ^ttimafe. 

$1795 
Complete 


Call  (415)  887  8080  for  the  name  ol  your  nearest 
authon/ed  OSBORNE  1  computer  retailer 


Registered  trademarks  OSBORI 
Osborne  Computer  Corporator* 
CP'M  Digital  Research 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


MOBIL'S  MONKEYSHINES  WOULD  BE  FUNNY  IF  NOT  SO  SERIOUS 


Who's  to  blame  Mobil  for  wanting  to  acquire  Marathon 
and  with  it  890  million  barrels  of  domestic  oil  and  gas 
reserves  at  a  fraction  of  the  cost  involved  in  discovering 
new  sources  of  comparable  quantity? 

By  the  same  token,  who's  surprised  that  on  antitrust 
grounds  such  an  acquisition  of  an  oil  biggie  by  a  bigger  oil 
biggie  is  stymied? 

By  announcing  its  intention  to  acquire  up  to  25%  of  U.S. 
Steel  and  thus  blatantly  threatening  to  end-play  those 
responsible  for  blocking  the  Marathon  acquisition,  Mobil 
actually  makes  a  monkey  (as  in  Monkey  Ward)  of  Mobil. 

One  could  be  amused  at  such  amazing  temerity.  Unfor- 
tunately, though,  this  effort  to  run  around  the  antitrust 


obstacle  may  bring  on  congressional  reaction  in  the  form 
of  action  that  hamstrings  any  and  all  supersized  but  un- 
Trust-problemed  mergers. 

This  result  would  not  be  good.  There's  little  likelihood 
that  Mobil  would  be  allowed  to  "steal"  U.S.  Steel,  but  the 
effort  could  end  in  unhealthy  legislative  fallout. 

By  the  way,  were  not  depletion  and  other  tax  advantages 
provided  Mobil  and  other  Oilers  predicated  on  the  replace- 
ment premise — so  that  the  companies  could  finance  the 
costly  search  for  new  oil  and  other  energy  sources?  These 
special  tax  considerations,  too,  could  be  endangered  by 
public  and  governmental  reaction.  Maybe  Mobil  had  better 
invest  a  bit  in  some  public  relations  counseling. 


HOW  LONG  WILL  THE  PRUDENTIAL  BACHE  MARRIAGE  LAST? 


It's  hard  to  believe  that  Prudential  fully  understood  all 
the  customs  of  the  bride's  brokerage  industry  tribe  when 
the  insurance  giant  paid  $385  million  to  "save"  Bache 
from  Canada's  enterprising  Belzberg  family. 

One  such  is  the  payment  of  huge  commissions  and 
bonuses  to  the  salesmen  most  successful  in  placing  risky 
entrepreneurial  underwritings  and  mergers  hostile,  dubi- 


ous or  happy.  The  insurance  industry  is  built  on  a  struc- 
tured commission  basis.  The  most  profitable  whiz  kids  of 
Wall  Street  get  bonuses  and  commissions  as  unstructured 
as  they  are.  All  one  really  gets  in  acquiring  a  brokerage  firm 
is  people,  along  with  desks,  phones  and  leases. 

Talk  about  culture  shock— Pru's  CEO  Bob  Beck  is  in 
for  one. 


WHAT'S  GOING  ON  INSIDE  RUSSIA  TODAY? 


The  most  perceptive  yet  succinct  analysis  that  I've  seen 
in  a  long  time  was  put  forward  by  Russian-bom  economist 
lAlec  Nove  in  a  three-page  "As  I  See  It"  interview  with 
Forbes'  London  bureau  chief,  Lawrence  Minard  (Oct.  12). 
,If  you  care,  and  didn't  read  it,  do. 

The  centralized  Soviet  system  is  simply  not  working. 
Professor  Nove,  now  director  of  the  University  of  Glas- 
gow's Institute  of  Soviet  and  East  European  Studies,  says: 

"The  center  can  no  longer  handle  all  the  complexities. 


Can  I  give  you  one  example?  The  planners  decided  to 
increase  the  supply  of  fertilizer,  and  did  it.  The  agriculture 
ministry  pat  themselves  on  the  back.  Well  done!  Bur — 
transport  of  fertilizer?  Storage  of  fertilizer?  Bags  for  it? 
Machines  to  spread  it?  They're  all  behind  schedule.  So 
fertilizer  piles  up  along  the  roads  under  the  rain.  It  is  no 
longer  enough  to  issue  a  decree.  You've  now  got  to  make 
major  changes  in  the  system." 
The  Russian  people's  reaction  to  bureaucratic  ineffi- 


ciency  and  a  surprising  degree  of  corruption  is  not  any 
spirit  of  rebellion  a  la  Poland.  "But  there  is  this  sense  of 
disappointment  and  cynicism,  and  I  have  the  impression 
it  is  at  all  levels,"  says  Dr.  Nove. 

That  was  also  the  most  indelible  impression  we  came 
away  with  during  a  motorcycle  journey  we  made  from 
Brest-Litovsk,  through  Minsk,  Smolensk,  Moscow,  Nov- 
gorod and  Leningrad  two  summers  ago.  There  was  great 
friendly  curiosity  about  us  as  Americans  (and  even  greater 
interest   in   our  Harley-Davidson   motorcycles)  every- 


where— except,  of  course,  at  the  jaded  Intourist  hotels  of 
Moscow  and  Leningrad.  But  people's  fuses  were  short,, 
whether  in  the  queues  at  the  countryside  gas  pumps  or  in 
C.UMs  or  lesser  emporia,  over  the  lack  of  goods  or  the) 
quality  available.  There  was  really  more  a  sense  of  frustran 
tion  and  irritation  than  of  the  famed  Russian  shoulder 
shrugging  resignation. 

If  we  think  we've  got  problems  with  our  bureaucracies,! 
with  our  economy,  we  ain't  seen  nothing  compared  witn 
the  gripes  the  average  Soviet  citizen  has. 


WINNING  THE  RACE  SHOULDN'T  END  THE  RUN 


In  a  delightful  note  from  the  recently  retired  CEO  of 
Norfolk  &  Western,  John  Fishwick,  he  observes: 

"You  may  recall  that  Mr.  Justice  Holmes,  on  the  occasion 
of  his  retirement  from  the  Supreme  Court,  observed  that 
there  is  a  little  canter  after  the  race  is  won  before  the  contes- 
tants come  to  a  complete  halt.  Since  I  have  been  active  and 


mobile  in  recent  years,  I  have  not  felt  it  possible  suddenly  to 
go  into  'retirement.'  Consequently,  at  the  beginning  of  next) 
month,  I  intend  to  embark  upon  a  second  career  as  a  partnet 
in  the  Washington  office  of  a  New  York  law  firm." 

To  quote  from  this  Chairman's  Sayings,  "Never  say  die 
until  you've  done  it." 


BOOKS 


The  Best  of  Dear  Abby — by  Abigail 
Van  Buren  (Andrews  and  McMeel, 
'Jm^JM  hie,  $9.95).  To  the  70  million  read- 

ers of  her  advice  column,  Dear  Abby 
gives  more  wise  and  witful  counsel 
than  most  all  doctors,  lawyers, 
preachers,  psychologists  combined. 
From  "Roll  Over,  You're  Snoring," 
through  Traumatic  Teens,  sex  in  all 
its  aspects,  to  "Paging  The  Aging,"  there's  little  she  leaves 
uncovered.  Whether  you  have  need  to  heed  or  not,  this 
book  is  an  irresistible  delight. 

Excerpt:  I  learned  that  love  may  be  blind,  but  it's  not 
deaf.  The  wife  of  a  New  York  stockbroker  is  not  in  the 
market  for  amorous  antics  from  her  snorer.  She  writes: 
Dear  Abby:  Not  only  does  my  husband  snore,  he  grinds 
his  teeth  in  his  sleep  and  gives  me  financial  reports  all 


night  long.  If  I  wake  him  up,  he  gets  passionate.  Now 
really,  after  26  years,  who  needs  that? 


Rod  McKyen's 
''Book  of 'Dai's 


i  ntonlh  of  ^iinitt§\ 


Book  of  Days  and  a  Month  of  Sun- 
days— by  Rod  McKuen  (Harper  & 
Row,  $9.95) — sings  an  unending, 
epigrammatic  song  of  love  with  all 
its  contradictions.  It  is  salted,  too, 
by  such  happy  acerbities  as  this: 
"Being  born  a  bastard  gave  me  an 
advantage  over  all  those  people  who 
spend  their  lives  becoming  one." 
Excerpts:  Sept.  10 — By  leaning  on  someone  you  love,  yoii 
help  to  hold  them  up.  Oct.  14 — Men  join  clubs  for  the  same\ 
reason  they  used  to  carry  them — for  security.  But  frorri 
what!  Nov.  24 — In  love,  nothing  succeeds  like  excess 
Feb.  26 — The  best  way  to  cure  a  cold  is  to  go  to  bed  with  a 
good  book  or  a  friend  who's  read  one. 


MOVIES 


Absence  of  Malice — Individual  human  havoc  is  wreaked  by 
a  used  journalist.  The  film,  not  unfairly,  sets  forth  the 
complexity  of  deciding  what's  truth,  what's  news,  who's 
news,  who's  used  and  who's  abused.  Paul  Newman  is 
stupendous — as  usual.  Body  Heat — It  sent  Vincent  Canby, 
and  his  rave  sent  me  to  see  it,  though  his  terming  it  "sexy" 
has  to  be  among  the  top  understatements  of  the  year.  Up 
until  the  last  couple  of  minutes  it's  a  classy  telling  of  the 
classic  trio — older  rich  man,  beautiful  young  wife  and 
totaled  lover.  But  the  surprise  twist  at  the  very  end  left  me 
totally  bewildered.  The  Devil's  Playground — Yet  another 
marvelous  movie  from  Down  Under.  This  one  treats,  with 
tender  but  graphic  compellingness,  of  the  impossible  task 


in  a  Catholic  seminary  of  trying  to  exorcise  the  natura. 
instincts  of  teenagers  who  feel  Called.  Beautifully  filmed 
wonderfully  directed  and  acted,  the  screenplay  is  warmh 
sympathetic  to  all  contenders,  including  the  priests,  who 
too,  often  lose  their  own  battles  with  temptation.  Or 
Golden  Pond — Only  a  terminal  misanthrope  could  fail  tx 
love  this  mdving  24K  golden  movie.  You're  unlikely  to  heai 
funnier  dialog  or  see  better  acting.  They  say  Jane  Fonda  is 
responsible  for  the  whole  thing,  and  if  so,  I  guess  she  can  be 
forgiven  for  a  couple  of  the  multiple,  irresponsible  things 
she  does  between  Takes.  Ragtime— Would  you  believe 
that  movingly  fey  book  Ragtime  could  be  made  into  ar 
unmoving  overstuffed  movie?  You'd  better  believe  it. 


AVID  AIN'T  THE  SAME  AS  EXPERT 


In  a  recent  issue  of  that  arrestingly  alive  magazine, 
Outside,  Tim  Cahill  mentions  having  been  described  as  an 
"avid  fly  fisherman."  Writes  Tim:  "That,  strictly  speak- 
ing, is  quite  true,  though  I  endured  an  immoderate  amount 
of  ribbing  about  it  from  my  trout-stream  buddies,  almost 
all  more  experienced  and  proficient  than  I.  The  point  I 
made  with  those  chortling  cretins  was  that  'avid'  does  not 
necessarily  mean  'expert.'  (Words  are  my  biz.)" 


Methinks  we've  all  had  similar  experiences  where  our  all- 
out  enthusiasm  for  an  activity  leads  others  to  conclude  that 
we  are  therefore  good  at  it.  As  abler  bridge  partners  eventual- 
ly learn,  my  eagerness  to  play  has  no  relation  to  expertise. 

Let's  never  let  the  dismay  of  experts  discourage  our 
avidity  for  their  shtick.  With  a  daub  of  dumb  luck  and 
enough  times  at  it,  we  can — occasionally — discover  that 
these  experts,  too,  have  to  learn  how  to  lose  gracefully. 


THE  PRAIRIE  FIRE  OF  SEMINARS 


is  abating,  but  for  a  while  it  consumed  acres  of  everyone 
and  everything  in  its  path.  I  can't  resist  quoting  a  bit  from 
a  letter  and  list  on  the  subject  recently  received  from  friend 
Martin  Fenton  of  Christiana  Cos. — 

"Ever  in  search  of  new  opportunities  and  mindful  of  the 
slowness  in  our  basic  business,  we  have  decided  to  create  a 
new  branch  of  Christiana  Communications  to  enter  the 
seminar/workshop  business.  Suggested  subject  matter: 
You  and  Your  Birthmark 
Guilt  Without  Sex 


How  to  Overcome  Self-Doubt  Through  Pretense 

and  Ostentation 
Money  Can  Make  You  Rich 
Career  Opportunities  in  Iran 
Tax  Shelters  for  the  Indigent 
Burglar-Proof  Your  Home  With  Concrete 
101  Other  Uses  For  Your  Vacuum  Cleaner 
What  To  Do  With  Your  Conversation  Pit 
Self- Actualization  Through  Macrame 
Bonsai  Your  Pet" 


PIECE  OF  MIND  IS  MUCH  EASIER 

to  give  than  peace  of  mind. 


IF  YOU  WANT  TO  SQUARE  THE  CIRCLE 

all  sides  have  to  get  hammered. 


ECONOMICS  SHOULDN'T  BE  A  BRANCH  OF  MATHEMATICS 


By  M.S.  Forbes  Jr. 


The  trouble  with  economics  to- 
day is  that  the  profession  is  domi- 
nated by  mathematicians. 

These  people  implicitly  assume 
that  relationships  and  ratios  of  the 
past  will  always  hold  fast  for  the 
future.  Their  Holy  Grail  is  reducing 
the  world  to  elegant  algebraic  equa- 
tions, to  econometric  models. 

That's  why  economists  genuinely 
believe  you  can  fine-tune  the  U.S. 
economy  through  manipulation  of 
budgets,  interest  rates  or  money 
supply.  Their  theories,  their  com- 
puter programs  have  no  place  for 
wars,  for  OPEC-like  shocks,  for  po- 
litical changes,  for  inventions,  in 
short,  for  the  stuff  of  everyday  life, 
of  history. 

Adam  Smith — a  brilliant  observer 
and  thinker,  a  lucid  writer — would 
never  be  received  into  today's  eco- 
nomics establishment.  He  and  his 
type  would  be  regarded  the  way 
Britain's  uppercrust  looked  upon 
those  engaged  in  "trade." 

Little  wonder  the  forecasts  of 
economists  are  invariably  wrong; 
their  policy  recommendations,  of- 
ten mischievous. 


The  way  our  economists'  com- 
puters work,  inflation  is  good  for 
fighting  budget  deficits  because  it 
kicks  people  into  higher  tax  brack- 
ets. The  idea  that  raising  people's 
taxes  might  discourage  productive 
economic  activity  and  thereby 
throw  those  revenue  forecasts  into  a 
cocked  hat  hasn't  yet  been  suffi- 
ciently recognized  by  most  of  the 
profession. 

The  Office  of  Management  & 
Budget  recently  released  horrifying 
projections  of  deficits  over  the  next 
four  years,  from  $  1 09  billion  in  1 982 
to  $182  billion  in  1986.  Yet  by  1986, 
according  to  its  computer,  the  econ- 
omy will  be  growing  nicely  and  in- 
flation will  be  down  to  3%,  interest 
rates  to  4%.  How  we  can  have 
floods  of  red  ink  coinciding  with 
such  rosy  economic  conditions  is 
not  explained. 

What  if  you  double  that  inflation 
projection  for  1986?  The  Congres- 
sional Budget  Office  computer  finds 
that  the  deficit  almost  disappears! 
As  Representative  Jack  Kemp  put  it, 
"If  deficits  are  inflationary,  most 
Americans  will  be  mystified  at  the 
Budget  Office's  predictions." 

Yet  this  nonsense  is  treated  with 


deadly  earnestness  by  the  Presi- 
dent's advisers. 

Great  Britain  is  another  example 
of  the  perniciousness  of  the  econo- 
mists' frame  of  mind.  Mrs.  Thatch- 
er and  her  economists  are  monetar- 
ists, who  believe  the  history  of 
mankind  can  be  explained  by  vari- 
ations in  the  money  supply. 

The  Tories  figured  if  they  brought 
down  the  money  supply  measure 
called  Sterling  M3,  Britain's  infla- 
tion would  be  licked;  paradise  would 
follow.  Despite  Mrs.  Thatcher's  best 
efforts,  Sterling  M3  grew  rapidly  in 
1980  and  early  1981.  The  economy, 
by  monetarist  theory,  should  have 
been  flooded  with  money. 

Instead,  the  U.K.  was  gripped 
with  a  savage  credit  crunch  and  a 
deep,  prolonged  recession. 

Why?  Mrs.  Thatcher  commis- 
sioned a  Swiss  professor  to  find  out. 
He  discovered  that  the  money  sup- 
ply number  was  comparable  to  a  fun 
house  mirror.  "You  see  yourself  get- 
ting fatter  and  fatter,  so  you  diet  and 
diet,  but  in  reality,  you're  losing 
weight  and  dying  of  anorexia." 

Too  bad  Lewis  Carroll  isn't 
around  to  write  about  the  wonder- 
land of  economics. 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind.  -MSF 


Ego  Begins  at  40 

Actually  it  was  not  until  I  was  forty 
that  I  was  able  to  go  into  a  room  and 
say  to  myself,  "What  do  /  think  of 
these  people?"  Before  that,  I  had  al- 
ways thought,  "What  do  these  people 
think  of  me!"  When  I  became  forty,  I 
said  to  myself,  "You  are  either  a 
whole  person  now,  or  you  never  will 
be.  Believe  in  yourself." 

— Footprints,  by  Brooke  Astor 

Red  Ink  for  Red  Cash 

Reports  showed  that  lately  the  So- 
viet Union  has  been  running  down  its 
foreign  bank  accounts  to  such  an  ex- 
tent that  it  has  about  the  same 
amount  of  ready  cash  banked  abroad 
as  Malaysia. 

— Wall  Street  Journal  editorial 

Retirement  Riches 

In  1955  federal  payments  to  indi- 
viduals totaled  3.7%  of  GNP;  today 
they  total  10.5%  and  constitute  near- 
ly half  of  the  federal  budget.  Almost  all 
of  these  entitlements  are  indexed  to 
the  price  level  and  are  ever-prone  to 
expanding  eligibility  and  real  benefit 
increases.  Social  Security  benefits  are 
expanding  30%  in  real  terms,  versus  a 
decline  of  nearly  10%  in  real  aftertax 
wages  over  the  period.  Pension  outlays 
for  federal  civilian  employees  rose 
more  than  fourfold,  with  unfunded 
pension  liabilities  expected  to  total 


$940  billion  by  1986.  With  100%  in- 
dexed government  pensions  and  very 
early  retirement,  we  see  federal  and 
legislative  retirees  earning  as  much  or 
more  than  their  full-time  counter- 
parts. A  Congressman  retired  (at  full 
pension)  by  the  voters  at  the  close  of 
the  Ford  Administration  could  now  be 
making  more  than  those  of  his  col- 
leagues who  are  still  active  on  the  Hill. 
— Peter  G.  Peterson,  chairman, 
Lehman  Brothers  Kuhn  Loeb  Inc., 
in  a  speech  to  the  Economics  Club 

Legible  Letterheads 

Executives  are  people  who  have 
their  names  printed  on  company  let- 
terheads because  no  one  can  read 
their  signatures. 

— Today's  Chuckle 
Los  Angeles  Times  Syndicate 

Blind  Protesters 

The  Russians  keep  trying  to  upset 
that  [U.S. -Soviet  military]  balance  by 
enlarging  their  nuclear  forces,  leaving 
NATO  with  a  difficult  choice:  Keep 
pace,  or  vastly  increase  nonnuclear 
strength — at  enormous  cost.  What  is 
now  denounced  as  an  American 
scheme  to  plant  more  missiles 
throughout  Europe  was  in  fact  the  al- 
lies' preference.  What  is  denounced  as 
an  American  effort  to  confine  a  nucle- 
ar war  to  Europe  was  actually  devised 
to  guarantee  that  America  would  not 


escape  involvement  m  a  European 
war.  This  balance  of  terror,  however 
chilling,  has  worked,  triumphantly,  to 
spare  both  parts  of  Europe  from  the 
devastations  of  the  first  half  of  this 
century.  How  sad  that  the  Russians 
can't  see  the  value,  to  them,  of  leaving 
well  enough  alone.  How  alarming  to 
find  so  many  Europeans  blind  to  the 
sources  of  peace. 

— New  York  Times  editorial 


Our  great  mistake  is  to  try 
to  exact  from  each  person 
virtues  which  he  does  not 
possess,  and  to  neglect  the 
cultivation  of  those  which 
he  has. 
— Emperor  Hadrian,  from  Memoirs  of 
Hadrian,  by  Marguerite  Yourcenar 


No  Boots— No  Straps 

I've  changed.  I  was  brought  up  as  a 
Calvinist.  I  used  to  think  that  people 
create  their  own  environment  and 
that  blaming  the  "environment"  was 
not  much  of  an  excuse.  I  now  realize 
that  crime  and  social  problems,  to  a 
larger  extent  than  I  thought,  result 
from  economic  problems.  If  you  ain't 
got  no  boots,  it's  tough  to  lift  yourself 
up  by  your  bootstraps. 

— Congressman  Jack  Kemp,  inter- 
viewed by  Ken  Auletta,  New  Yorker 

Abby's  Mail 

Dear  Abby:  I  suspected  that  my 
husband  had  been  fooling  around,  and 
when  I  confronted  him  with  the  evi- 
dence he  denied  everything  and  said  it 
would  never  happen  again. 

Dear  Abby:  I  was  married  to  Bill 
for  three  months  and  I  didn't  know 
he  drank  until  one  night  he  came 
home  sober. 

—The  Best  of  Dear  Abby, 
by  Abigail  Van  Buren 

Absolutely  True 

In  an  effort  to  boost  his  company's 
esprit  de  corps,  Southwest  Airlines 
President  Howard  Putnam  sent  each 
of  the  firm's  1,800  employees  a  re- 
cording of  himself  singing  White 
Christmas.  .  .  .  When  some  employ- 
ees complained  that  a  cash  bonus 
would  have  made  a  better  gift,  Put- 
nam offered  80  cents  in  cash — the 
cost  of  the  disc — to  anyone  who 
wanted  to  return  his  record. 

— Miami  Herald, 
quoted  in  National  Lampoon 


"Will  you  be  taking  the  suit  you  came  in  with,  sir, 
or  shall  I  have  it  destroyed}" 
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Introducing  600  Series  Systems  Seating  from  All-Steel 


esign 


Styled  for  today's  elec- 
tronic office  environ- 
ment, 600  Series 
offers  a  new  dimension 
in  ergonomic  design. 
, :X  ^personalized  comfort,  made  possible  by  a 
^vfe&ffltof  posture  controls,  adapt  each  chair 
>  ^.jf^»e^dkvidu%r worker's  requirements 


600  Series  offers  a  comprehensive 
line  of  executive  and  operator 
models,  each  possessing  a  level  of 
comfort  that  invites  comparison. 
Let  your  own  comfort  require- 
ments be  the  judge.  Contact  Wayne 
Wilkins  to  arrange  a  showroom 
demonstration  near  you.  New  color 
brochure  upon  request. 


All-Steel  Inc.,  Aurora,  Illinois  60507  Phone:  312/859-2600  /ILL* STEEL 


A  statement 

(And  an  understatement.) 


This  little  train  station  —  our  trademark  for 
many  years  —  makes  a  statement  about  our 
spirit  of  small-town  helpfulness. 

But  it's  also  an  understatement. 

We've  come  a  long  way  since  we  pioneered 
workers  compensation  insurance  70  years  ago. 

Today,  Wausau  writes  virtually  every  kind  of 
business  insurance  for    ^^g^a-^p^^-  ^ 

Wausau s  role  is  even  .  '     *ft*  ^ 

larger  than  that  of  an  fline!  > 


"all-lines"  underwriter.  We  have  a  flexibility  that 
provides  risk  management  services  to  com- 
panies that  prefer  to  carry  their  own  insurance, 
or  to  use  alternate  insurance  mechanisms. 

You  can  pick  and  choose  whatever  kind  of 
risk  management  system  or  service  you  need  to 
benefit  your  productivity  and  to  help  you  protect 
•»  »  j-\t  roil  f  I  your  financial,  physical 

VVr\LJ.O/\LJ.  and  human  resources. 

INSURANCE    7he  Wa"sau Kde- 

companies  ££r«":5 

i  Wausau. Wisconsin  54401  say  jj.  ajj 


What's  Ahead  for  Business 


Edited  By  Thomas  O'Donnell 


The  Administration 
is  slowly  winning 

the  war 
against  inflation. 


Paul  Volcker 
won't  give  up 
the  good  fight 


The  downturn 
is  deeper 
and  occurring  faster 
than  expected 


DON'T  PANIC 

When  it  comes  to  bringing  on  recessions  to  check  inflation,  the 
Reagan  Administration  is  far  more  efficient  than  the  Carter  bunch. 
Carter  had  trouble  slowing  the  economy  until  1980,  a  failure  that 
helped  cost  him  the  election.  The  Reagan  recession,  by  contrast,  has 
arrived  very  early  on.  The  question  now  is:  Can  the  Administration 
prevent  its  tidy  little  downturn  from  getting  out  of  hand? 

The  answer  is  yes.  Look  for  a  modest  downturn  in  the  first  half, 
followed  by  a  smooth  recovery  in  the  second.  The  reason  for  optimism 
is  that  the  Administration  is  slowly  winning  the  war  against  inflation. 
In  1981  inflation  fell  to  single-digit  levels  for  the  first  time  since  1978. 
A  further  decline  in  inflation  is  almost  certain  for  this  year.  As  a 
consequence  the  Fed  is  able  to  ease  up.  Over  the  past  eight  weeks,  the 
amount  of  money  in  circulation  has  risen  by  $7.1  billion. 

But  don't  worry  about  Paul  Volcker  giving  up  the  good  fight. 
He's  easing  against  a  background  of  excess  capacity  in  industry  and 
unemployment  in  the  labor  force.  These  slacks  mean  the  economy  can 
be  stimulated  without  stimulating  price  increases.  This  is  especially  so 
since  the  economy  will  be  coming  out  of  the  recession  without  the 
excess  liquidity  that  hung  over  it  during  past  recoveries. 

In  1981  the  growth  of  the  nation's  money  stock  fell  short  of  the  central 
bank's  targeted  level  of  3.5%.  Because  the  Fed  bit  the  bullet  last  year,  it 
now  has  room  to  move.  So,  for  1982,  expect  the  growth  of  money  to 
exceed  4%. 

The  current  moderate  easing  is  just  what  the  doctor  ordered.  Com- 
bined with  the  tax  cuts,  it  will  help  the  economy  pick  up  no  later  than 
midyear,  steadily  and  without  driving  prices  up.  So  far  so  good.  After 
midyear,  however,  comes  the  danger  point:  All  of  the  House  and  one- 
third  of  the  Senate  will  confront  the  voters  in  November.  Consequent- 
ly, both  the  White  House  and  the  Fed  will  face  strong  pressure  for 
highly  expansionary  policies,  which  could  rekindle  inflationary  fires. 

Doomsayers,  in  fact,  are  already  citing  what  happened  in  1972.  That's 
when  then-Fed  Chairman  Arthur  Burns  supposedly  helped  engineer 
the  reelection  of  Richard  Nixon  by  running  the  printing  presses  over- 
time. Probabilities  are,  the  analogy  won't  hold:  Volcker  has  already 
proved  he  can  stand  up  to  anybody  in  Washington.  And  the  Republican 
Party  is  not  about  to  blow  its  reelection  chances  in  1984,  a  presidential 
year,  by  letting  the  inflation  genie  out  of  the  bottle  again. 

For  the  near  term  our  advice  is:  don't  panic.  True,  the  downturn  is 
deeper  and  occurring  far  faster  than  almost  anyone  had  expected. 
Almost  overnight,  the  projected  deficit  has  doubled  to  over  $  1 00  billion, 
unemployment  has  neared  double-digit  levels.  Fourth-quarter  GNP, 
meanwhile,  seems  likely  to  post  a  substantial  decline. 

But  that's  just  the  price  we  have  had  to  pay  to  tame  inflation.  If  the 
President  holds  firm  and  tames  his  political  instincts,  the  Reagan 
program  has  an  excellent  chance  for  success. 


The  Forbes  Index 
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Housing  takes  a  dousing.  The  mammoth  24.9%  fall  in 
new  housing  starts  was  the  main  reason  the  Forbes  Index 
declined  once  again.  Also  contributing  to  the  slide  was  a 
2.1%  drop  in  industrial  production.  This  month,  using  the 
latest  available  figures  for  all  eight  components,  the  index 
dropped  2.4%.  Nevertheless,  a  couple  of  bright  spots  were 


a  0.8%  gain  in  retail  store  sales  as  well  as  a  0.7%  rise  in 
personal  income. 

What  does  it  all  mean?  The  figures  show  the  recession  is 
clearly  deepening.  You  can  expect  further  declines  in  the 
index  for  the  foreseeable  future.  The  big  worry  centers  on 
the  severity  and  length  of  the  downturn. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  coat  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right. 
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Consumer  installment  credit  (Sbillionsl 
total,  seasonally  adjusted  (Federal  Reserve) 
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This  announcement  Is  neither  an  offer  to  sell  nor  a  solicitation  of  an 
offer  to  buy  these  securities.  The  offer  is  made  only  by  the  Prospectus. 


New  Issue  /  December  18, 1981 

1,800,000  Shares 

SCIENTIFIC-ATLANTA,  INC. 

Common  Stock 

($.50  Par  Value) 


Price  $26.50  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 
announcement  is  circulated  only  from  such  of  the  undersigned 
as  may  legally  offer  these  securities  in  such  State. 


Salomon  Brothers  !nc 

L.  F.  Rothschild,  Unterberg,  Towbin 

The  Robinson-Humphrey  Company,  Inc. 

Bache  Halsey  Stuart  Shields        The  First  Boston  Corporation         Bear,  Stearns  &  Co. 

Incorporated 

Blyth  Eastman  Paine  Webber      Dillon,  Read  &  Co.  Inc.      Donaldson,  Lufkin  &  Jenrette 

Incorporated  Securities  Corporation 

Drexel  Burnham  Lambert         Goldman,  Sachs  &  Co.  E.  F.  Hutton  &  Company  Inc. 

Incorporated 

Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co.  Lehman  Brothers  Kuhn  Loeb 

Incorporated  Incorporated 

Merrill  Lynch  White  Weld  Capital  Markets  Group  Shearson/American  Express  Inc. 

Merrill  Lynch,  Pierce,  Fenner  A  Smith  Incorporated 

Smith  Barney,  Harris  Upham  &  Co.  Warburg  Paribas  Becker 

Incorporated  A.  G.  Becker 

Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 


Monroe  introduces 
new  systems  for  business. 


For  almost  70  years,  Monroe  has  built  its 
reputation  by  building  products  that  solve 
tough  business  problems.  Now,  as  one  of  the 
Litton  high  technology  companies,  we're  in- 
troducing business  systems  that  will  make 
your  business  more  profitable  and  easier  to 
manage. 

The  most  sophisticated  microcomputers 
ever  designed  for  business  or  education,  with 
performance  comparable  to  computers  that 
cost  2  to  4  times  as  much.  But  even  a  begin- 
ner can  use  them. 

A  new  line  of  printing  calculators  engi- 
neered for  business  use.  But  priced  compet- 
itively with  calculators  that  aren't  as  accurate 
and  won't  last  as  long. 

A  new  plain-paper  copier  so  reliable  that 
it  can  outperform  every  leading  copier  in  its 
class. 

But  unlike  other  companies  that  offer 
advanced  technology,  Monroe  also  offers  an 
old-fashioned  way  of  doing  business:  a  System 


of  single-source,  total  responsibility  to  our 
customers.  We  call  it  The  Monroe  System. 

In  The  Monroe  System,  you  don't  deal 
with  middlemen  of  any  sort.  You  deal  direct] 
with  us  for  hardware,  software,  service  ant 
supplies. 

When  you  buy  a  Monroe  product,  we 
deliver  it,  install  it  properly  and  train,  your 
people  to  use  it. 

If  something  does  go  wrong,  we  don't 
make  excuses.  We  make  it  right.  We  have 
over  350  branch  offices  to  provide  fast  ser- 
vice and  support,  in  your  office .  Time  is 
money.  And  downtime  is  money  down  the 
drain.  The  Monroe  System  doesn't  compoun 
your  business  problems — it  solves  them. 

For  more  information,  call  Toll  Free 
800-526-7843  ext.  444  (in  New  Jersey: 
800-522-4503  ext.  444)  or  call  your  local 
Branch  Office.    .      _ .   

□  MONROE 

Litton  Systems  For  Business 


And  a  system  that 
makes  the  systems  work. 


ft  and  accept  it. 
THf HE  wfCTAT  MAKES 

™e  systems  work. 


The  new  calculators  for  people  who  never 
figured  they  could  afford  a  Monroe. 


Backed  by  The  Monroe  System.  The 
total  service  and  support  system  Monroe 
customers  have  always  counted  on. 

The  only  calculators  Monroe  makes  are 


you  to  use  it 


r  commitment  is  to  single 
^urce.totairespons^intf" 
We  provlde  computers,  copers 

lui  differences  to  increase  your 
productivity.  Y 

We  help  you  select  the  product 
you  need,  install  it  and  tram 


ultra-reliable  calculators  for  business  use. 
Our  newest  printing  calculators,  the  2700 
series,  are  priced  as  much  as  40%  below  th 
models  they  are  replacing.  That  makes  thei 
competitive  with  calculators  with  fewer  fea- 
tures and  less  functionality. 

The  2700  series  is  built  solidly  in  the 
Monroe  traditionL  with  a  printing  head  that 

lasts  twice  as  long 
as  others.  A  new 
THE  MONROE  SYSTEM  keyboard,  with 

\  Monroe-designed 
W  and  -manufactured 
keyswitches,  that 
lasts  three  times  as 
long.  And  we  back 
them  with  a  warrant] 
that's  four  times  as  lo 
as  most  competitors 
full  year,  instead  of  9( 
days). 

All  this  for  about 
the  price  of  calculators 
that  just  don't  add  up 
And  they  don't  have  Th 
Monroe  System  to  back 
them  up.  They  don't 
have  our  experience  am 
they  don't  offer  our  service.  Anyway  you 
figure  it,  you  come  out  ahead  with  Monroe 

m  MONROI 

Litton  Systems  For  Busind 


rglAONBOt^ 


your  office. 


We  solve  any  problems  quickly 
and  courteously .  in  your  office 
lotal  Responsibility  -  we  seek 
it  and  accept  it. 


ACTUAL  SIZE:  9W  W  x  1 W  D  x  3M>"  H 


_L  FREE 


800-526-7843  EXT.  44 

(IN  NEW  JERSEY  800-522-4503  EXT  444) 
OR  CALL  YOUR  LOCAL  MONROE  BRANCH  OFFICE 


'he  new  Monroe  plain-paper  copier:  reliability 
I    no  other  leading  copier  can  duplicate. 


acked  by  The  Monroe  System.  The 
*anch  office  service  and  support 
^twork  no  copier  company  can  copy. 

Only  the  most  reliable  copier  in  its  class 
reliable  enough  to  be  called  a  Monroe.  The 
L-612  has  a  short,  straight  paper  path  that 
rtually  eliminates  jams.  A  selenium  drum 
id  a  Dry  Toner  System  that  produce  uni- 
rmly  excellent  copies,  first  to  last,  at  an 
[ceptionally  low  cost  per 
>py.  And  an  advanced 
icroprocessor  for  reliabil- 
1  and  ease  of  use. 

The  Monroe  copier  is  fast 
-your  first  copy  appears  in 
.5  seconds  and  others  follow 
sthe  rate  of  12  a  minute.  The 
onroe  copier  is  versatile — you 
p  copy  from  books  or  three- 
tnensional  objects,  on  any  kind 
paper,  on  both  sides,  from  state- 
ents  to  legal-size  documents. 
ie  Monroe  copier  is  portable  and 
brdable. 

And  it's  an  integral  part  of  The 
onroe  System.  A  350-branch  office 
rvice/ support  network  no  copier 
impany  can  copy.  When  you  need  us, 


we'll  be  there  in  your  office  to  solve  your 
problem.  It  is  that  kind  of  reliability  that 
has  set  Monroe  apart  for  almost  70  years. 

□  MONROE 

Litton  Systems  For  Business 
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□  MONROE 


III 


RL-612 


30-526-7843  EXT.  444 

(IN  NEW  JERSEY.  800- b22  4503  EXT  444) 
OR  CALL  YOUR  LOCAL  MONROE  BRANCH  OFFICE 


Monroe's  new  business  microcomputers. 
More  brain  power.  Fewer  headaches. 


Backed  by  The  Monroe  System. 
The  total  service  and  support  system 
you  don't  get  with  any  other  micro- 
computer. 

Monroe's  new  microcomputers  are  the 
most  sophisticated  ever  designed  for  busi- 
ness. If  that  statement 
intimidates  you,  relax. 
You'll  be  using  them 
productively  in  just  a 
few  hours.  Monroe's 
new  microcomputers 
are  downright  friendly. 
They're  simple  to  use 
and  easy  to  live  with 
because  Monroe  takes 
care  of  all  the  important 
details  for  you.  Even  if 
you  buy  only  one  comput- 
er from  us. 

A  business  computer 
that's  more  businesslike. 

If  you  know  how  to  use  a 
typewriter,  you  can  use  the 
most  versatile  business  microcomputer 
ever  made.  The  new  Monroe  OC  8820 
is  built  to  be  a  full-time  occupational 


computer.  The  unique  Monroe  Operating 
System  makes  it  a  multi /tasking  computer. 
That  means  it  can  print  invoices,  enter 


CALL  TOLL  FREE 


800-526  7843  EXT.  444 

(IN  NEW  JERSEY:  800-522-4503  EXT.  444) 
OR  CALL  YOUR  LOCAL  MONROE  BRANCH  OFFICE. 


ceivables  and  communicate  with  other 
>mputers,  simultaneously.  Most  micro- 
>mputers  do  only  one  job  at  a  time.  And 
e  OC  8820  has  twice  the  memory  of 
ost  other  micros— 128KB  RAM  and  a 
lilt-in,  double-density,  dual-disc  system 
ith  640KB. 

3ftware  that  works  harder  for  you. 

Tien  you  get  a  Monroe  computer,  you 
it  software  that's  the  result  of  years  of 
isiness-to-business  experience.  The 
>werful  Monroe  Operating  System 
tables  us  to  oiler  enhanced  versions  of 


many  of  the  popular  business-oriented  ap- 
plication programs.  AJ1  Monroe  software 
has  been  written  to  help  the  beginning 
computer  user  step  comfortably  through 
the  learning  stage. 
The  System  makes  it  simple. 
You're  plugged  into  The  Monroe  System 
even  before  we  plug  in  your  Monroe  com- 
puter. We  provide  installation,  training  and 
fast  service  in  your  office.  The  Monroe 
System  maximizes  productivity  and  mini- 
mizes downtime.  That's  what  makes  our 
computers  easy  to  live  with. 


Make  The  System  work  for  you. 

You  can't  buy  Monroe  Business  Systems  in  any  store.  If  you  want 
The  Monroe  System  to  start  working  for  you,  simply  tell  us  that  you're 
interested.  For  more  information,  call  Toll  Free  800-526-7843  ext.  444 
(in  New  Jersey:  800-522-4503  ext.  444)  or  call  your  local  Branch  Office. 


There  are  350  Monroe  Branch  Offices — yours  is  only  a  phone  call  away. 


□  MONROE 

utton  Systems  For  Business 


Forbes 


When  Peter  Drucker  observes  some  of  to- 
day's mergers,  he's  reminded  of  the  German 
farmers  who  used  to  buy  grand  pianos  even 
though  they  couldn't  play  a  note. 

Why  some 
mergers  work  and 
many  more  don't 


T|  he  opposition  of  late  has  de- 
rived much  glee  from  the  busi- 
ness community's  lukewarm 
support  for  efforts  by  President  Rea- 
gan and  Paul  Volcker  to  bring  down 
inflation.  In  this  interview  Peter 
Drucker  explains  this  inconsistency 
on  the  part  of  businessmen.  Few  peo- 
ple can  bring  to  the  business  scene 
Peter  Drucker 's  sound  judgment  and 
broad  historical  perspective.  Expand- 
ing on  a  brief  article  he  recently  wrote 
for  the  Wall  Street  Journal,  the  noted 
author,  writer  and  teacher  tells  what  it 
takes  to  make  an  acquisition  that 
makes  sense — and  why  many  of  to- 
day's do  not.  He  was  interviewed  at  his 
home  in  Claremont,  Calif,  by  Associ- 
ate Editor  Subrata  N.  Chakravarty. 

)ou  hare  called  this  current  merger 
ware  an  inflation  wave  Meaning  '?' 
Druckeh  That  a  great  many  business- 
men in  this  country  do  not  believe 
that  the  inflation  will  come  to  an  end 
but,  on  the  contrary,  expect  it  to  ac- 
celerate. That's  what  this  merger 
wave  really  tells  us.  That's  why  it 
bothers  me.  Because  it  is  a  self-fulfill- 
ing prophecy.  Companies,  like  people, 
go  into  debt  to  buy  things  and  keep  on 
borrowing  at  20%.  We  become,  there- 
fore, dependent  on  continuing  infla- 
tion. The  borrowers  cannot  afford  a 
real  end  to  the  inflation.  Instead  of 
supporting  government  activities  to 
cut  inflation,  they  [businessmen]  are 
all  upset  by  it.  They  have  all  invested 
in  inflation  and  are  endangered  by 
monetary  stability. 

In  the  German  inflation  of  the 
1920s  there  was  one  moment,  in  Feb- 


ruary or  March  1923,  when  they  could 
have  stopped  it.  The  government 
called  a  meeting  in  Berlin  to  cut  off 
printing  money.  There  were  two  peo- 
ple against  the  cuts.  One  was  Konrad 
Adenauer,*  who  was  then  president  of 
the  Rhine  province  and  who  was 
afraid  there  would  be  four  weeks  of 
blood  in  the  streets.  The  other  one 
opposed  was  Hugo  Stinnes.  Stinnes, 
who  was  the  greatest  acquisitor  of  the 
time  and  had  become  Germany's 
dominant  industrialist,  argued  against 
stopping  the  presses,  saying  it  would 
bankrupt  half  of  German  industry. 
And  he  also,  like  any  fool,  promised 
that  one  could  have  a  soft  landing. 
Eight  months  later  they  had  a  very 
hard  landing,  by  which  time  money 
had  become  totally  worthless  and 
German  society  had  been  destroyed. 

All  of  the  German  industrialists 
were,  of  course,  for  stable  money  and 
railed  against  that  spendthrift  govern- 
ment. But  they  were  all  invested  and 
committed  to  perpetuating  it.  We  dis- 
regard that  lesson  at  our  peril. 

Are  you  saying  we're  in  the  first  stages 
of  hyperinflation? 

Drucker:  I  am  only  saying  that  we  are 
further  along  the  slippery  slope  than 
we  believe  and  that  there  is  less  will 
in  the  business  community  to  resist 
inflation.  We  want  a  soft  landing,  they 
say.  Believe  me,  it  doesn't  exist  in 
inflation.  This  merger  wave  is  a  dan- 
ger signal  and  should  be  taken  serious- 
ly as  such.  It  means  a  great  many 


'I'o.st-Vi'or/tl  War  II  Chancellor  oj  West  German)} 


people  say:  "Even  if  it  makes  no 
sense,  as  long  as  it's  property,  it's  pref- 
erable to  money."  You  know,  like  the 
German  farmers  buying  three  grand 
pianos  during  inflation.  They  couldn't 
play  the  pianos,  but  they  believed  the 
pianos  would  maintain  their  value. 

Do  acquisitions  never  make  sense? 
Drucker  I  distinguish  sharply  between 
[different  kinds  of]  acquisitions. 
Where  you  have  structural  changes, 
you  must  expect  the  industry  to 
change  and  then  you  need  merger  and 
acquisition.  The  present  is  a  time  of 
great  entrepreneurial  ferment,  where 
old  and  staid  institutions  suddenly 
have  to  become  very  limber.  In  buying 
Dean  Witter,  Sears  has  thought  it 
through  and  has  decided  that  the 
American  financial  system  is  going  to 
split  along  market  lines  and  that 
there's  going  to  be  a  distinct  and  sepa- 
rate consumer-finance  business. 

You  are  saying  that  even  if  the  Sears- 
Dean  Wilier  deal  doesn't  work  out  for 
Sears,  it  's  the  kind  of  merger  that  repre- 
sents a  sound  risk  Because  it's  an  effort 
by  Sears  to  respond  to  changes  in  its  basic 
market  It  isn't  a  purely  financial,  hence\ 
inflationary,  merger  Where  else  do  you  \ 
see  mergers  that  make  sense' 
Drucker:  Believe  me,  if  there  is  to  be 
an  automobile  industry  in  the  world 
in  ten  years,  it  will  have  perhaps  not 
mergers  but  what  the  Germans  call 
communities  of  interests,  a  polite 
word  for  officially  sanctioned  incest. 

No  more  than  eight  automobile 
companies  can  stand  by  themselves. 
If  there  are  that  many.  Now,  in  the 
world  market,  GM  is  one  and  Ford  is 
probably  one.  And  Fiat  is  almost  cer- 
tainly one.  And  Renault  is  French  gov- 
ernment and  so  will  be  maintained. 
And  maybe  two  of  the  Japanese,  may- 
be three.  But  that's  it.  Even  Mercedes 
probably  cannot  stand  alone. 

General  Motors  bought  5%  of  Su- 
zuki-in  total  violation  of  all  of  GM's 
sacred  laws.  GM  had  two  principles 
since  William  Durant  made  his  first 
acquisition  in  1908.  One  was,  "We 
only  buy  100%,  or  at  least,  we  buyl 
enough  to  have  control  if  the  laws! 
don't  permit  full  ownership."  And  the 
second  was,  "We'll  buy  an  automobile  g 
company  to  get  access  to  a  market." 

hi  Suzuki,  where  GM  bought  5%,  it  I 
violated  both  its  old  rules.  It  bought 
access  to  a  source,  not  a  market.  GMl 


is  looking  to  Suzuki  to  make  a  mini- 
car.  Suzuki  is  a  Japanese  company 
that  manufactures  largely  in  South- 
east Asia,  where  the  cheap  labor  is. 
But  GM  is  looking  even  more  to  the 
Suzuki  spare-parts  suppliers  who  are 
all  over  Southeast  Asia,  not  in  Japan. 

Why  does  CM  need  a  partner? 
Drucker:  Suzuki  probably  has  the  best 
network  of  cheap,  abundant  labor, 
parts  suppliers.  GM  is  talking  of  sell- 
ing 900,000  Suzuki  cars  a  year  in  the 
developed  world.  Designed  by  GM, 
made  by  Suzuki.  But  more  important, 
GM's  most  profitable  business  is  the 
parts  business.  GM  probably  makes 
three  times  the  profit  margin  on  after- 
market  parts  than  anything  else.  And 
that  is  a  business  that's  very  hard  to 
I  automate.  Suzuki  will  be  the  supplier 
;  network  [for  parts  GM  will  sell  at  a 
|  nice  profitj. 

For  GM,  a  company  that  hasn't 
been  able  to  make  a  move  since  1937, 
that  is  an  incredibly  agile  move. 

How  about  Da  Pont  buying  Conoco? 
Drucker:  I  think  it's  going  to  be  a  diffi- 
cult deal.  But  it  can  be  defended  be- 
cause Du  Pont  had  that  tremendous 
vulnerability.  Because  if  you're  the 
world's  leading  producer  of  petro- 
chemical fibers  and  you  have  no  pet- 
rochemical feedstock,  you  are  a  little 
naked.  But  I  am  quite  sure  that  every 
tune  this  came  up  in  the  Du  Pont 
executive  committee  somebody  said, 
"Antitrust  will  never  let  us  buy  a  pe- 
troleum company." 

And,  incidentally,  Antitrust  would 
never  have  let  them.  The  takeover 
attempts  changed  all  this.  Here  is 
poor  Conoco,  the  maiden  being  rav- 
ished by  those  horrrble  big  oil  compa- 
nies— and  Seagram.  When  St.  George 
appeared  and  slew  the  dragon,  that 
young  maiden  jumped  into  his  arms 
without  looking  at  him.  He  was  so 
much  better  than  the  dragon.  So,  sud- 
denly you  were  the  hero,  the  virtuous 
one.  Nearly  everybody  has  forgotten 
that  if  Du  Pont  had  tried  to  buy  an  oil 
company  a  few  weeks  earlier,  every- 
one would  have  screamed  "wicked 
monopolist."  So  then  Du  Pont 
thought:  We  move;  it's  the  only  move 
we  will  ever  be  allowed  to  make. 

Now,  that's  opportunistic,  but  op- 
portunistic on  the  basis  of  a  policy.  I 
am  not  enthusiastic  about  it,  but  I  can 
understand  it. 

Let's  take  a  rer\  different  case.  Alleghe- 
iiy  International  baying  Sunbeam 
Drinker:  I  have  serious  doubts  on  the 
jbasis  of  the  little  I  know.  This  is  the 
story  of  the  little  boy  in  the  chocolate 
store.  But  when  little  boys  of  eight 


years  get  a  very  bad  upset  stomach, 
they  are  all  right  again  in  24  hours.  It's 
not  that  easy  to  get  rid  of  an  appliance 
company  in  a  very  difficult  market.  I 
don't  see  a  thing  [these  two)  can  con- 
tribute [to  each  otherj. 

On  the  other  hand,  if  you  look  at 
SmithKline  and  Beckman  Instru- 
ments, this  I  can  see.  Here  is  a  com- 
pany, SmithKline,  that  has  an  inti- 
mate knowledge  of  the  distribution 
system  of  the  health  care  industry. 
But  m  health  care  the  play  is  moving 
from  pharmaceuticals  to  bioengmeer- 
mg,  biogenetics,  biophysics.  And  here 
is  Beckman,  rncreasingly  a  health  care 
instrumentation,  a  health  care  imple- 
mentation company  without  any  ex- 
pertise in  health  care.  If  I  am  Beck- 
man, I  see  that  if  I  do  not  get  access  to 
distribution  knowledge,  I  am  going  to 
be  pushed  out  of  the  market  by 
American  Hospital  Supply,  which  is 


integrating  back  into  manufacturing. 
So,  Beckman-SmithKline  may  make  a 
good  deal  of  sense. 

Okay,  so  there  are  opportunistic  merg- 
ers, useless  mergers  and  sensible  mergers. 
What  is  an  ideal  merger,  what  are  the 
basic  principles  involved  in  doing  the 
thing  rights 

Drucker  When  I  worked  for  an  invest- 
ment bank  during  the  merger  period 
of  the  Depression,  we  were  very  ac- 
tive m  mergers  and  acquisitions.  I  was 
working  with  old,  wise  people.  My 
senior  partner  was  in  his  70s,  from  an 
old  banking  family — 300  years  old — 
where  marriages  were  dynastic  af- 
fairs. The  old  man  always  said  to  me: 
"Mr.  Drucker,  you  are  starting  out 
with  the  financial  figures.  That's 
wrong:  One  ends  with  them.  You  are 
talking  of  a  marriage.  One  doesn't 
marry  a  girl  without  a  dowry.  But  one 


i'eter  Drucker  at  home  in  Clareniont,  Calif. 

"Believe  me,  a  soft  landing  doesnt  exist  in  inflation. 


first  investigates  her  ancestors.  First 
comes  the  ancestry.  Then  comes  the 
girl.  Finally,  the  dowry.  The  only 
thing  that's  negotiahle  is  the  dowry. 
Neither  the  ancestry  nor  the  girl  is 
negotiable.  They  have  to  be  right." 

And  that  is  the  way  one  looks  at  an 
acquisition.  If  you  look  at  the  people 
who  know  how  to  make  acquisitions, 
they  follow  that  rule. 

In  other  words,  when  you  look  for  a 
merger  you  don't  look  for  a  bargain,  you 
look  for  a  good  fit.  Tell  us  more. 
Drucker:  Take  Premier  Industrial  in 
Cleveland.  Here  is  a  company  with  a 
couple  hundred  million  dollars  in 
sales — and  most  of  it  is  acquisitions. 
Not  one  of  them  a  glamour  business. 
They  look  for  small  businesses  that 
have  done  well.  Then  they  study  the 
business  for  6  to  12  months  and  ask, 
"What  could  we  do  to  triple  it  ? "  Usual- 
ly they  look  for  businesses  that  are  run 
as  manufacturing  businesses,  but 
should  be  run  as  marketingbusinesses. 

And  then  Premier  goes  to  the  own- 
ers of  these  companies  with  a  plan 
and  says,  "Study  that.  Does  what  we 
propose  make  sense  to  you?  If  it 
makes  sense  to  you,  then  we  will  be 
willing  to  put  two  of  our  very  good 
people  into  your  company  at  our  ex- 
pense and  risk  for  six  months  to  see 
whether  this  plan  really  works.  At  the 
end  of  six  months,  if  we  both  think 
this  makes  sense,  but  only  if  you  in- 
vite us  to,  we  will  make  you  an  offer." 

Out  of  20  acquisitions  Premier  has 
made,  only  1  hasn't  worked;  the  aver- 
age for  other  people  is  maybe  1  out  of 
5 — 2  are  outright  disasters,  2  neither 
live  nor  die  and  1  works. 

How  does  Premier  price  these  deals  ' 
Drucker:  They  let  the  other  side  say, 
"This  is  what  we  think  is  fair."  Then 
they  improve  it.  They  say,  "You  want 
$8  a  share.  I  think  $8.50  is  appropri- 
ate." Because  they  say,  "After  all,  we 
are  going  to  live  with  those  people. 
They  must  feel  they  owe  us  some- 
thing." Some  of  those  sellers  say, 
"Look,  when  we  said  $8,  we  were 
ready  to  take  $6.50."  And  Premier 
says,  "But  that's  not  the  basis  on 
which  one  can  be  partners."  And  they 
have  not  lost  a  management  yet.  This 
rule  goes  back  to  J. P.  Morgan,  and  it's 
also  the  basis  on  which  GM  was  built. 

You  feel  strongly  that  U.S.  Steel  should 
not  have  tried  to  acquire  Marathon. 
Drucker.  What  sense  does  it  make  for 
U.S.  Steel?  I  am  not  saying  that  U.S. 
Steel  should  pour  a  great  deal  of  mon- 
ey into  refurbishing  old  steel  furnaces 
in  Pittsburgh.  That  makes  no  sense 
either.  I  think  the  day  of  the  huge 


integrated  steel  mill  is  gone.  It's  an 
obsolete  process,  basically.  But  what 
can  they  contribute  to  Marathon? 
What  can  Marathon  contribute  to 
them?  It's  a  purely  financial  calcula- 
tion. Marathon  looks  to  be  available 
for  very  much  less  than  value.  Now,  I 
am  an  old  financial  man  trained  as  an 
investment,  banker  many  years  ago, 
and  one  of  the  things  that  an  old,  wise 
boss  I  had  in  the  early  Thirties  ham- 
mered into  my  head  is  not  to  confuse 
book  value,  asset  value  and  replace- 
ment value. 

Now  essentially,  Marathon  is  avail- 
able at  a  fraction  of  book  value  and  a 
fraction  of  replacement  value.  But  as- 
set value?  That  you  only  know  when 
you  liquidate. 

How  can  buying  oil  in  the  groin  id  at 
far  below  today's  oil  price  be  a  mistake? 
Drucker:  Buying  oil  for  $6  a  barrel  by 
buying  Marathon  makes  sense  if  you 

This  merger  wave  is  a  dan- 
ger signal.  ...  It  means  a 
great  many  people  say: 
"Even  if  it  makes  no  sense, 
as  long  as  it's  property,  it's 
preferable  to  money." 

plan  to  liquidate.  Otherwise,  the  oil  is 
worthless  until  it's  out  of  the  ground. 
Until  you  bring  it  up  you  are  basically 
buying  property  for  appreciation. 
Maybe  it  makes  sense,  maybe  not.  It's 
a  gamble  on  tomorrow's  oil  prices  and 
oil  market.  Today  everybody  believes 
you  can  always  sell  oil.  But  whenever 
anybody  says  "forever"  in  economics 
you  know  that  he  is  wrong.  This  is 
just  a  short-term  speculation  on  oil- 
well  property  values,  and  it  may  be  an 
intelligent  one,  but  it's  purely  finan- 
cial. It  is  simply  a  flight  into  property, 
out  of  money. 

Now  there  are  two  reasons  why  this 
is  dangerous.  One,  if  the  inflation 
should  stop,  you  are  caught.  And  sec- 
ond, it  bleeds  you.  It  saps  you.  You're 
not  buying  them  as  businesses,  but  you 
will  have  to  run  them  as  businesses. 

One  of  your  acquisitions  rules  is  that 
with  an  acquisition  you  must  be  pre- 
pared to  supply  management  within  two 
years.  That's  a  headache,  isn't  it? 
Drucker:  It's  worse  than  a  headache. 
Three  out  of  four  managers  from  out- 
side do  not  prove  out,  partly  because 
there  is  such  a  thing  as  a  corporate 
culture.  I  don't  know  anybody  who 
could  leave  GE  and  be  really  successful 
at  Westinghouse. 

So  management  is  not  transferable? 


Drucker  The  fellow  who  believes  he  is 
tiansferable  is  guaranteed  to  come  a 
cropper.  The  fellow  who  says  "I  have 
to  learn"  has  a  chance. 

Irving  Shapiro  was  very  successful 
at  Du  Pont.  Once  at  a  meeting  I  heard 
him  say  that  the  one  asset  he  had  was 
that  he  knew  that  he  knew  nothing 
about  management  and  nothing  about 
business.  And  so  he  was  willing  to 
learn.  And,  also,  none  of  his  associates 
expected  him  to  know  much.  So  he 
could  say  to  them,  "Educate  me." 

But  you  take  a  great  risk.  And  if  on 
top  of  it  you  have  to  bring  in  an  out- 
sider of  whom  you  know  nothing.  .  .  . 
All  you  know  of  an  outsider  is  that  for 
some  reason  his  former  employer 
wants  to  get  rid  of  him.  The  rest  is 
creative  fiction.  Accept  it.  Resume 
writing.  Don't  even  talk  to  me  about 
the  death  of  the  short  story. 

Couldn't  you  look,  at  companies  like 
U.S.  Steel  and  Du  Pout  simply  as  inrestors 
in  Marathon  and  Conoco,  since  they 
don't  propose  to  try  to  manage  these 
acquisitions? 

Drucker:  Then  you'd  better  not  own 
100%.  If  you  buy  something  as  an 
investment,  you  have  to  be  able  to  sell 
it  again  when  it  is  no  longer  cheap. 
You  buy  it  for  capital  gains.  The  rule 
for  investment  is  that  you  must  al- 
ways be  able  to  get  out;  and,  therefore, 
there  must  be  an  outside  market.  The 
investor  was  probably  an  American  in- 
vention. The  Mellons  were  the  first 
systematic  ones  I  know,  in  the  1870s- 
80s.  They  grubstaked  a  lot  of  innova- 
tors, but  they  made  sure  that  60%  of 
the  stock  was  held  by  others.  If  you 
own  100%  of  a  company  it  owns  you. 

As'  many  executives  have  found  to  their 
regret — and  many  more  are  going  to. 
Too  few  of  them  make  the  distinction  you 
do  between  investing  in  a  business  and 
owning  a  business. 

Drucker:  If  they  are  real  businessmen 
they  made  the  distinction.  A  busi- 
nessman first  looks  at  a  business  to 
see  if  it's  the  right  business,  and  only 
after  that  does  he  look  at  the  price.  If 
it's  too  cheap  he  is  suspicious,  be- 
cause a  businessman  has  learned  that 
you  get  what  you  pay  for.  There  are  no 
bargains.  You  don't  buy  it  because  it's 
cheap.  You  buy  it  because  it  makes 
sense.  Either  there's  a  market  you 
want  to  be  in  or  a  technology  you 
want  to  be  in.  Or  there's  a  contribu- 
tion you  can  make  to  the  business 
because  you  see  that  the  good  people 
who  are  running  it  are  running  yester- 
day's business. 

Not  many  meet  these  tests. 
Drucker-  Not  nearly  enough.  ■ 


Do  you  dream  of  riches  and  envy  Charles 
Schwab's  new  millions?  Well  then,  open 
your  eyes  next  time  you  shop  at  K  mart, 
and  pluck  up  your  nerve. 


The  right  stuff 


By  John  Merwin 


Charles  Schwab,  44,  is  selling 
his  company  to  BankAmerica 
Corp.  for  $53  million.  On  his 
35%  ownership,  that  means  Schwab 
gets  $18.5  million  in  BofA  stock  for  a 
business  less  than  a  decade  old.  What 
blinding  insight  led  Schwab — a  Stan- 
ford M.B.A.  who  in  the  ear- 
ly Seventies  was  coming  off 
a  decade  of  only  so-so  per- 
formance as  an  investment 
manager — to  such  success? 
He  shopped  at  K  mart, 
which  once  had  been  an 
also-ran  five-and-dime  by 
the  name  of  Kresge's. 
Schwab,  operating  a  small 
San  Francisco  brokerage 
firm,  thought  it  over  and 
turned  his  problem  into  an 
opportunity. 

Wasn't  he  a  Kresge's — a 
small  five-and-dimer  trying 
to  be  all  things  to  all  people? 
Why  not  a  K  mart  in  the 
stock  brokerage  business? 
Drop  the  extras — research, 
three-piece  suits,  impres- 
sive offices  and  hand-hold- 
ing. Simply  execute  buys 
and  sells.  Discount  the 
price  and  drive  up  the  vol- 
ume, just  as  K  mart  was  do- 
ing with  bicycles  and  beach 
thongs. 

"Discounting  was  the 
cornerstone  of  that  strate- 
gy," Schwab  recalls,  "but 
other  strategies  accompa- 
nied it,  such  as  longer  hours 
and  other  sorts  of  market- 
ing efficiencies." 

In  1974  Charles  Schwab 
&  Co.  tried  discounting 
during  an  SEC-sponsored 
trial  period.  Schwab  reck- 


oned correctly  that  the  SEC  would 
like  what  it  saw  and  would  ban  fixed 
commissions.  It  did,  effective  May  1, 
1975,  or  as  they  call  it  on  Wall  Street, 
May  Day.  Full-line  firms  slashed  com- 
missions for  institutional  customers 
but  made  up  for  it  by  jacking  them  up 
for  individuals.  "That  left  the  little 
guy  out  in  the  cold,"  says  Schwab. 


Schwab  &  Cos  Charles  Schwab 

I'm  a  Kresge's,  he  thought,  and  became  a  K  mart 


Seizing  the  chance,  Schwab  made  his 
commission  cuts  permanent  and 
went  discount  for  good.  Schwab,  from 
his  one  office,  quickly  set  up  a  toll-free 
number  to  take  orders  nationwide,  a 
novelty  at  the  time. 

In  his  first  full  year  of  discounting, 
Schwab  drew  sales  of  about  $1.3  mil- 
lion. Last  fiscal  year,  ended  in  Sep- 
tember, the  company  passed  $41  mil- 
lion, and  Chuck  Schwab  figures  $60 
million  is  a  goal  that  is  easily  reacha- 
ble this  year. 

Will  tucking  Schwab  &  Co.  under 
the  wing  of  BofA  enhance  such  rapid 
growth?  Schwab,  sipping  coffee  in  his 
San  Francisco  office,  affects  noncha- 
lance about  the  big  merger.  "I'll  be 
delighted  if  the  regulatory  authorities 
approve  the  merger,"  he  says.  "But  if 
the  merger's  not  approved,  that's 
okay  too.  We'll  continue  our  40%  to 
60%  growth  for  the  next  three  to  five 
years." 

So  why  does  Schwab  need  BofA? 
The  reasons  most  people  call  obvious 
are:  BofA's  deep  pocket  to  fund  his 
fast-expanding  business,  and  the 
bank's  credibility  to  erase  consider- 
able customer  doubts  about  buying 
and  selling  through  a  "dis- 
count broker." 

But  Schwab,  the  entre- 
preneur somewhat  jealous 
of  giving  credit  to  a  big  or- 
ganization, is  impatient 
with  that  reasoning.  "It's 
true  that  the  image  of  dis- 
count anything  is  horrible," 
he  concedes,  "except  when 
you  get  to  the  magnitude  of 
K  mart.  We're  probably  ap- 
proaching that  now."  On 
the  financing  point,  he  says 
jauntily,  "If  the  BofA  deal 
hadn't  come  about,  we'd 
probably  have  gone  public 
within  a  year,  which  would 
have  upgraded  our  image." 

Why  is  Schwab  so  cocky? 
Because  he  looks  at  what  he 
has  to  offer  BofA,  which  is 
plenty.  If  Congress  decides 
to  allow  banks  back  into  in- 
vestment banking  activi- 
ties, then  presto,  BofA  has  a 
nationwide  distribution 
system  for  selling  stocks  or 
bonds.  Meanwhile  BofA 
can  steer  trades  from  its 
millions  of  customers  to 
Schwab,  and  collect  com- 
missions along  the  way. 

Perhaps  the  most  over- 
looked aspect  of  the 
Schwab-BofA  deal  is  this: 
Schwab's  youthful  army  of 
lightly  paid  brokers  merely 
executes  random  phone  or- 


dors.  There  is  no  face-to-face  dealing 
with  customers,  and  representatives 
don't  have  their  own  client  books.  So 
there's  no  threat  of  brokers'  walking 
away  with  the  clientele,  as  Schwab 
suspects  may  happen  in  the  Dean 
Witter-Sears  merger. 

What  is  Schwab's  next  move,  with 
or  without  a  partner-  He  wants  to 
offer  24-hour  brokerage  service.  (The 
company   already   takes   orders  by 


phone  until  midnight,  eastern  time.) 
"We  plan  to  open  offices  in  London. 
Hong  Kong,"  Schwab  explains,  "so 
our  customers  can  buy  stock  anytime 
and  anyplace,  24  hours  a  day  and  7 
days  a  week."  Schwab  also  foresees 
his  company — whether  as  part  of 
BofA  or  not— earning  fees  by  setting 
up  brokerage  offices  for  other  banks 
and  S&Ls,  lf'the  regulators  allow  it. 
Several  years  ago  Chuck  Schwab 


wrote  Sears  to  propose  opening 
Schwab  offices  in  Sears'  Allstate  loca- 
tions. "Thanks,  but  not  interested," 
Sears  wrote  back,  says  Schwab,  rel- 
ishing the  tale.  Last  year,  of  course, 
Sears  cut  a  quick  merger  deal  with 
Dean  Witter.  Perhaps  Chuck  Schwab 
was  early  with  the  idea,  but  now 
everyone  understands  where  that 
self-assurance — and  success — comes 
from.  ■ 


Discount  broker  Les  Quick  says,  "I've  been 
lucky. "  But  as  the  saying  goes:  Some  people 
make  their  own  luck. 


By  Richard  L.  Stern 


Next? 


AKE     THIS     MAN     AN  OFFER. 

Charles  Schwab  &.  Co.  is  get- 
i  ting  $53  million  from  Bank- 
America;  Fidelity,  the  second-largest 
discount  broker,  is  already  part  of  a 
financial  services  conglomerate.  Log- 
ic says  Quick  &  Reilly,  Inc. — the 
third-largest  discounter,  with  28 
branch  offices  from  New  York  to  Flor- 
ida and  in  the  Midwest — should  be 
next.  President  Leslie  Quick  Jr.,  55, 
says  he  certainly  would  not  be  averse 
to  an  offer  comparable  to  Schwab's — 5 
times  his  $10  million  book  value. 

Chuck  Schwab's  great  success  came 
from  turning  a  problem  into  an  oppor- 
tunity. So,  too,  with  Les  Quick,  a  na- 
tive New  Yorker  and  onetime  Forbes 
executive  who  holds  a  bachelor's  de- 


Quick  &  Reilly's  Leslie  Quick  Jr.  and  sou  Leslie  Quick  III 
"We  operate  this  place  like  a  family  candy  store." 


Ci-iDUCC    TAKTTTADV  IV     1  Ow  ~> 


gree  in  business  administration  from 
the  old  Pennsylvania  Military  College. 

In  May  1975,  when  fixed  commis- 
sion rates  disappeared,  Quick  feared 
for  the  life  of  his  four-person  broker- 
age firm.  One  bank  client  that  owed 
him  a  lot  of  business  said  it  would  pay 
only  50  cents  on  the  dollar.  "Hell," 
said  Quick,  "let's  give  everybody,  in- 
cluding the  public,  a  discount."  Q&R 
became  the  first  member  firm  of  the 
New  York  Stock  Exchange  to  dis- 
count to  the  public. 

Wall  Street  yelled  "Traitor"  and 
sneered  "Quick  and  Dirty."  There 
even  was  an  attempt  by  a  major  in- 
vestment banker  to  put  the  company 
out  of  business:  It  threatened  to  with- 
hold new  issues  from  a  brokerage  firm 
that  was  doing  the  back-office  work 
for  Q&R. 

Business  came  slowly.  Quick's 
partner,  Kevin  Reilly,  threw  up  his 
hands  and  left.  (Reilly,  who  owned 
42%  of  the  firm  and  would  now  be  a 
multimillionaire,  works  today  for  a 
Big  Board  specialist  firm.)  Then 
Quick  got  a  break — a  mention  on 
television  news.  Suddenly,  "People 
walked  in  with  shopping  bags  loaded 
with  stock  certificates."  Quick,  un- 
like Charles  Schwab  (see  p.  37 J, 
doesn't  talk  concepts  or  come  on 
cocky.  "I've  been  very  lucky,"  he 
says.  But,  as  they  say  in  sports,  he 
often  made  his  own  luck. 

He  was  offered  the  last  six  months 
of  the  lease  on  a  Palm  Beach  office 
another  brokerage  firm  was  closing. 
That's  how  he  discovered  what  other 
discounters  that  remained  small  nev- 
er learned.  "You  need  branch  offices. 
National  800  numbers  don't  bring  in 
very  big  business.  People  want  to  feel 
they  can  walk  right  in." 

Also,  Quick  knows — and  suspects 
that  potential  financial  services  con- 
glomerators  do  not  realize — that  you 
have  to  run  a  business.  "I  look  at 
every  bill,"  says  Quick.  "We  operate 
this  place  like  a  neighborhood  candy 
store  run  by  a  family."  Quick  &  Reilly 
is  run  by  a  family.  Sons  Leslie  IE,  29, 
and  Tom,  27,  are  both  vice  presidents. 
Quick  hopes  he  can  get  all  his  five 
younger  children  interested  in  the 
business.  He  has  given  the  children 
42%  ownership  (the  Quicks  control 
80%  of  the  stock)  and  rewarded  oth- 
ers who  have  stuck  with  him.  Arlene 
Fryer,  his  former  secretary  who  now 
is  a  vice  president,  owns  1%  of  the 
company. 

His  business  continues  to  explode. 
New  accounts  at  Q&R,  which  earns 
30%  on  revenues,  were  up  105%  in 
1980  and  35%  in  1981,  despite  slower 
markets.  Quick  thinks  that  retail  dis- 
counters will  be  able  to  increase  their 


8%  share  of  the  business  to  15%  in 
the  next  few  years. 

When  the  Securities  Industry  Asso- 
ciation held  its  convention  in  Boca 
Raton,  Fla.  last  month,  there  was  Les 
Quick's  65-foot  double-masted  schoo- 
ner riding  high  among  the  best  The 
Street  had  to  offer.  There  is  also  an 
amphibious  Cessna  to  whisk  him  be- 


tween offices.  There  also  are  all  those 
problems  of  the  rich:  He  will  spend 
most  of  this  year  at  his  apartment  in 
Palm  Beach,  where  there's  no  state 
tax.  He  claims  he  will  miss  his  palatial 
digs  on  the  north  shore  of  Long  Island. 
"But  when  you  get  rich,"  he  sighs, 
"you've  got  to  figure  out  where  you're 
going  to  die."  ■ 


The  sound  from  MGM  is  not  the  lion's  roar 
but  the  rattle  of  Kirk  Kerkorians  dice. 


Kirk's  biggest 
gamble 


By  John  Merwin 


What  are  MGM  Film  Co.  and 
its  majority  stockholder, 
Kirk  Kerkorian,  up  to?  While 
most  major  film  companies  and  inde- 
pendent producers  are  retrenching  in 
Hollywood,  MGM  Film  Co.  is  loosing 
a  flood  of  movies.  MGM  and  its  Unit- 
ed Artists  subsidiary  plan  to  put  25 
movies  into  the  market  this  year,  at 
least  25%  of  the  industry's  total  film 
investment  in  1982. 

You  would  think  MGM  was  rolling 
in  money,  but  it's  not.  The  company 
is  carrying  about  $700  million  in  debt 
against  shareholder  equity  of  only 
$279  million.  Perhaps  two-thirds  of 
that  debt  is  tied  to  the  prime,  and  the 
company,  so  far,  has  been  unable  to 
refinance  at  lower,  long-term  rates. 

Behind  MGM's  gamble  is  the  tall, 
wavy-haired,  64-year-old  Kerkorian,  a 
somewhat  controversial  but  undeni- 
ably brilliant  financier  who  avoids 
publicity  but  nevertheless  attracts  it. 
Kerkorian  bought  control  of  MGM  in 
the  early  Seventies,  slashed  film  out- 
put and  moved  the  company  into  Las 
Vegas  gambling  casinos. 

Last  year  he  split  film  and  gambling 
divisions  into  separate  companies  and 
now  owns  54%  of  the  film  company's 
stock.  Kerkorian  poured  in  more 
money  in  1981— when  MGM  Film 
was  having  difficulties  floating  a 
stock  issue — by  buying  $100  million 


Kirk  Kerkorian 

A  lot  at  stake  in  a  lot  of  movies. 


worth  of  new  MGM  shares  to  help 
pay  the  $380  million  purchase  price  of 
United  Artists. 

Where  did  he  get  all  that  cash- 
MGM's  proxy  statement  points  out 
that  Kerkorian  has  pledged  all  of  his 
MGM  shares  as  collateral  for  bank 
loans,  a  classic  maneuver  for  Kerkor- 
ian, who  has  used  leverage  before  in 
making  successive  fortunes  in  air- 
lines, gambling  and  movie  companies. 
Bank  of  America  has  backed  him  for 
years,  and  likely  is  his  principal  lender 
in  his  current  play. 


Mercedes-Benz  unleashes  two  more 
high-performance  Turbodiesels. 


The  300  D  Sedan  and  300  CD  Coupe  now  generate  45  percent  more  power- a  smooth,  hushed, 
turbinelike  flow  of  power-but  generate  no  extra  thirst  for  fuel.  And  the  only  diesels 
that  rival  their  performance  are  the  two  other  Turbodiesels  from  Mercedes-Benz. 


The  17-pound  object  in 
f}   this  man's  hand  adds  no 
^      noise,  needs  no  upkeep, 
%        runs  on  nothing  but 

o    exhaust  gas  and  air-  and 
has  just  helped  turn  the 
Mercedes-Benz  300  D 
^  Sedan  and  300  CD  Coupe 
into  two  of  the  most 
nt  diesels  ever  built  for  sale, 
is  a  turbocharger,  the  mechan- 
leart  of  an  advanced  power  sys- 
that  Mercedes-Benz  pioneered 
has  since  proven  in  its  300  SD 
an  and  300  TD  Station  Wagon: 
ingenious  interlocking  of  tur- 
and  diesel  technologies,  the 
>odiesel. 

Head  for  the  hills 

ie  Turbodiesel  idea  is  no  longer 
or  exclusive  to  Mercedes-Benz. 
cedes-Benz  Turbodiesels  simply 
>ower  every  other  diesel  auto- 
ile,  turbocharged  or  otherwise, 
you  can  buy  today. 
)u  are  thrust  away  from  stop- 
s  and  down  the  road  with  sud- 
new  velocity,  backed  by 
fercent  more  horsepower  and 
rcent  more  torque, 
m  can  pull  out  and  flash  past 
er  vehicles.  You  feel  no  lag  on 
.  Throttle  response  even  in  the 
die  speed  range  is  crisp, 
te  car  meanwhile  burns  less  fuel 
a  normal  five-cylinder 
:edes-Benz  diesel.  It  is  docile 
re  other  performance  cars  (and 
y  of  today's  gasoline-powered 
can  be  balky.  It  doesn't  smoke 
tramp  steamer  as  it  climbs  long 
es.  On  frigid  mornings  it  can 
!ip  in  seconds.  It  never  needs 
a  conventional  tune-up. 
y^ou  termed  this  the  most 
;htened  form  of  automotive 
2r  for  the  eighties,  Mercedes- 
:  would  not  strongly  disagree. 

Oil-cooled  pistons 

Turbodiesel  form,  nearly 
Df  the  renowned  five-cylinder 


Mercedes-Benz  diesel  engine's  key 
internal  components  are  replaced  by 
new  and  more  rugged  parts. 


300  CD 


$31,541* 


Deep  in  the  base  of  the  engine 
block,  a  series  of  tiny  nozzles  sprays 
jets  of  oil  into  the  pistons  to  help  cool 
them  as  they  work. 

Not  even  the  Turbodiesel's  trans- 
mission is  the  same.  It  is  a  compact 
four-speed  hydraulic  wizard  of  an 
automatic,  a  torque  converter  device 
so  quick  that  it  can  shift  gears  in 
l/10th  of  a  second,  so  smooth  that 
many  shifts  are  imperceptible. 

45  percent  more  pleasurable 

The  300  D  Sedan  is  not  the  largest 
or  the  costliest  Mercedes-Benz  Tur- 
bodiesel, but  its  superb  new  ratio  of 
power  to  weight  makes  it  close  to  the 
quickest.  Imagine  the  effect  on  a 
3585-lb  automobile  of  45  percent 


more  power- paid  for  with  less  than 
five  percent  more  weight. 

Imagine  the  effect  of  this  extra 
performance  on  a  nimble-handling 
car  already  second  to  no  sedan,  for- 
eign or  domestic,  in  roadholding 
prowess. 

The  300  D  remains  at  the  same 
time  an  ideal  family  automobile, 
conveying  five  adults  within  one  of 
the  more  intelligently  designed  and 
appointed  cabins  on  wheels.  Almost 
every  reasonable  amenity  already 
exists  in  the  300  D- without  con- 
sulting an  option  list. 

Turbodiesel  performance  in  the 
300  CD  Coupe  is  icing  on  a  rich  cake. 
With  its  two-plus-two  coupe  format 
and  its  pronounced  sporting  flavor, 
the  300  CD  already  ranked  as  an 
exotic  Mercedes-Benz.  But  no  mere 
boulevardier:  a  taut  106.7-inch 
wheelbase  and  precise  reflexes  help 
this  suave  machine  to  excel  in  hard, 
sustained,  nip-and-tuck  driving. 

These  two  models  fit  into  the 
Mercedes-Benz  Turbodiesel  price 
range  just  below  the  300  TD  Station 
,  Wagon,  which  in  turn  stands  below 
the  300  SD  Sedan.  Sumptuously 
spacious,  almost  eerily  quiet-run- 
ning, clad  in  its  aerodynamically  ad- 
vanced body,  that  remarkable  auto- 
mobile occupies  the  summit  of 
modern  diesel  passenger  car  design. 

But  all  four  Mercedes-Benz 
Turbodiesels  advance  the  science 
of  the  automobile,  by  providing 
performance  levels  that  so  many 
Americans  preter-and  the  efficiency 
that  today's  world  demands. 

Approximate  suggested  advertised 
delivered  price  at  port  of  entry 

1981  Mercedes-Benz  N.A.,  Inc.,  Montvale,  N.J. 


Engineered  like  no  other 
car  in  the  world 


Kerkorian's  goal,  as  perceived  from 
the  speculations  of  associates  and 
movie  industry  analysts,  is  "to  be  the 
biggest  supplier  in  the  film  industry," 
says  one  observer,  who  adds  this  un- 
derstatement: "He's  not  a  conserva- 
tive guy." 

"Kirk  now  sees  the  value  of  film 
libraries,  like  those  of  MGM  and 
United  Artists,  which  together  own 
4,000  titles,"  says  an  associate.  "He 
knows  what  they're  worth — films 
like  Gone  With  the  Wind,  The  Wizard  of 
Oz  and  the  James  Bond  adventures." 
Observes  Crowell,  Weedon  analyst 
Arthur  Rockwell:  "MGM  has  been 
profitable  for  the  last  ten  years  not 
because  of  (Chairman]  Frank  Rosen- 
felt's  films,  but  because  of  the  film 
library." 

A  film  library  needs  replenishing, 
however,  with  big  new  hits  that  can 
draw  top  dollars  from  network  televi- 
sion, pay-TV  and  the  envisioned  mar- 
ket among  home  cassette  operators. 
That  explains  why  MGM  is  paying 
production  mogul  David  Begelman 
$250,000  a  year,  plus  5%  of  film  prof- 
its. Begelman,  while  at  Columbia, 


produced  such  winners  as  Close  En- 
counters of  the  Third  Kind  and  The  Deep . 

MGM,  however,  has  been  without  a 
blockbuster  for  the  last  five  years. 
Ominously,  early  box-office  reception 
for  MGM's  fall  and  Christmas  re- 
leases— Pennies  from  Heaven,  Buddy 
Buddy  and  Whose  Life  Is  It  Anyway? — 
has  ranged  from  fair  to  disastrous. 

Is  Kerkorian  about  to  lose  his  big- 
gest gamble?  The  game  isn't  over  yet. 
Cautions  a  Kerkorian  associate,  "Re- 
member, MGM's  new  management 
hasn't  really  had  a  decent  chance  to 
show  its  stuff." 

The  company  does  have  some 
things  going  for  it.  Although  the  mar- 
ket is  currently  flooded  with  films, 
the  glut  should  abate  by  next  year  and 
MGM  should  have  less  competition. 
That  could  translate  into  better  box 
office.  And  better  deals  from  theater 
owners  and  networks. 

Also,  and  perhaps  most  significant, 
with  the  United  Artists  merger  MGM 
will  be  back  in  the  film  distribution 
business  instead  of  releasing  its  films 
through  other  distributors.  If  25  cents 
of  each  box-office  dollar  goes  to  the 


filmmaking  company,  another  25 
cents  flows  to  the  distributor — the 
company  bearing  the  expense  of 
prints  and  massive  promotion  costs. 
For  the  last  eight  years  MGM  had 
been  paying  United  Artists  for  distri- 
bution. The  only  real  question  is:  Will 
Kerkorian's  new  films  make  it  with 
the  public;  will  the  rash  of  films  being 
released  yield  the  couple  of  blockbust- 
ers he  needs? 

The  answer  is:  They  had  better. 
Crowell,  Weedon  analyst  Rockwell  es- 
timates that  interest  costs  will  be 
around  $60  million  this  year,  almost  3 
times  198 l's  net  of  $23  million. 

Kerkorian  is  a  celebrated  high  roll- 
er. In  the  last  25  years  he  has  made 
money  in  Trans  International  Air- 
lines, Las  Vegas  gambling,  MGM  and 
Columbia  Pictures  stock,  and  sur- 
vived a  period  of  liquidity  pinch  in  the 
early  Seventies,  when  it  looked  as 
though  he  might  lose  his  financial 
empire.  But  these  times  of  volatile 
interest  rates  are  hard  on  high  rollers. 
If  the  box  office  comes  up  snake  eyes 
for  MGM's  new  films,  it  could  be  the 
year  Kerkorian  craps  out.  ■ 


Once  they  have  shown  the  Poles  who's  boss,  the  Soviets  hope  to 
involve  the  West  in  rescuing  the  Polish  economy.  Should  we? 


Be  my  guest . . . 


By  Geoffrey  Smith 
and  Barbara  Rudolph 

T|he  shrewdest  element  in 
President  Reagan's  strong 
warning  to  the  governments  of 
Poland  and  the  Soviet  Union  on  Dec. 
23  was  his  announcement  that  the 
Export-Import  Bank  credit  insurance 
to  Poland  had  been  halted.  Within 
hours  the  Russian  press  was  loudly 
protesting  what  they  described  as  the 
beginning  of  "economic  sanctions" 
against  Poland  by  the  U.S.  There's  no 
mystery  why  the  Russians  are 
alarmed:  They  can  ill  afford  to  fill  the 


breach  of  lost  Western  loans  with  So- 
viet money. 

In  just  the  past  16  months  since 
Solidarity  raised  its  banner  the  Sovi- 
ets have  given  the  Poles  some  $5  bil- 
lion in  subsidies.  That  makes  Poland  a 
greater  drain  on  the  already  troubled 
Russian  economy  than  Cuba,  which 
gets  about  $3  billion  a  year  in  Soviet 
subsidies. 

But  there's  a  more  important  rea- 
son the  Soviet  Union  doesn't  want  to 
continue  pumping  money  into  the 
Polish  economy.  There  has  been  a 
fundamental  change  in  the  reverse  co- 
lonial relationship  that  so  long  charac- 


terized Russia  and  her  East  European 
satellites,  whereby  Russia  sent  them 
raw  materials  and  got  back  finished 
goods.  Put  bluntly,  having  exploited 
the  East  Europeans  for  years,  the  Rus- 
sians have  finally  outgrown  the  need 
for  them  economically.  Listen,  for  ex- 
ample, to  James  Sutterlin,  a  Sovietolo- 
gist who  is  director  of  political  affairs 
for  the  U.N.'s  Secretariat:  "The  Soviet 
Union  used  to  be  badly  in  need  of  the 
superior  products  that  came  from 
Eastern  Europe.  But  now  the  Soviets 
are  producing  goods  of  comparable 
quality — particularly  in  electrical 
equipment,  heavy  machinery  and  rail- 


roads.  And  the  oil  they  ship  to  the 
East  bloc  must  be  a  great  loss  to  them. 
The  Soviets  could  sell  it  for  far  more 
in  the  West."  That  may  explain  why 
Poland  and  prosperous  Hungary  could 
apply  for  membership  in  the  Interna- 
tional Monetary  Fund. 

Already  the  numbers  are  beginning 
to  tell  the  story:  In  just  the  past  sever- 
al years,  Russia's  positive  trade  bal- 
ance with  East  bloc  nations  has  more 
than  tripled,  to  an  estimated  $8  bil- 
lion, while  Soviet  imports  from  the 
satellites  have  plateaued  at  about  $32 
billion.  So,  if  the  IMF  is  willing  to  bail 
out  Poland,  the  Soviets  will  be  happy 
to  go  along.  They  may  need  Poland 
politically;  economically  it  is  just  a 
nuisance. 

But  even  if  the  West  and  the  IMF 
agree  to  step  in,  a  problem  remains, 
points  out  Jerry  Flint,  Forbes  Wash- 


ington bureau  manager:  Unless  the 
Polish  army  can  find  ways  to  placate 
the  populace,  economic  recovery, 
with  or  without  the  IMF,  would  be 
impossible. 

"When  I  was  a  prisoner  of  the  SS  in 
Germany  we  were  repairing  locomo- 
tives— and  then  loading  sand  into  the 
bearings.  We  destroyed  30  locomo- 
tives," recalls  Stanislaw  Wasowski, 
professor  at  the  foreign  service  school 
at  Georgetown  University  in  Wash- 
ington. Passive  resistance.  The  Poles 
have  long  experience  at  it. 

The  Soviets  understand  that  the 
Polish  army  cannot  use  terror  on  a 
large  scale  to  break  this  passive  resis- 
tance. Short  of  a  bloody  and  probably 
futile  Soviet  invasion,  what  next? 
Most  likely,  Wasowski  thinks  the  Pol- 
ish army  will  try  to  sponsor  a  com- 
pany union,  a  quisling  Solidarity.  The 
junta  has  already  hinted  at  this,  re- 


leasing some  former  union  leaders  and 
announcing  that  it  will  recognize  Soli- 
darity and  work  out  new  agreements. 
But  it's  doubtful  that  Poles  would  co- 
operate. 

Finally,  s.ays  Wasowski,  the  junta, 
in  an  effort  to  restore  the  economy, 
might  back  down  and  release  the 
union  leaders  and  negotiate  some  po- 
litical settlement. 

Whatever  happens,  the  Soviet  goal 
is  clear:  to  bring  Poland  back  under  a 
modicum  of  political  and  military 
control  and  then  hand  its  economic 
problems  to  the  West.  Properly  han- 
dled this  could  be  an  opportunity  to 
bring  the  frightening  Polish  crisis  to  a 
peaceful  end,  satisfying  both  Russian 
paranoia  and  Polish  yearning  for  more 
freedom  in  their  lives  and  more  meat 
on  their  tables.  And,  in  the  long  run, 
serving  the  interests  of  the  West  as 
well.  ■ 


I'olish  sleelworkers  Striking  the 
I  lata  works  outside  of  Warsaw  in 
the  first  flush  of  Solidarity's  power 
(above)  and  shipyard  workers  ral- 
lying around  tlx'  Pope's  words  in 
Gdansk  last  mouth  as  the  military 
cracked  down  (below) 

If  order  can  be  restored,  can 
the  IMF  use  a  rollover  of  Pol- 
ish debt  as  a  pretext  for  re- 
structuring the  country's 
economy  toward  the  West? 
Says  Roger  Shields,  an  inter- 
national economist  with 
Chemical  Bank:  "The  IMF  will 
bring  Poland  more  into  the 
world  economy.  Far  from  be- 
ing discouraging,  the  Soviets 
have  said  to  other  East  bloc 
countries:  'Look  at  Hungary. 
They're  doing  it.'  The  one 
thing  the  Soviets  are  not  say- 
ing is,  'Okay,  you've  been  sold 
a  bill  of  goods  by  the  West. 
Come  back.'  " 
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Change 
the  shape  of 
change. 

The  history  of  business  is  the  history  of  change. 
Now,  from  the  Bell  System,  a  tool  designed  to  alter  the  nature  of 
business  by  letting  you  change  the  shape  of  change. 


Dimension"  PBX  creates  new  communications  possibilities  for  an 
endless  variety  of  businesses,  by  providing  each  with  its  own  electronic  private 
branch  exchange.  Bell's  Horizon"  communications  system  offers  the  same  flexibility 
to  smaller  businesses. 

These  innovative  systems  from  Bell  break  with  the  past  by  bringing  the 
latest  in  advanced  communications  to  a  new  world  of  critical  applications— from 
reviewing  the  diets  and  health  records  of  hospital  patients  to  monitoring  room 
status  in  hotels  to  implementing  energy  management  programs  in  large  buildings. 

Each  system's  electronic  features  can  be  changed  by  you  in  seconds  to 
meet  your  changing  needs,  and  those  of  a  changing  technology. 

4^^h  Your  Bell  Account  Executive,  an  industry  specialist,  is  ready  now  to 
discuss  the  application  that  meets  your  unique  needs. 

Put  our  knowledge  to  work  for  your  business. 


The  knowledge  business 

® 


Like  a  Tom  Swift  series,  the  big  national 
bookstore  chains  keep  growing  and  grow- 
ing. But  the  business  is  getting  crowded. 

Dalton,  Walden 
and  the  amazing 
money  machine 


By  Jeff  Blyskal 

T|  he  people  who  ran  bookstores 
used  to  be  far  more  comfortable 
reading  Chekhov  or  Dostoevski 
,  than  their  own  balance  sheets.  By  and 
i  large,  big  business  left  the  field  to  the 
i  bibliophiles.  Then,  15  years  ago,  ex- 
ecutives at  Dayton-Hudson,  the  smart 
Minneapolis-based   retailer,    saw  a 
tempting  mass  market:  Americans 
were  becoming  better  educated  and 
more  affluent,   and  the  increasing 
number  of  shopping  centers  provided 
j  the  perfect  setting  for  a  national  book- 
store chain  to  capture  some  of  those 
new  discretionary  income  dollars. 

Dayton-Hudson   launched   its  B. 
Dalton  Bookseller  subsidiary  to  fill 


the  vacuum.  Soon,  Los  Angeles-based 
Carter  Hawley  Hale  also  saw  potential 
for  profit  in  volumes  and  quickly  be- 
gan expanding  its  small,  newly  ac- 
quired Waldenbooks  division.  Today, 
with  Dalton's  575  stores  and  Wal- 
den's  750  outlets,  these  two  chains 
are  by  far  the  biggest  book  retailers  in 
the  country.  The  profits  make  pleas- 
ant reading,  too,  accounting  for  nearly 
10%  of  operating  income  at  Dayton- 
Hudson  and  close  to  20%  at  Carter 
Hawley  Hale. 

Not  surprisingly,  both  chains  have 
big  expansion  plans.  Dalton  is  spend- 
ing $300  million  to  add  556  more 
stores  by  1987,  while  Waldenbooks 
expects  to  continue  opening  80  to  90 
new  stores  annually  for  the  next  sev- 


eral years.  There  is  good  reason  for 
such  optimism.  Books  are  enjoying 
what  the  marketers  sing  about  as 
"democratization"  and  the  purists  de- 
plore as  vulgarization.  To  be  blunt 
about  it,  books  are  no  longer  bought 
just  to  be  read  but,  like  any  other 
consumer  item,  to  be  owned,  to  be 
looked  at,  to  be  given  as  presents.  Not 
surprisingly,  picture  books,  sex  books 
and  cookbooks  are  major  products.  In 
an  age  of  cable  television  and  video 
cassettes,  people  may  not  necessarily 
be  spending  more  time  reading  books, 
but  they  are  spending  more  money 
buying  books. 

But  because  the  business  is  growing 
from  such  a  tiny  base,  Americans  still 
spend  only  $26  a  year  per  capita  on 
books.  That's  less  than  they  spend  on 
movie  and  sporting  event  tickets.  "A 
popular  record  album — essentially  a 
$10  item — can  sell  7  million  copies  in 
a  few  months,  while  a  comparable 
book  will  sell  a  few  hundred  thou- 
sand," says  Paul  Ohran,  president  of 
New  York's  30-store  Brentano's 
chain.  "I  believe  the  book  business 
can  sell  millions." 

But  what  should  be  and  what  is  are 
two  different  things.  According  to  the 
latest  estimates  by  John  Dessauer  for 
the  Book  Industry  Study  Group,  the 
$5.5  billion  customers  spent  for  books 
last  year  will  grow  to  $10  billion  by 
1985.  But  more  than  half  of  that 
growth  will  result  from  higher  prices. 
Even  Dessauer  admits  he  expects  "re- 
spectable growth,  but  obviously  not 
an  explosion."  That  means,  with  their 
present  zealous  expansion  plans,  Dal- 
ton and  Walden  may  be  bumping  into 
each  other  more  frequently  in  the 
years  to  come. 

At  the  moment,  Dayton-Hudson's 
Dalton  chain  looks  like  the  leader  in  the 
fight.  Each  chain  had  roughly  $250 
million  in  sales  in  1980  (the  latest  year 
for  which  comparable  information  is 
available),  but  Dalton  soldanestimated 
$132  worth  of  books  per  square  foot  of 
store  space  to  Walden's  $114.  A  com- 
puterized inventory  system  installedin 
1966  is  what  gives  Dalton  its  edge — 
and  is  a  key  to  why  its  10%  pretax 
profits  are  well  above  Walden's. 

That's  a  telling  statement  about  the 
book  business  today.  Success  depends 
far  more  on  fast,  high-efficiency  dis- 
tribution than  on  any  fundamental  ap- 
preciation of  literature.  Traditional 
booksellers  bought  what  they  liked — 
or  what  their  instincts  told  them  the 
public  would  like.  At  Dalton  and  Wal- 
den, however,  a  supermarket  mental- 
ity prevails.  Order  a  little  of  every- 
thing and  remain  secure  in  your  capa- 
bility to  restock  quickly  those  titles 
the  computer  says  are  selling  fast. 


inside  a  H  Da/to)/  outlet 

With  25,000  titles  and  computerized  inventory,  books  move  like  groceries. 
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For  a  good  part  of  the  go-go  growth 
years,  both  chains  emphasized  locat- 
ing stores  at  shopping  malls  in  prima- 
ry and  secondary  markets.  But  several 
years  ago  Dalton  realized  that  too 
much  dependence  on  malls  could  lim- 
it growth.  Today  it  has  eight  types  of 
outlets.  These  include  freestanding 
units  in  selected  markets  not  depen- 
dent on  the  drawing  power  of  a  mall, 
large  downtown  stores  and  smaller, 
specialized  shops  in  busy  office  com- 
plexes. Says  Dayton-Hudson  Chair- 
man Bill  Andres,  "Wherever  there  are 
lots  of  people,  put  lots  of  books  and 
you'll  do  lots  of  business." 

Dalton  also  is  meeting  the  chal- 
lenge of  discounters  like  Lan- 
dover,  Md. -based  Crown  Books, 
which  regularly  shave  the  price  of 
bestsellers  by  as  much  as  40%.  While 
Wajden  is  on  the  sidelines,  Dalton's 
President  Richard  Fontaine  is  testing 
three  new  Pickwick  discount  stores 
in  Columbus,  Ohio.  If  they  are  suc- 
cessful, he  expects  to  open  as  many  as 
500  similar  outlets  by  1986 — in  addi- 
tion to  those  556  regular  Dalton  stores 
planned.  Fontaine,  of  course,  knows 
his  Pickwick  stores  will  be  competing 
with  Dalton,  but  he  hopes  the  overlap 
will  be  minimal.  "We  think  there  is  a 
new  level  of  the  market  out  there, 
made  up  in  part  of  people  intimidated 
by  a  full-selection  bookstore." 

Walden  is  turning  pages  fast  to 
catch  up  with  Dalton.  It  has  a  good 
way  to  go.  The  Stamford,  Conn. -based 
company  is  remodeling  many  stores 
and  now  has  a  big  computer  to  match 
Dalton's,  which  should  allow  Presi- 


dent Harry  Hoffman  to  boost  the 
15,000  to  25,000  book  titles  his  stores 
have  been  stocking  and  catch  up  with 
Dalton,  which  offers  an  average  of 
25;000  titles.  "He's  hired  away  virtu- 
ally my  entire  buying  staff  oyer  the 
past  six  months,"  complains  Ohran. 
Walden  is  eyeing  the  lucrative  mail- 
order business  too.  Its  32-page,  $2.2 
million  spread  in  Time  last  fall  was  the 
largest  single  advertisement  in  maga- 
zine history.  Hoffman  plans  a  repeat 
appearance  next  Christmas. 

Unfortunately  for  Walden,  howev- 
er, the  two  pioneer  chains  no  longer 
have  the  business  virtually  to  them- 
selves. Ohran,  for  example,  recently 
bought  the  sluggishly  growing  Bren- 
tano's  from  Macmillan  and  expects 
the  $30  million-a-year  chain  to  be- 
come a  $200  million  business  by 
1990.  Barnes  &  Noble,  the  62-store 
northeastern  chain  with  sales  of  $100 
million,  had  been  one  of  the  fastest- 
growing  booksellers  in  the  country 
until  the  current  recession.  Other  re- 
gional powers,  like  Kroch's  &  Bren- 
tano's  in  Chicago — not  connected 
with  Ohran's  Brentano's — and  Hunt- 
ers Books  in  California,  may  well  aim 
for  large-scale  expansion. 

Beyond  that,  Coles,  a  Canadian 
chain,  has  62  U.S.  stores  already. 
Then  there's  London-based  W.H. 
Smith  &  Son,  probably  the  world's 
largest  bookseller,  with  $800  million 
in  annual  sales.  Smith  has  considered 
entering  the  U.S.  market,  but  has  no 
immediate  plans  to  do  so,  says  Mal- 
colm Field,  managing  director.  But 
what  about  the  future;  Field  says  he 


can't  comment  "at  this  stage." 

The  independents  and  mom-and- 
pop  outfits  are  not  out  of  the  running 
either.  "The  chains  creamed  off  the 
stuff  that  would  sell  everywhere,  but 
the  independent  retailer  is  developing 
alternative  strategics,"  says  Paul 
I  )oebler/  manager  of  business  develop- 
ment at  the  book  trade  publisher  R.R. 
Bowker  Co.  The  two  Compleat  Strat- 
egist stores  in  Manhattan,  for  exam- 
ple, which  carry  only  military,  science 
fiction  and  game  books,  as  well  as 
scores  of  games  like  Dungeons  & 
Dragons,  are  addressing  a  specialized 
market,  something  the  chains  have 
not  yet  attempted. 

Bookselling  is  an  easy-entry  busi- 
ness, so  a  giant  retailer  like  Sears, 
Macy  or  Allied  Stores  could  easily 
launch  a  new  chain — in  much  the 
same  way  Dayton-Hudson  and  Carter 
Hawley  Hale  got  started.  "The  mar- 
gins are  slim,  but  it  doesn't  cost  very 
much  to  build  a  store,  and  you  turn 
your  inventory  very  fast,"  concludes 
Ohran.  "An  outlet  can  pay  for  itself  in 
three  years,  and  in  the  remaining 
term  of  your  lease  you  can  earn  40% 
on  your  investment." 

The  potential  of  those  numbers 
should  make  the  market  very  crowd- 
ed in  the  Eighties.  Indeed,  bookselling 
may  become  more  like  publishing — 
once  a  darling  acquisition  for  every 
well-structured  conglomerate,  but  to- 
day a  field  plagued  by  high  production 
costs  and  tough  competition  for  both 
authors  and  customers.  Despite  Dal- 
ton's and  Walden's  current  success, 
the  easy  money  days  are  gone.  ■ 


Dalton  President  Richard  Fontaine 


Still  leader  of  the  pack. 


Dalton  on  a  busy  Manhattan  street  comer 

Lots  of  people  +  lots  of  books  =  lots  of  business. 
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"Carl  Miller  wants  to  build  airplanes 
for  us  when  he  grows  up. 


Study  hard,Carl,and  your  dream  will  come  true!' 


Pete  Conrad 

Former  Astronaut 
Senior  Vice-President 
Douglas  Aircraft  Company 


built  model  planes  when  I  was  a 
>ungster,  including  'DC  airplanes 
cDonnell  Douglas  built  nearly  fifty 
;ars  ago.  My  enthusiasm  for  flying— 
nd  for  flying  machines— has  been 
rowing  ever  since. 

"The  dreams  of  youth  are  the 
ame  as  I  once  had— they  want  to 
K  to  be  a  part  of  flying.  The  commer- 
|al  heritage  at  McDonnell  Douglas 

older  than  I  am.  For  fifty  years 
e've  been  building  commercial 
rcraft.  Our  famous  tradename 


"For  new  fuel  efficiency,  we're  testing  winglets 
—literally  a  wing  on  a  wing 
—for  our  new  Super  10." 


'DC  means  'airliner'  to  millions 
throughout  the  world.  Today's  DC-9s 
and  DC-10s  will  be  followed  by 
new  planes  to  help  carry  the  people 
of  the  world  as  we  progress 
toward  a  century  of  building  air 
transports. 

"So  keep  painting  our  name  on 
the  models  you  build,  Carl.  And  we'll 
keep  building  new  models  to  make 
air  travel  safer,  quieter,  swifter  and 
more  pleasant— planes  for  young 
people  like  you  to  build  dreams  on!' 


/ 
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Small  stockholders  rarely  kick  over  the 
traces.  Why  did  they  do  so  in  the  aborted 
Penn  Central /Colt  Industries  merger? 


The  high  price  of 
overconfidence 


By  Howard  Rudnitsky 
with  Jay  Gissen 


AFTER  PULLING  OFF  One  of  the 
great  corporate  turnarounds  of 
l  modern  times,  68-year-old 
Richard  Dicker  has  fallen  victim  to 
hubris,  to  pride  and  self-confidence. 
It  was  Dicker,  a  longtime  life  insur- 
ance legal  executive,  who  took  charge 
of  the  ruins  of  the  bankrupt  Penn 
Central  railroad  on  behalf  of  creditors 
in  1970.  It  emerged  from  reorganiza- 
tion in  1978  and  has  become  a 
strong,  diversified  company — to  the 
immense  benefit  of  those  creditors. 

But  last  year  Dicker  chose  to  ignore 
warning  signs  of  opposition  when 
several  major  Penn  Central  stock- 
holders complained  about  the  terms 
of  his  proposed  $1.4  billion  buyout  of 
Colt  Industries.  He  chose  to  plow 
ahead.  Who  could  oppose  a  man  with 
a  record  like  his?  But  the  opposition 
mobilized  and,  in  an  unusual  out- 
come, narrowly  defeated  the  deal  in  a 
heated  proxy  contest. 


10,245,440  shares  against. 


In  a  few  months,  Dicker — who  ap- 
parently had  wanted  to  stay  on  as 
CEO — will  turn  over  his  chief  execu- 
tive title  to  President  Richard  A.  Voell, 
48.  A  career  that  might  have  ended  in  a 
triumph  ends  instead  in  a  defeat.  Con- 
trol of  the  $3.4  billion  (assets)  multi- 
company  seems  to  have  passed  to 
what  Wall  Street  calls  "the  Texas 
gang,"  a  group  of  rich  Texans  who 
obtained  a  big  stake  in  the  company  in 
1979  when  Penn  Central  acquired 
Marathon  Manufacturing,  maker  of 
offshore  drilling  rigs,  for  $340  million 
in  stock.  Among  its  leading  members: 
Marathon  cofounder  Howard  Terry, 
Houston  banker  Walter  Mischer  and 
the  Hunt  brothers  of  Dallas. 

Terry,  who  emerged  as  the  spokes- 
man for  the  Texans,  says  that  opposi- 
tion to  Dicker  grew  gradually  over  the 
feeling  that  he  was  overpaying  for  ac- 
quisitions in  his  haste  to  use  up  PCC's 
huge  tax  credits.  Take  electronics-ori- 
ented GK  Technologies,  acquired  for 
over  $700  million  in  cash  in  1981.  "As 
a  Penn  Central  board  member,  I  origi- 
nally voted  to  acquire  GK,"  Terry 
says,  "but  Dicker  went  back  and  of- 
fered more  money  to  get  it.  I  eventual- 
ly voted  against  the  deal." 

Terry  says  he  and  his  allies  were 
convinced  that  the  original  $  1 .4  billion 
offer  for  Colt  Industries  in  luly  was  too 
high  by  $400  million.  They  were  not 
alone.  Opposition  was  mounting 
among  other  major  Penn  Central 
shareholders.  Carl  Lindner  of  Cincin- 
nati, whose  American  Financial  Corp. 
owned  11.5%  of  22  million  common 
shares  and  9.8%  of  PCC  preferred, 
chimed  in,  opposing  the  Colt  deal.  So 
did  Bruce  Johnstone  of  Boston's  Fidel- 
ity Management  &  Research,  which 
voted  another  860,000  shares  of  com- 
mon equivalent.  Shaking  his  head, 
Terry,  64,  says:  "Dicker  shouldn't 
have  gone  ahead.  It's  unheard  of  for  a 
CEO  to  propose  such  a  deal  with  22% 


of  his  stockholders  screaming  it's  a 
bad  deal.  A  more  prudent  man  would 
have  backed  off." 

Realizing  that  shares  in  individual 
hands,  small  institutions  and  broker- 
erage  houses  would  make  the  differ- 
ence, the  opposition  brought  in  33- 
year-old  proxy  fighter  Donald  Carter 
of  the  Carter  Organization  and  poured 
over  $1  million  into  a  no-holds-barred 
public  campaign,  urging  shareholders 
to  reject  the  Colt  merger.  Carter,  an 
aggressive  fighter  who  once  bested 
the  Hunts  when  they  tried  to  grab 
control  of  Sunshine  Mining  in  1979, 
used  every  device  in  his  thick  book  to 
fight  management.  Loftily,  manage- 
ment scarcely  responded. 

Swayed  by  blatant  attacks  on  the 
Colt  deal — and  a  good  many  personal 
phone  calls  from  Terry — the  little 
shareholders  did  the  unexpected  and 
voted  against  management.  By  con- 
trast, most  of  the  big  institutions 
stayed  with  management  out  of  loyal- 
ty. Other  institutions  and  some  broker- 
age houses  were  successfully  wooed  by 
Wall  Street's  Lazard  Freres,  which  rep- 
resented the  Dicker  forces  and  stood  to 
make  $4  million  in  fees  if  the  deal  went 
through.  The  vote,  finally  tallied  in 
mid-November  after  October's  special 
meeting,  was  close:  10.1  million  shares 
for,  10.25  million  against.  The  Texans 
won.  The  Colt  deal  was  called  off. 

Now  Dicker  is  on  his  way  out — 
though  he  will  remain  chairman  for 
now.  The  triumphant  Texans  are  talk- 
ing about  a  glowing  future  for  years  to 
come.  "With  our  earnings  sheltered 
from  taxes  by  the  loss  carryforwards 
from  the  old  railroad,"  Terry  says, 
"we're  putting  $1  a  share  per  month 
into  shareholders'  equity — some  $300 
million  a  year.  We  can't  miss.  Why 
should  we  have  jeopardized  it  by  over- 
paying for  an  acquisition?"  ■ 


Defeated  Dicker 
10,104,220  shares  for. 
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ress  Service: 


Hertz 
announces 

the  end  of  the 


line. 


If  you're  tired 
of  standing  in 
airport  car  rental 
counter  lines, 
Hertz  has  a  way 
to  beat  them. 

It's  called 
Number  One 
Express™  Service. 

To  see  how 
easy  it  is,  pick  up 
a  #1  Express  pass 
the  next  time 
you're  at  one  of 
our  counters.  Or 
ask  your  travel 
agent  or  corporate 
travel  department 

Hertz  #1 
Express  Service. 
It's  the  end  of 
the  line. 

For  reservations 
call  1-800-654-3131, 
ask  for  #1  Express. 


Hertz 


#1  For  Everyone. 
Hertz  rents  Fords 
and  other  fine  cars. 

®REG  U  S  PAT  OFF 
©  HERTZ  SYSTEM  INC  1962 


MERRILL  LYNCH.  THE  NE 


ow  you  view  your  financial  opportunities 
depends  on  now  far  you  can  see. 


It  used  to  be  that  "invest- 
ments" mostly  meant 
stocks  and  bonds.  Now  a  well- 
rounded  investment  program  may 
include  financial  futures  and  real  es- 
tate participations,  covered  options 
and  limited  partnerships,  and  prob- 
ably at  least  one  money  market  fund. 

At  Merrill  Lynch,  we  have 
sought  to  establish  a  place  where 
people  with  a  wide  range  of  finan- 
cial goals  can  all  find  the  help  they 


need:  a  place  where  your  questions 
can  be  answered,  your  choices 
defined,  and  your  opportunities 
expanded.  In  short,  a  new  market- 
place for  money. 

Merely  managing  the  money 
you  set  aside  for  investment  is  itself 
a  major  challenge. 

To  help  meet  it,  Merrill  Lynch 
created  a  totally  new  kind  of  finan- 
cial service:  the  Cash  Management 
Account! 


It  combines  a  brokerage 
count,  VISA®  card  and  mon 
market  fund,  to  help  you  u 
your  money  more  efficien 
than  ever  before. 

And  your  Merrill  Lynch 
count  Executive  can  help  you  usi 
to  carry  out  the  optimal  investm* 
strategy  for  your  particular  need 

For  example,  to  protect  yc 
hard-earned  dollars  from  the  he 
press  of  the  IRS,  we  offer  ev« 


Services  offered  by  Merrill  Lynch  and  affiliates:  Commercial  Paper  Tax  Investments  Corporate  Bonds  Annuities  Unit  Trusts 
Government  Agency  Securities  Mutual  Funds  Residential  Real  Estate  Life  Insurance  Financial  Planning  Sharebuilder  Plan*  C 


IARKETPLACE  FOR  MONEY. 


thing  from  municipal  bonds  to 
limited  partnerships  in  real  estate, 
venture  capital,  equipment  leasing 
and  oil  and  gas  explorations. 

For  those  who  want  the  fast- 
paced  challenge  of  trading  in  com- 
modity futures,  we  can  help  with 
expertise  and  timely  advice;  if  you 
can't  spare  time  for  the  constant 
watchfulness,  we  offer  managed 
commodity  accounts,  where  all  the 
work  is  done  for  you. 


We  have  the  same  range  of 
services  for  option  traders.  And 
naturally  we  offer  a  variety  of  mu- 
tual funds,  with  different  degrees  of 
risk  and  different  goals.  We  also 
manage  the  largest  money  market 
fund  in  the  business. 

Retirement  planning  is  another 
common  area  where  Merrill  Lynch 
can  make  uncommon  contribu- 
tions. We  can  help  you  take  advan- 
tage of  the  new  rules  on  IRA, 


tible  Securities  Stocks  Options  Mortgage-Backed  Securities  Treasury  Bills  Commercial  Real  Estate 
us  Metals  Cash  Management  Account"  financial  service    ©  1982  Merrill  Lynch  Pierce  Fenner  &  Smith  inc  Member,  sipc. 


Keogh  and  SEP  plans,  or  show  you 
how  to  use  life  insurance  as  an 
investment  tool. 

Whether  you're  trying  to  add  to 
your  investment  base  or  manage  a 
huge  and  hard-to-handle  portfolio, 
Merrill  Lynch  is  your  marketplace 
for  money. 

&  Merrill  Lynch 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc. 

A  breed  apart. 


©Eastman  Kodak  Company.  1982 


Fascination  with  multiple-purpose  de- 
vices is  seldom  rewarded  with  truly  useful  prod- 
ucts. We  are  pleased  to  offer  an  exception:  the 
Kodak  Ektaprint  copier.  It  does  enormously  com- 
plex jobs  involving  automatic  collating,  stacking 
and  stapling.  It  can  also  make  a  single  copy  with 
equal  efficiency. 

Result?  Versatile,  productive,  easily  man- 
aged output.  The  Kodak  copier  does  more,  all  by 
itself,  than  a  Swiss  army  of  lesser  machines  all  over 
the  place. 

May  we  demonstrate? 


Write:  Eastman  Kodak  Company, 
CD2303, Rochester,  N.Y.  14650. 


Kodak  copiers.  Everything  they  do, 
they  do  well.  And  they  do  everything. 


Production  costs  in  the  Broadway  theater 
have  escalated  so  rapidly  that  tickets  now 
cost  $30  and  individual  backers  no  longer 
suffice  for  raising  capital. 


Curtain! 


By  James  Cook 


T|his  is  a  business  of  miracles," 
Harold  Prince,  Broadway's 
most  renowned  producer-direc- 
tor, said  last  month.  "You  kind  of  sit 
back  every  time  and  hope  it  will  hap- 
pen." It  did  two  years  ago,  withEvita, 
which  despite  some  discouraging  re- 
views went  on  to  become  the  biggest 
hit  in  Prince's  28-year  theatrical  ca- 


reer, with  3  companies  touring  the 
U.S.  and  another  18  worldwide. 

This  time,  however,  a  month  or  so 
back,  the  miracle  didn't  happen. 
Prince's  newest  musical,  Merrily  We 
Roll  Along,  came  as  close  to  being  an 
open-and-shut  flop  as  any  he  has  pro- 
duced. The  show  traced  the  careers  of 
three  theater  people  over  25  years  and 
traced  them  backwards — the  charac- 
ters grow  younger  as  the  play  unfolds. 


Yoducer-director  Harold  Prince 

M  $1,5  million  a  show,  private  investors  are  no  longer  enough. 


Prince  thought  of  the  thing  as  a  show 
for  kids  and  cast  all  the  parts  with 
teenagers.  Frank  Rich  of  the  New  York 
Innes  didn't  like  it  and  neither  did 
most  of  the  other  print  and  television 
critics.  Only  Clive  Barnes,  former 
critic  of  the  Times,  gave  the  show  a 
rave,  in  his  review  in  the  New  York 
Post.  "It's  one  of  the  ironies,"  says 
Prince,  in  a  town  where  the  Times 
review  makes  or  breaks  most  produc- 
tions. "If  Clive  Barnes  were  critic  for 
the  Times  still,  Metri/y  We  Roll  Along 
would  be  the  smash  of  the  season." 
Maybe  so,  but  at  a  top  price  of  $30  a 
ticket  the  public  decided  not  to  take  a 
chance.  Merrily  opened  on  Nov  16.  It 
closed  on  Nov.  28. 

Merrily  was  in  part  a  casualty  of  the 
seemingly  endless  escalation  of  sala- 
ries, theater  rents  and  union  extortion 
in  the  Broadway  segment  of  the  legiti- 
mate theater.  At  a  time  when  it  costs 
$2  million  or  more  to  mount  a  musi- 
cal, Merrily  was  budgeted  for  a  mere 
$1.5  million.  With  money  tight, 
Prince  decided  he  couldn't  afford  to 
try  out  the  show  first  in  Boston  or 
Philadelphia.  "You  lose  money,"  he 
says,  "vast  sums  of  money,  possibly 
another  $750,000.  So  you  weigh  that 
against  working  in  a  goldfish  bowl  in 
New  York  and  at  least  staying  within 
the  budget." 

During  the  New  York  previews  the 
audiences  began  walking  out  at  inter- 
mission. Prince  replaced  the  leading 
man,  fired  the  choreographer.  Some  of 
these  mistakes  could  have  been  cor- 
rected in  out-of-town  tryouts.  It  took 
so  long  to  get  the  show  right  that 
Prince  had  to  postpone  the  opening 
twice.  By  the  time  Merrily  opened  in 
mid-November,  two  weeks  behind 
schedule,  he  had  exhausted  the  funds 
from  the  advance  sale  that  might  have 
permitted  him  to  build  an  audience  in 
the  face  of  lukewarm  reviews. 

Looking  back  now,  Prince  thinks  it 
would  have  been  better  to  bring  in  the 
show  the  way  he  brought  in  Evita — 16 
weeks  in  Los  Angeles  and  San  Fran- 
cisco shaping  it  up  and  then  opening 
in  New  York.  "There's  a  subscription 
series  out  there,"  he  says,  "so  you  play 
to  terrific  business  for  a  long  stretch 
of  time."  In  short,  you  use  the  provin- 
cials as  guinea  pigs,  a  practice  as  old  as 
the  theater  itself. 

For  a  while  Prince  had  hoped  to  pull 
off  a  cable-television  deal  that  would 
provide  the  funds  that  would  keep  the 
show  running.  But  that  didn't  work 
out.  Laments  Prince:  "If  we  were 
guaranteed  another  five  or  six  weeks, 
we  might  have  been  able  to  turn  the 
thing  around,  just  by  word  of  mouth, 
but  you'd  have  had  to  be  willing  to 
sustain  anywhere  from  a  $750,000  to 


The  money  in  musicals 

During  the  past  28  years,  producer- 

for  Pajama  Game  to  $1.5  million 

director  Harold  Prince  has  presided 

for  Merrily  We  Roll  Along 

—so  the 

over  no  fewer  than  23  mai 

or  Broad- 

risks  have 

risen.  But  so  have  the 

way  musicals,  more  than  half  of 

rewards.  Merrily  We  Roll  Along 

which  have  made  money 

.  Making 

dropped    $1.5    million  virtually 

money  is  no  longer  so  easy,  howev- 

overnight. But  Evita  has 

become 

er,  as  the  table  below  makes  clear. 

Prince's     biggest  moneymaker, 

Production    costs    have  gone 

grossing  over  $33  million  so  far  on 

through  the  roof— from  $250,000 

a  $1.5  million  investment. 

Opened  in 

Broadway 

Capitalization 

%  gain/ 

Musical 

New  York 

performances 

(thousands) 

loss 

Pajama  Game 

5/13/54 

1,060 

250 

395 

Damn  Yankees 

5/5/55 

1,012 

250 

263 

New  Girl  in  Town 

5/14/57 

439 

300 

24 

West  Side  Story 

9/26/57  -) 

1,025 

300 

411* 

4/27/60  J 

Fiorello 

1 1/23/59 

800 

300 

90* 

Tenderloin 

10/17/60 

214 

350 

-26 

A  Funny  Thing  Happened 

300 

125* 

on  the  Way  to  the  Forum 

5/8/62 

975 

She  Loves  Me 

4/23/63 

303 

300 

-74* 

Fiddler  on  the  Roof 

9/21/64 

3,242 

375 

1  437* 

Flora  the  Red  Menace 

5/1 1/65 

Q  7 

O  f 

a  on 

_g; 

It's  a  Bird,  It's  a  Plane, 

It's  Superman 

3/29/66 

128 

400 

-100 

Cabaret 

11/27/66 

1,166 

500 

248* 

Zorba 

11/17/68 

305 

500 

-27* 

Company 

4/27/70 

706 

550 

18* 

Follies 

4/4/71 

522 

700 

-95* 

A  Little  Night  Music 

2/25/73 

601 

650 

48* 

Candide 

3/5/74 

741 

450 

-70* 

Pacific  Overtures 

1/11/76 

193 

650 

-100* 

Side  by  Side  by  Sondheim 

4/18/77 

384 

250 

 * 

On  the  Twentieth  Centuryt 

2/19/78 

460 

1,064 

-83* 

Sweeney  Toddt 

3/1/79 

557 

990 

-50* 

Evitat 

9/25/79 

914* 

1,500 

NA* 

Merrily  We  Roll  Along 

11/16/81 

16 

1,500 

-100 

*  Revenue  still  being  received. 

tDirected  and  managed  by 

Prince,  produced  by  others. 

+ Still  running.    NA:  Not  available. 

Merrily  We  Roll  Along,  Act  I,  Scene  2 

Out  of  the  goldfish  bowl,  an  open-and-shut  flop. 


a  $1  million  loss." 

Merrily 's  financial  problems  reflect 
the  drastic  changes  inflated  costs 
have  brought  to  show  business  in 
recent  years  (see  table).  Production 
costs  are  so  high  that  producers  can 
no  longer  depend  on  the  small  stage- 
struck  investor  to  finance  an  offer- 
ing. In  financing  Merrily,  Prince 
turned  for  the  first  time  to  corporate 
investors  for  the  bulk  of  the  money. 
His  cadre  of  loyal  investors  put  up 
$500,000  of  the  $1.5  million  capital- 
ization. The  rest  came  from  Britain's 
Lord  Grade  (Forbes,  Dec  21,  1981) 
and  ABC. 

Corporate  investors  like  Lew 
Grade,  Warner  and  ABC  are  a  lot  less 
starry-eyed  than  individual  angels. 
They  worry  about  return  on  invest- 
ment and  positioning  themselves  for 
subsequent  movie  and  television 
rights,  not  about  whether  they  have 
been  invited  to  auditions,  openings 
and  cast  parties.  This,  Prince  says,  is 
certain  to  shape  the  kinds  of  shows 
that  get  produced — more  conven- 
tional, less  imaginative  shows,  he 
fears,  than  he  has  produced  over  the 
years.  "I  said  to  Steve  [Stephen 
Sondheim,  Merrily 's  composer]  the 
other  day,"  Prince  says,  "we  were 
lucky,  we  got  in  under  the  wire.  We 
started  out  25  years  ago.  It's  heart- 
breaking to  think  of  the  young  lyri- 
cists and  librettists  who  would  like 
to  write  dangerously  for  the  theater 
and  can't  get  the  money." 

Prince  doesn't  expect  to  have  sucbj 
problems  himself.  Though  he  has  had 
his  share  of  flops,  few  of  them  spec- 
tacular, he  has  also  had  some  of  the 
biggest  successes  in  theater  history— 
Fiddler  on  the  Roof,  Cabaret,  A  little 
Night  Music  "It's  always  a  case  of  my 
doing  a  big  hit  and  then  a  couple  of 
worthy  projects  that  don't  pay  off."  In 
the  past,  however,  his  flops  have  gen- 
erally run,  at  least  for  a  while.  But 
Merrily  wound  up  with  only  60  perfor- 
mances including  44  previews  and  a 
$1.5  million  loss. 

Prince  is  already  at  work  on  his 
next  show,  book  by  Comden  andl 
Green  (On  the  Twentieth  Century),  mu- 
sic by  Larry  Grossman  (Minnie's  Bo <ys)\ 
It's  about  what  happens  after  Norai 
slams  the  door  in  Ibsen's  .4  Doll'sl 
House.  This  one  will  cost  around  $2.51 
million,  and  Prince  will  produce  withi 
Robert  Fryer,  raising  part  of  the  mon-i 
ey  from  corporate  investors.  The  plan 
is  to  open  in  California  this  summer 
and  come  into  New  York  in  the  fall. 
"The  summer  route  seems  the  solu- 
tion to  the  economic  problem," 
Prince  says.  "It  plays  four  months,) 
shakes  down  and  comes  in  kind  of| 
comfortable."  ■ 
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Reaganomics — and  economics — are  tak- 
ing a  toll  on  Washington's  reputation  as  a 
sure  thing  in  commercial  real  estate. 


On  the 
brink? 


By  Beth  Brophy 


IN  THE  OPTIMISTIC  WORLD  of  real 
estate  developers,  Washington, 
D.C.  has  always  been  known  as  a 
irecession-proof  town.  There  seemed  to 
be  no  end  to  the  attorneys,  accountants 
;and  associations  wanting  office  space 
in  the  city  where  the  only  industry — 
i  the  government — was  always  growing. 
IBut  nothing  grows  to  the  sky. 

There  is  50  million  square  feet  of 
:office  space  in  Washington's  busi- 
ness-commercial district,  and  since 


1978,  2.5  million  square  feet  a  year  of 
new  space  has  been  absorbed.  The 
vacancy  rate  at  the  end  of  September 
was  0.8%,  one  of  the  lowest  in  the 
country. 

There's  hardly  a  block  in  downtown 
Washington  without  a  just-finished 
project,  a  hole  in  the  ground  or  a  soon- 
to-start  construction  notice. 

You  thought  the  Reagan  Adminis- 
tration was  shrinking  the  govern- 
ment, that  gloom  and  uncertainty 
shadowed  Washington's  economy? 
Don't  you  believe  it,  say  the  optimis- 


tic real  estate  people.  Defense  Depart- 
ment increases  will  spawn  expansions 
among  contractors  and  consultants, 
they  say.  The  capital  is  becoming  an 
international  finance  center,  they  say. 
To  them,  Reaganomics  means  more 
lobbyists  battling  for  their  share  of  a 
smaller  federal  pie,  not  shrinking  gov- 
ernment and  empty  office  space. 

The  boom  has  attracted  the  big 
Canadian  developer  Cadillac-Fair- 
view,  which  recently  paid  $40  million 
for  an  81,41 7-square-foot  building  on 
Pennsylvania  Avenue,  diagonally 
across  from  the  Commerce  Depart- 
ment. Cadillac  plans  to  turn  it  into  an 
office-retail  complex.  Two  other 
Canadian  real  estate  giants,  Daon 
Corp.  and  Olympia  &  York,  have 
come  to  town,  too,  along  with  Dallas 
developer  Trammell  Crow. 

But  every  good  thing  ends,  and  this 
is  no  exception.  "If  even  half  of  the 
proposed  14  million  square  feet  of 
commercial  real  estate  comes  on  the 
market  by  1984,  there  would  be  a  soft- 
ening in  the  market,"  says  James 
Eichberg,  president  of  the  Braedon 
Cos.,  a  local  real  estate  agency.  Says 
Raymond  Ritchey,  who  heads  the 
Washington  office  of  Boston  Proper- 
ties, a  national  firm,  "It's  amazing 
how  people  fail  to  learn  from  their 
past  mistakes." 

"We're  going  to  see  a  much  slower 


IRA 

TAX  DEDUCTIONS  FOR  YOU 


Scudder  IRAs  offer  many  advantages. 

CONSIDER  AND  COMPARE: 
Low  Cost.  All  Scudder  funds  are  no-load,  plus  no  IRA 
set-up  or  maintenance  fees. 

Wide  Choice.  Investment  options  include  2  money 
market  funds,  an  income  fund,  and  4  common 
stock  funds. 

Flexibility.  You  are  never  locked  into  any  investment 
decision.  Adapt  your  Scudder  IRA  as  conditions 
change  —  without  charge.  No  withdrawal  penalties. 

Experience.  IRA  plans  have  used  Scudder  Funds  since 
IRAs  began. 

Rollovers.  You  can  easily  transfer  into  a  Scudder  IRA 
and  enjoy  these  benefits. 

THE  SCUDDER  NATIONAL  SERVICE 

Boca  Raton  •Boston  •Chicago  •Cincinnati  •Cleveland 
Los  Aneeles  •  New  York  •  Philadelphia  •  Portland,  (Ore. 


For  more  complete  information, 
including  management  fees  and 
expenses,  please  CALL  TOLL  FREE 
1-800-453-6600  for  prospectuses  and 
special  literature.  Read  material  carefully 
before  you  invest  or  send  money.  


FeMPLOYERS:  CALL  TOLL  FREE~1 
or  WRITE  for  information  on  . 
our  group  deduction  IRAs: 

1-800-225-2471 

(within  Mass.;  Call  Collect 

617-482-3990) 
SCUDDER  GROUP  IRAs 

c/o  Scudder  Fund  Distributors,  Inc. 
175  Federal  Street,  Boston,  MA  021 10 
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economy  in  1982,"  says  Daniel  Calla- 
han ED,  president  of  Riggs  National 
Bank,  the  city's  largest.  "The  effects 
of  government  cutbacks  will  have  an 
impact  on  commercial  real  estate." 

The  vacancy  rate  has  doubled  in  the 
last  two  months,  to  2%;  the  market 
would  be  soft,  say  the  experts,  at  5%  to 
7%  vacancies.  And  the  huge  blocks  of 
office  space  coming  on  the  market  this 
year  and  next  worry  some  developers. 

Why  then  do  developers  continue  to 
build"  Why  does  any  trend  have  its 
tail-enders?  In  Washington,  as  else- 
where, pension  funds  and  insurance 
companies  are  practically  pushing 
money  at  developers  in  return  for  a 
piece  of  the  building's  equity. 

The  Commonwealth  of  Pennsylva- 
nia School  Employees  Retirement 
Fund  and  George  Washington  Univer- 


sity are  building  a  $35  million, 
350,000-square-foot  office  complex  on 
Pennsylvania  Avenue.  The  New  En- 
gland Mutual  Life  Insurance  and 
Spaulding  &  Slye  are  partners  in  a  $20 
million,  330,000-square-foot  Bethesda 
office  complex. 

What  will  happen  if  the  rents  do  not 
keep  on  rising?  Is  that  conceivable? 

Of  course  it  is.  One  thing  a  soft 
market  means  for  certain  is  that  rents 
do  not  rise.  The  town's  biggest  devel- 
oper, Oliver  Carr,  says  with  a  smile 
that  some  foreign  developers  will 
have  to  get  $50  rents  to  cover  their 
building  costs  and  will  not  make  it. 
"The  momentum  has  come  to  a 
screeching  halt,"  says  Ritchey  of  Bos- 
ton Properties.  "We  built  375,000 
square  feet  of  office  space  and  moved 
the  first  360,000  square  feet  in  a  year. 


Taxing  Matters 


In  March  we  still  had  15,000  feet,  and 
it  took  us  eight  months  to  move  it." 

Tenants  who  formerly  leased  more 
space  than  they  needed  and  sublet  the 
excess  are  no  longer  willing  to  take 
the  risk. 

Developers  are  beginning  to  fear 
their  high  building  costs  will  prompt 
continued  flight  to  the  suburbs,  where 
rents  are  still  in  the  $13-to-$16-per- 
square-foot  range.  There  is  a  12%  va- 
cancy rate  in  Virginia's  Fairfax  Coun- 
ty and  a  10.5%  rate  in  Maryland's 
Montgomery  County — a  combined 
surplus  of  1.6  million  square  feet. 

Listen  to  President  Chip  Ackridge 
of  developers  John  Ackridge  Co.: 
"Frankly,  developers  are  like  sheep.  If 
one  guy  jumps  off  the  cliff,  the  others 
follow.  So  every  three  or  four  years, 
there's  an  overbuilding."  ■ 


regulations  for  this  provision.  It  has 
taken  the  IRS  about  three  years  to  do 
that,  and  a  draft  of  the  rules  has  just 
been  put  out  for  comment. 

First  of  all,  the  IRS  isn't  fooling 
around  when  it  says  the  money 
shouldn't  be  taken  out  before  a  par- 
ticipant is  59l/i  years  old.  The  only 
time  the  cash  can  be  touched  is  in 
case  of  a  financial  hardship.  But  the 
IRS  is  defining  hardship  rather  nar- 
rowly: termination  of  employment, 
serious  illness  and  the  like. 

hi  the  case  of  an  IRA,  however,  the 
savings  can  be  withdrawn  at  any  time 
by  paying  a  10%  tax  penalty  on  the 
amount  withdrawn.  Of  course,  with 
an  IRA  there's  a  $2,000  annual  limit, 
while  with  cash  deferral  plans  a  great 
deal  more  can  be  contributed. 

And  the  simple  truth  is  that  a  great 
many  middle-  and  low-income  em- 
ployees either  can't  afford  the  deduc- 
tion or  would  rather  spend  the  money. 
These  plans  really  are  retirement 
plans,  not  just  savings  plans. 

If  a  number  of  employees  find  this  a 
good  reason  to  avoid  signing  up,  that 
can  effectively  kill  the  plan  for  better- 
paid  executives.  That's  because  of  the 
IRS'  "discrimination"  provisions. 
The  service  wants  to  be  sure  that 
companies  do  not  set  up  benefit  pro- 
grams designed  to  benefit  only  the  top 
executives.  In  this  case,  there  are 
three  similar  formulas  that  are  used  to 
make  sure  the  cash  deferral  plan  is  not 
discriminatory,  one  of  which  goes 
like  this:  If  the  higher-paid  one-third 
of  the  firm's  employees  contribute,  on 
average,  more  than  1.5  times  the  per- 
centage of  income  contributed  by  the 
lower-paid  two-thirds,  then  the  plan 
is  considered  discriminatory  against 


Here's  a  newly  discovered  tax-deferral 
plan  that  sounds  great  but  is  full  of pitfalls. 


Gift 
horse 


By  Richard  Greene 


T|he  New  York  Times  re- 
cently carried  a  highly 
enthusiastic  story  about 
so-called  cash  deferral  plans, 
which  permit  individuals  to 
set  aside  part  of  their  pay, 
tax-free,  until  retirement. 
As  a  result  of  the  story, 
accountants  and  benefit  I 
specialists  around  the 
country  were  besieged  with  questions 
about  these  new  plans.  That's  the  way 
it  is  these  days:  Everybody  is  tax- 
conscious. 

The  plans  allow  larger  savings  than 
company-sponsored  individual  retire- 
ment accounts  (IRAs)  and  far  better 
tax  benefits  than  more  traditional 
thrift  plans. 

Unfortunately,  there  is  still  no  such 
thing  as  a  free  lunch,  and  while  these 
are  a  plus  for  many  firms,  they  could 
be  disastrous  for  others. 


The  early  enthusiasm  was  un- 
derstandable. A  little-noticed 
provision  in  the  Internal  Rev- 
enue Act  of  1978  allowed  em- 
ployees to  set  aside  as  much  as 
15%  of  their  income  annu- 
ally, before  taxes,  in  a  com- 
pany-administered savings 
plan.  Then,  at  age  5914,  it 
can  all  be  withdrawn. 
What's  more,  when  the 
money  is  taken  out  the 
tax  on  it  can  be  income-averaged  for- 
ward over  ten  years,  so  the  IRS 
doesn't  get  a  big  bite  of  it  even  then. 

Employers  can  match  part  of  this 
donation,  too,  so  it  can  be  more  than 
just  a  savings  plan — it  can  be  used  as  a 
sort  of  profit-sharing  plan  as  well. 

Sounds  good,  all  right,  and  some  big 
firms  like  Honeywell  are  setting  up 
such  plans.  But  before  you  set  one  up, 
take  a  look  at  a  few  of  the  drawbacks. 

As  is  so  often  the  case,  the  Internal 
Revenue  Act  didn't  provide  specific 


the  lower-paid  employees. 

So,  if  the  company's  better-paid 
employees  were  putting  in  9%,  and 
the  rest  only  3%,  those  better-paid 
employees  could  be  forced  to  take 
back  4.5%  of  their  income  and  pay 
taxes  on  it  immediately.  Ouch. 

That's  the  problem  for  the  better- 
paid  employees.  The  problem  for  the 
lower-paid  employees  is  that  the 
money  they  put  into  these  plans  not 
only  will  be  ignored  by  the  IRS  for 
now,  but  by  the  Social  Security  Ad- 
ministration as  well.  Says  George  Fa- 
vetta,  vice  president  of  Buck  Consul- 
tants, Inc.,  "That's  a  two-edged 
sword.  Some  employees  would  not  be 
contributing  the  maximum  to  Social 
Security,  and  they  would  receive  less 
when  it  came  time  to  collect." 

But,  says  Gus  Lemesis,  manager  of 
benefit  planning  at  Honeywell,  "We 
have  calculated  that  the  money  these 
employees  contribute  to  our  plan  now 
will  provide  them  with  more  income 
on  retirement  than  they  would  have 
gotten  from  Social  Security.  So  they 
should  come  out  ahead." 

Moreover,  Honeywell  is  subsidizing 
employees  making  between  $25,000 
and  $32,400  (the  point  at  which  Social 
Security  payments  probably  will  stop 
in  1982),  so  that  they  will  still  be 
assured  of  a  guaranteed  minimum  of 
retirement  income.  Actually,  both  the 
discrimination  and  the  Social  Securi- 
ty problems  can  be  solved  if  the  com- 
pany involved  subsidizes  its  lower- 
paid  employees'  contributions.  Says 
Buck's  Favetta,  "You  can  fix  up  most 
of  the  problems  with  money." 

Of  course,  many  large  companies, 
like  Sperry  Corp.,  are  looking  serious- 
ly at  such  plans.  But  most  will  hesi- 
tate to  make  a  commitment.  These 
plans  will  probably  work  best  for 
small  companies  with  a  few  dozen 
well-paid  employees,  such  as  comput- 
er software  outfits.  In  those  firms, 
most  employees  are  paying  the  maxi- 
mum contribution  to  Social  Security, 
with  room  to  spare,  and  they  aren't 
concerned  about  putting  aside  a  tidy 
sum  of  money  toward  retirement  that 
cannot  be  touched  until  then. 

But  even  for  these  firms,  there  are 
so  many  employee  tax  benefits  float- 
ing around  that  it  can  take  a  great  deal 
of  study  to  find  the  right  one.  For 
example,  Buck  Consultants  itself 
would  seem  like  a  perfect  candidate 
for  a  cash  deferment  plan.  It's  relative- 
ly small  and  employs  a  number  of 
well-paid  professionals. 

Favetta:  "Well,  we're  thinking 
about  doing  it." 

What's  the  objection? 

Favetta:  "There  are  a  lot  of  ways  to 
skin  a  cat."  ■ 


"YOU  CAN  ALWAYS  TRUST 
THE  TASTE  OF  A  BOLLA" 


-Franco  Bolla 


"Why  do  so  many  people  prefer  the 
Bolla  family  of  great  wines? 

"Taste.  Not  just  exceptional  taste, 
but  exceptional  taste,  bottle  after  bottle. 
So  whether  you  choose  the  full'flavored 
Valpolicella,  the  mellow  Bardolino,  the 
crisp,  refreshing  Soave  or  the  light,  dry 
Trebbiano,  you  won't  be  disappointed. 
No  matter  how  many  times  you  choose  it.  After  all,  when 
you  Ye  a  Bolla,  you  don't  let  your  friends  down!"1 

FROM  THE  BOLLA  FAMILY  OF  GREAT  WINES. 

IMPORTED  BY  THE  JOS.  GARNEAU  CO.,  N  Y,  N  Y 
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Is  the  high-flying  stock  of  oil  prospector 
Tom  Brown  Inc.  kept  aloft  on  faith  alone? 


You  better 
believe 


By  Tteni  Mack 

F|  AITH  MAY  NOT  ACTUALLY  move 
mountains,  but  it  can  do  a 
world  of  good  for  a  stock  price. 
Witness  Tom  Brown  Inc.,  the  Mid- 
land,. Tex. -based  oil  explorer  and  pe- 
rennial highflyer  on  the  over-the- 
counter  market.  Where  most  oil  com- 
panies sell  at  a  fraction  of  asset  value, 
Tom  Brown  recently  sold  at  3  times 
the  $9.75  a  share  the  John  S.  Herold 
Co.  estimates  for  the  company.  In  the 
last  year  investors  have  paid  as  much 


as  $50.50  for  TBI  stock — an  incredible 
89  times  earnings  and  18  times  book 
value.  Where  most  independents  sell 
at  7  or  8  times  cash  flow — the  mea- 
sure of  an  exploration  company's  po- 
tential to  drill — Tom  Brown  sells  at  1 5 
times  cash  flow. 

Why:  A  lot  of  the  answer  lies  in  the 
salesmanship  of  Thomas  C.  Brown, 
the  55-year-old  founder  and  chairman. 
For  the  annual  meeting  held  in  August, 
Brown  invites  analysts  and  major 
shareholders  for  lavish  wining  and  din- 
ing. "At  the  meeting,"  says  one  ob- 


Oibnan  Tom  Brown  at  bis  Midland  rig  yard 

Cockeyed  optimist  or  "the  Reverend  Moon  of  the  securities  business"? 


server,  "they  hurry  up  the  minutes  and 
all — just  enough  to  satisfy  the  law- 
yers— and  use  the  rest  of  the  time  get- 
ting everybody  hyped  up  for  the  next 
year.  They  bring  in  all  of  Tom's  oilmen 
friends,  along  with  the  booze,  and  it  all 
flows  together.  It's  very  effective." 

A  born  entertainer  who  is  known  to 
take  the  microphone  and  croon  songs 
at  nightclubs,  Brown  addresses  his 
shareholders  with  the  gusto  of  a  tent 
preacher. 

Ask  him  how  he's  doing.  "Every- 
thing's fantastic,"  he  replies. 
"Couldn't  be  better!"  How  so-1  "What 
could  I  tell  you  is  bad?"  His  blue-green 
eyes  begin  to  glow,  smile  lines  crinkle 
and  his  grin  gets  broader  and  broader. 
"Every  rig  is  running,  we've  got  50 
wells  drilling,  Oncor  [an  oil  tools  sub- 
sidiary] is  killing  'em,  we've  got  a 
bunch  of  new  prospects — what's  bad?" 

Not  everyone  leaves  Midland  a  true 
believer.  "It's  a  cult  of  personality," 
sneers  one  analyst.  "He's  the  Rever- 
end Moon  of  the  securities  business." 

But  Brown  seems  more  cockeyed 
optimist  than  humbug.  Meandering 
through  the  Midland  Country  Club, 
Brown  is  stopped  at  every  other  table 
to  say  hello.  Once  seated,  his  perky 
wife  slips  Tiffany  silver  straws  from  a 
velvet  sheath  and  selects  the  right 
length  for  her  gin  and  tonic.  Brown 
orders  a  steak  and  reminisces:  "If  you 
haven't  been  up  and  down  three  or 
four  times,  you  haven't  been  in  the  oil 
business." 

He  was  down  at  the  very  start.  The 
son  of  an  Akron,  Ohio  movie  projec- 
tionist, Brown  left  the  Navy  in  1946 
and  went  to  work  for  Goodyear  Tire 
<!k  Rubber,  selling  mechanical  rubber 
goods  in  the  oilfields  of  Texas  and 
Oklahoma.  One  evening,  driving  back 
from  a  fishing  trip  with  some  custom- 
ers, he  looked  out  at  the  drilling  rigs 
that  studded  the  horizon  and  men- 
tioned he  would  like  to  have  a  rig  or 
two.  The  next  week  one  of  the  cus- 
tomers arranged  financing  for 
Brown's  first  rig. 

His  first  four  wells  were  dry  holes 
that  pushed  debt  $60,000  beyond  his 
company's  entire  value.  But  he  did 
not  pack  up  and  return  to  selling  rub- 
ber. Brown  asked  his  suppliers  for  pa- 
tience, with  their  bills;  a  friend  intro- 
duced him  to  the  oil-wise  lenders  at 
the  First  National  Bank  of  Midland. 
And  presently  he  had  modest  success. 
Then  he  went  on  to  drill  a  string  of  29 
dry  holes  in  1956  and  1957. 

A  dismal  beginning  at  an  inauspi- 
cious time  to  be  getting  into  the  oil 
business.  With  Middle  Eastern  oil 
flooding  the  market,  other  oilmen 
were  rushing  for  the  exits.  When  oth- 
er drilling  contractors  put  their  rigs  up 
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30  years  of  computer  experience: 

%565andup. 


ne  big  ideas  start  small. 

Yet  in  the  world  of  computers,  it  seems  like  just  the 
x>site.  They've  become  smaller.  Faster.  Less  complicated 
1  less  expensive. 

In  the  past  30  years,  IBM  has  contributed  quite  a 
to  that  evolution.  And  today,  one  of  our  latest  efforts 
he  IBM  Personal  Computer. 

Our  "big  computer"  experts  got  the  chance  to  put 
ir  experience  and  knowledge  into  your  IBM  computer, 
eir  enthusiasm  was  boundless.  So  were  their  demands. 

They  insisted  that  the  system  be  expandable  enough 
idd  memory  up  to  256KB.  Or  to  add  disk  drives. 

1 


IBM  PERSONAL  COMPUTER  SPECIFICATIONS 

*ADVANCED  FEATURES  FOR  PERSONAL  COMPUTERS 
Display  Screen 

High-res<  >lution 

(720h  x  350v)* 
80  characters  x  25  lines 
Upper  and  lower  case 
Green  phosphor 

screen 
Diagnostics 
Power-on  self  testing 
Parity  checking* 
Languages 
BASIC,  Pascal 
Printer 
Bidirectional* 
80  characters/second 
12  character  styles,  up  to 

132  characters/line* 
9x9  character  matrix* 


User  Memory 

16K  -  256K  bytes* 
Permanent  Memory 

(ROM)40K  bytes* 
Microprocessor 

High  speed,  8088* 
Auxiliary  Memory 

2  optional  internal 
diskette  drives, 
5y4",l60K  bytes 
per  diskette 

Keyboard 

83  keys,  6  ft  cord 
attaches  to 
system  unit* 

10  function  keys 

10-kcy  numeric  gad 

Tactile  feedback 


Color/Graphics 

Text  mode: 
16  colors* 
2S6  characters  and 

symbols  in  ROM* 
Graphics  mode: 
4-color  resolutic  >n: 

320h  x  200v* 
Black  <S  white  resolution: 

640h  x  200v* 
Simultaneous  graphics  & 

text  capability 
Communications 
RS-232-C  interface 
Asynchrc  >n<  >us  ( start/stop) 

protocol 
Up  to  9600  bits 
per  second 


The  IBM  Personal  Computer 


Or  a  printer  for  word  processing. 

They  demanded  that  the  system  be  flexible  enough 
so  the  components  could  be  moved  around  with  ease. 

Our  IBM  Personal  Computer  Software  Publishing 
Department  insisted  that  the  programs  be  versatile 
enough  for  your  professional,  business,  entertainment 
and  personal  needs.  And  the  people  who  were  writing 
our  literature  were  adamant  that  an  encyclopedia  of 
"computerese"  not  be  required  reading. 

We  gave  them  all  they  wanted.  So  you  could  have 
the  personal  computer  you  want.  For  flexibility, 
performance  and  ease  of  use,  no  other  personal  computer 
offers  as  many  advanced  capabilities  (see  the  box). 

And  there's  more  good  news.  The  IBM  Personal 
Computer  starts  at  less  than  $1,600  for  a  system  that, 
with  the  addition  of  one  simple  device,  hooks  up  to  your 
home  TV  and  uses  your  audio  cassette  recorder. 

\bu'll  find  the  IBM  Personal  Computer  at  the 
nationwide  chain  of  150  ComputerLand®stores,  and  Sears 
Business  Systems  Centers.  Of  course,  our  own  IBM 
Product  Centers  will  sell  and  service  the  system.  And 
the  IBM  Data  Processing  Division  will  serve  those 
customers  who  want  to  purchase  in  quantity. 

So  come  in  and  see  the  computer  IBM  made  tot  you. 
And  rest  easy.  Because  even  though  this  may  be  your 
first  computer,  it's  certainly  not  ours.  ==^=.  =* 


and  me. 


the  IBM  Personal  Computer  dealer  nearest  you,  call  (800)  447-4700 
llinois,  (800)  322-4400.  In  Alaska  or  Hawaii,  (800)447-0890. 


tThts  price  applies  to  IBM  Pro 
Pruts  rii.u  v.irv  at  other  stores 
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INTR< 
THE  1982  CHEV 

5    -J      A  I 

The  thinking  behind 


What  would  it  take  to  put  your  fleet 
in  perfect  shape  for  1982? 

A  whole  new  size  of  Chevrolet  so 
aerodynamically  shaped  it  uses  less 
than  12  HP  to  cruise  at  50  MPH? 

A  shape  that  begins  with 
front-wheel  drive  and  ends  with  a 
full  16-cu.-ft.  trunk?  And  is  so 


efficiently  engineered  in  between  it 
gives  you  front-seat  leg  room  within 
tenths  of  an  inch  of  the  biggest 
1982  full-size  cars? 

A  trim  mid-size  shape  with  a 
fuel-injected  4-cylinder  engine  so 
efficient  its  mileage  estimates 
compare  with  some  compact 


estimates?* 

An  automobile  so  advanct 
bound  to  look  good  on  used- 
And,  with  three  levels  of  ints 
trim,  comes  with  enough  shi 
opulence  to  make  even  your 
manager  smile?  Yet  its  MSR 
hundreds  of  dollars  below  m 


lie  perfect  fleet  car, 


ELEBRITY. 


expensive-nameplate, 
wheel-drive,  mid-size  models? 
at's  what  we  thought,  too. 
Jucing  the  all-new  Chevrolet 
irity  Sedan  and  Coupe, 
d  they're  available  for  ordering 
elivery  now? 
'feet.  Just  perfect. 


MO  EST.  HWY./I25I  EPA  EST.  MPG.  Use 
estimated  MPG  for  comparisons.  Your 
mileage  may  differ  depending  on  speed, 
distance,  weather.  Actual  highway  mileage 
lower.  Some  Chevrolets  are  equipped  with 
engines  produced  by  other  GM  divisions, 
subsidiaries,  or  affiliated  companies 
worldwide.  See  your  dealer  for  details. 


Chevrolet 


CHEVROLET 
FLEET  SALES 


E       HAVE        BUSINESS        ON        OUR  SIDE 


The  best  offense  is 
a  good  offense. 


An  aggressive  capital  invest- 
ment strategy  is  a  critical  factor 
in  maintaining  growth  and 
profitability. 

Over  the  past  five  years,  a  period 
of  retrenchment  in  some  sectors 
of  the  economy,  InterNorth  has 
recorded  capital  expenditures 
totaling  nearly  $2  billion,  which 
includes  construction  of  the 
plant  shown  here  at  our  petro- 


chemical manufacturing  complex 
near  Chicago. 

Such  a  bold  growth  strategy 
contributes  significantly  to  Inter- 
North's  consistently  favorable 
return  on  equity,  which  at  18.5% 
last  year  was  one  of  the  high- 
est in  the  nation  for  businesses 
of  our  kind. 

InterNorth,  a  natural  gas 
pipeline  pioneer,  today  is  an 
international  complex  of  natural 
resource  companies  in  natural 


gas,  natural  gas  liquids, 
petrochemicals,  exploration  and 
production,  and  coal.  Natural 
gas  provides  a  solid  foundation 
of  income  for  our  shareholders 
while  our  other  businesses  offer 
opportunity  for  capital  growth. 

For  further  information  on  Inter- 
North,  call  Roy  A.  Meierhenry, 
Vice  President  and  Treasurer, 
402-633-4937. 


INTERNORTH 


International  Headquarters.  Omaha,  Nebraska  68102 


for  auction,  driller  and  partner  Joe 
Roper  would  buy,  often  for  10  cents 
m  the  dollar.  "Whenever  we  needed 
:ash,"  says  Brown,  "we'd  go  out  and 
;ontract  [the  rigs  to  other  oilmen]." 
With  his  unleased  rigs,  Brown  would 
Jrill  in  return  for  part  of  whatever 
Droduction  was  found. 

In  1968  Brown  brought  the  com- 
pany public,  and  the  record  for  the 
lext  decade  was  one  of  frequent,  if 
iot  consistent,  success.  When  the 
;ompany  had  handsome  oil  strikes,  as 
n  its  fiscal  year  ended  Mar.  31,  1974, 
ts  earnings  nearly  doubled.  But  they 
ell  back  again  in  fiscal  1979,  while 
kown  set  up  the  oil  tools  subsidiary, 
xi  the  last  two  years,  however, 
kown's  earnings  and  stock  price 
lave  truly  exploded — from  $5  million, 
[4  cents  per  share,  in  fiscal  1980  to 
521  million,  57  cents  a  share,  in  fiscal 
1981.  Meanwhile,  the  stock  shot  from 
i  low  of  4lA  in  fiscal  1980  to  last 
/ear's  50 Vi  high.  Earnings  this  year  so 
ar  are  doubling  last  year's. 

The  company  has  taken  on  weight, 
loper,  now  53  and  vice  chairman, 
uns  a  fleet  of  3 1  rigs,  and  Brown  has 
133,400  exploration  acres  in  areas 
hat  are  the  rage  among  oilmen:  the 
Dverthrust  Belt  in  Utah,  the  Williston 
iasin  of  Montana  and  North  Dakota 
ind  Oklahoma's  Anadarko  Basin. 

How  did  Brown's  smallish  com- 
)any  get  so  much  key  acreage  when 
here  are  far  larger  oil  companies  hun- 
gering for  good  drilling  prospects? 
'What  we  say  in  the  business,  Tom's 
ust  a  good  ole  boy,"  says  Bill  Saxon  of 
>axon  Oil.  Roland  De  Paul,  Brown's 
lead  of  exploration,  explains:  "The  oil 
msiness  is  more  a  fraternity  than 
inything  else.  Suppose  you're  in  some 
)lay,  and  we're  good  friends — maybe 
:ven  classmates  or  some  damn  thing, 
f  I  ask,  you'll  tell  me  about  it,  which 
laves  me  time.  Or  I  might  get  onto 
Something  that's  more  than  I  can  han- 
Ue  and  invite  you  in.  You  see,  you 
)orrow  from  your  friends  a  lot." 

For  example,  Tom  Brown  is  a  friend 
ind  sometimes  partner  of  the  savvy 
)ilmen  at  BWAB  Inc.  in  Denver,  a 
>rivate  company  composed  of  West 
lexans  who  moved  to  Colorado  in 
^970.  BWAB  was  one  of  the  first  play- 
ers in  the  rich  Overthrust  Belt,  and 
ogether  BWAB  and  TBI  acquired  a 
)iece  of  the  largest  U.S.  find  since 
'rudhoe  Bay  in  1968. 

It's  called  Anschutz  Ranch  East 
Forbes,  June  8,  19X1),  a  field  that 
itraddles  the  Utah-Wyoming  border, 
ind  experts  speculate  its  reserves  go 
is  high  as  7  trillion  cubic  feet  of  gas 
md  1.5  billion  barrels  of  oil.  The  fact 
)f  TBI's  575-acre  interest — well  publi- 
cized by  Brown — pushed  the  stock  to 


that  astounding  50V2  high  last  March. 

The  figures  scarcely  support  such 
enthusiasm.  John  Olson  of  Drexel 
Burnham  Lambert  in  Houston  figures 
that  proven  Anschutz  East  reserves 
add  $2  a  share  in  asset  value  to  TBI, 
which  he  thinks  is  worth  $12.50  a 
share.  Yet  it  is  selling  for  $28.  To 
make  up  the  difference,  Anschutz 
would  have  to  provide  the  equivalent 
of  50  million  barrels  of  oil  or  280  bil- 
lion cubic  feet  of  gas.  So  far,  Brown's 
proven  reserves  from  Anschutz  are 
only  2.8  million  barrels  plus  14.3  bil- 
lion cubic  feet. 

Yes,  much  more  is  possible,  but  it 
will  be  a  couple  of  years  before  anyone 
knows  for  sure.  That,  however,  is 
typical.  Says  Lynn  Houston  of  Leh- 
man Brothers'  Houston  office:  "Tom 
Brown  stays  priced  two  years  ahead  of 
what  he  promises  to  do.  He's  always 
30%  to  50%  higher  than  other  com- 
panies with  as  good  a  record." 

The  reason,  say  disciples,  is  that 
Brown  has  made  good  his  promises 
before.  They  cite  Oncor  Corp.,  the  oil 
tools  subsidiary.  Begun  in  1977,  On- 
cor had  by  1979  become  a  black  hole 
that  sucked  in  cash  and  never  spit  it 
out.  Operating  losses  and  interest  on 
some  $20  million  borrowed  to  finance 


capital  expenditures  dragged  TBI  from 
earnings  of  13  cents  a  share  in  fiscal 
1978  to  a  1-cent-a-share  loss  in  1979. 
The  alarmed  TBI  board  decided  to  sell 
Oncor.  But  Brown  made  a  final  pitch. 
Oncor  was  turning  around,  he  said. 
He  cited  new  management,  headed  by 
William  Chunn,  a  27-year  veteran  of 
Oncor 's  main  competitor.  Brown  told 
his  board,  "Here  we  are,  we  have  a 
group  of  people  that's  second  to  none. 
Let's  give  'em  a  chance." 

Brown  was  right.  In  fiscal  1981  On- 
cor contributed  23%  of  TBI's  $21  mil- 
lion in  earnings,  wiping  out  its  pre- 
vious losses.  The  division's  fiscal 
1982  sales  should  hit  $100  million,  for 
a  $25  million  pretax  profit. 

Brown  keeps  a  sharp  eye  on  the 
price  of  his  stock.  Four  months  ago, 
when  TBI  stock  dipped  to  24,  he  an- 
nounced that  the  company  would  buy 
in  up  to  2  million  of  its  38.7  million 
shares.  It  bought  only  164,000  shares 
before  the  stock  began  to  buoy  back 
up.  At  a  recent  28,  it  gives  Tom 
Brown  himself  a  net  worth  of  at  least 
$155  million. 

Say  this  for  Tom  Brown:  Evangelist 
he  may  be,  as  much  as  businessman, 
but  he  clearly  believes  in  what  he 
preaches.  ■ 


The  Up-And-Comers 


Why  is  running  a  new  company  like 
mountain  climbing?  Because  you  can't 
avoid  risks  in  either  game,  but  you  darned 
well  better  judge  them  correctly. 

"We  had  to  do  a 
lateral  traverse" 


By  John  A.  Byrne 


Among  the  stark  black-and- 
white  photographic  prints  that 
h  decorate  the  walls  of  Chair- 
man Leon  Weissman's  office  at 
Chyron  Corp.  is  an  arresting  shot  of 
one  of  his  friends  rappelling  off  a  sheer 
400-foot-high  rock  face.  Weissman 
took  the  picture  himself  as  he  was 
following  his  friend  up  the  rope  in  the 
treacherous  climb. 

If  there's  one  quality  a  successful 


mountain  climber  must  have,  it's  an 
ability  to  assess  risk  very  accurately, 
always  learning  from  the  occasional 
false  steps  of  the  lead  climber.  The 
same  with  business  risk:  The  trick  is 
not  to  avoid  it  but  to  evaluate  it  prop- 
erly. Weissman's  1975  acquisition  of 
Systems  Resources,  Chyron's  prede- 
cessor company,  against  all  the  advice 
of  his  friends,  has  turned  out  be  one  of 
the  shrewdest  assessments  of  risk  he 
has  ever  made. 
Today,  Weissman  is  standing  on 
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the  high  ground  with  one  of  the  most 
profitable  companies  in  the  electron- 
ics industry.  Last  year,  with  no  debt 
whatsoever,  Chyron  managed  to  re- 
turn 47%  on  capital  despite  competi- 
tion from  3M,  Bell  &  Howell  and 
France's  Thomson-CSF.  It  has  a  three- 
month,  $4  million  backlog  of  orders, 
$13  million  in  cash  and  the  prospect 
of  a  72%  gain  in  net  income  this  year, 
to  $3.3  million  on  sales  of  $12  million. 
Chyron  is  no  longer  a  cliff-hanger.  But 
it  sure  was  back  in  1972. 

Systems  Resources  was  founded  by 
a  longtime  friend,  Eugene  Leonard, 
whom  Weissman  had  met  after  gradu- 
ating in  1949  with  an  electrical  engi- 
neering degree  from  the  College  of  the 
City  of  New  York.  Unable  to  find 
work  as  an  engineer,  Weissman  had 
to  teach  courses  in  TV  repair  at  a  New 
York  City  trade  school  where  Leonard 
was  also  an  instructor.  While  Weiss- 
man later  went  into  the  buying,  sell- 
ing and  leasing  of  computers,  Leonard 
became  one  of  the  pioneers  in  the 
electronic  devices  used  by  television 
stations  to  flash  sports  scores,  elec- 
tion results  and  the  names  of  guests 
on  the  screen. 

But  Leonard's  company  lacked 
working  capital  and  critical  manage- 
ment experience.  Typical  small-busi- 
ness deficiencies. 

"After  some  friends  of  mine  looked 
at  their  balance  sheets,  they  suggested 
the  company  go  into  bankruptcy," 
Weissman  recalls.  "They  were  spend- 
ing a  whole  lot  of  energy  just  looking 
for  money.  They  couldn't  get  parts 


The  Up-And-Comers 

because  they  had  to  be  bought 
C.O.D."  But  Weissman  was  intrigued 
by  fTrft  product  and  its  potential.  At 
th%  tjjne  there  was  little  if  any  Compe- 
tition. TV  was  looking  for  speedier 
and  more  efficient  ways  to  identify 
people  on'  the  screen  than  its  tradi- 
tional letterpress  cards. 

The  product  was  a  sleek  28-inch-by- 
13-inch  keyboard  backed  up  by  more 
than  200  pounds  of  black-box  technol- 
ogy. TV  stations  could  use  it  to  elec- 
tronically generate  titles  and  graphics 
for  everything  from  sports  scores  to 
election  results.  They  could  flash 
characters  on  the  screen  in  7  colors 
and  6  different  type  styles  and  present 
titles  in  5  vertical  speeds. 

Meanwhile,  the  balance  sheets  of 
Weissman's  own  company  were 
showing  more  red  ink  than  black  in 
the  early  1970s.  Swamped  by  a  flood 
of  competition  in  computer  sales  and 
leasing,  his  six-year-old  Computer  Ex- 
change was  showing  losses  of  more 
than  $1  million  on  just  $3.6  million  in 
revenues  in  fiscal  1972.  At  best,  Com- 
puter Exchange's  future  was  uncer- 
tain. At  worst,  it  was  doomed.  Sys- 
tems at  least  had  a  viable  product  line. 
Weissman  recalls  that  it  was  a  mo- 
ment not  unlike  one  he  once  had 
while  mountain  climbing.  "I  was 
hanging  on  with  fingertips  and  toe- 
nails from  a  400-foot  cliff  in  the 
Shawangunks  of  upstate  New  York, 
when  suddenly  a  wasp  came  along  and 


stung  me  on  the  chest,"  Weissman 
recalls.  Fighting  back  pain  and  fear, 
Weissman  somehow  managed  to  keep 
his  cool  and  inch  his  way  to  safety. 

Systems  Resources  was  hanging  by 
its  fingernails,  too,  but  maybe,  just 
maybe,  Weissman  could  use  Comput- 
er Exchange's  working  capital  to  fi- 
nance existing  orders  for  Systems  Re- 
sources. He  did  just  that  in  1973,  and 
only  one  year  later  Weissman  handed 
over  S250,000  from  his  own  business' 
working  capital  to  Leonard  for  an  op- 
tion to  buy  Systems  Resources.  In 
1975  he  swapped  200,000  of  Comput- 
er Exchange's  shares,  worth  about 
$300,000,  for  all  of  Leonard's  com- 
pany. Then,  a  year  later,  he  wound 
down  the  remains  of  Computer  Ex- 
change. In  effect,  Systems  Resources 
cannibalized  Computer  Exchange  in  a 
play  for  time.  Weissman  sees  it  with 
the  eyes  of  a  mountain  climber.  "We 
had  to  do  a  lateral  traverse  [a  horizon- 
tal move  to  a  new  climbing  path],"  he 
says.  "Systems  Resources  was  not  in 
good  shape.  It  was  a  drain,  but  I  felt 
we  had  to  take  a  calculated  risk." 

Systems  Resources  had  been  selling 
its  equipment  through  six  domestic 
exclusive  representatives  who  gener- 
ally were  retired  chief  engineers  of 
broadcast  stations.  "They  were  tech- 
nologically at  least  one  generation  be- 
hind our  equipment,"  says  Weissman. 
"We  often  would  have  to  send  some- 
one from  the  factory  to  close  the  deals 
while  these  reps  would  still  get  10%." 
So  he  replaced  the  representatives 
with  three  salesmen.  "We  were  clos- 
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Want  to  see  more  kids  tooting 
their  own  horns? 


Borg-Wamer  Acceptance  Corporation  helps  finance  music  store  inventories  so  store  owners      SEEEE%^™"B™ • 
can  offer  a  more  complete  line  of  instruments  to  schools  and  bands.  That's  Borg- Warner  today.  BORGjfyVARHIER 
And  there's  more  to  come.  In  eight  major  markets,  Borg-Wamer  is  a  company  to  watch. 


Watch 
Bora-Warner 


For  an  annual  report  write:  Borg- Warner,  Dept.  50.  200  South  Michigan  Avenue,  Chicago,  Illinois  60604 
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'Bui  I  gave  at  the  office! " 


Good  news:  Free  enterprise  is  safe. 
The  same  forces  that  intervened  when  cor- 
porations were  "excessively" profitable  will  be 
much  more  lenient  in  the  eighties. 

Business  will  henceforth  have  the  freedom 
to  lose  as  much  as  the  market  allows. 

The  irony  of  this,  we're  sure,  is  not  lost  on 
you.  Particularly  in  a  world  where  costs 
never  decrease  and  earnings  are  identifiable 
by  their  tendency  to  evaporate. 

How  do  you  cope?  \Ws  suggest  you  inter- 
vene in  the  affairs  of  your  company  and 
install  a  Data  General  ECLIPSE  computer. 
ECLIPSE  is  a  complete  information  system  designed  to  do  more  than  just 
lp  you  retrieve  information.  It's  designed  to  help  you  retrieve  losses— in 
les,  inventories,  cash  flow,  and  many  other  areas  where  it  may  seem  you  can't  eke 
it  another  penny  in  earnings. 

An  ECLIPSE  computer  eked  out  considerably  more  than  that  for 
xkheed  Finance  Corporation.  Citing  "volatile  interest  rates  that  make  cash  flow 
ntrol  vital,"  they  credited  the  ECLIPSE  integrated  information  and  word 
pcessing  system  with  "positively  affecting  our  bottom  line,  and  helping  make 
competitive  as  well  as  profitable." 

Max  Factor  &  Co.  reports  that  utilizing  the  ECLIPSE  "led  to  increased  efficien- 
m  production  planning  and  inventory  control"— with  "major  beneficial  impact 
our  bottom  line." 

Saab-Scania  of  America  reports  savings,  too:  "The  system  uptime  is  virtually 
p%.  Instantaneously  we  can  search,  find  and  allocate  emergency  parts  orders 
i>m  any  Saab  location  in  the  U.S." 

In  fact,  of  the  100  largest  companies  in  America,  no  fewer  than  77  have  Data 
?neral  computers.  Those  figures  suggest  either  a  stunning  coincidence  or  a 
isiderable  profit  opportunity. 

Those  who  still  believe  in  opportunities  are  invited  to  write  for  particulars 
Data  General,  Dept.  A3, 4400  Computer  Drive,  ^    r\       ^  1 

estboro,  Massachusetts  oi  580.  %  w  Data  General 


-'         I  XiI.iCjciici.iI  Corporal  ion.  KCI  .11  \S|  is.i  registered  trademark  ol  Data  CicneralCorpoi.il  ion. 


ing  deals  quicker,  at  less  cost,  and  we 
were  closer  to  the  customers,  so  we 
got  more  feedback  from  them."  He 
also  weeded  out  the  company's  exclu- 
sive representatives  abroad  and 
signed  an  agreement  with  Ampex 
Corp.  under  which  Ampex  exclusively 
markets  the  equipment  overseas. 
That  move  was  so  successful  that 
Ampex  is  expected  to  account  for 
nearly  25%  of  Chyron's  total  sales 
this  year.  Along  the  way  came  the 
name  change  to  Chyron. 

In  a  dispute  over  policy,  Gene  Leon- 
ard quit  in  1977,  when  Chyron  was 
moving  decisively  into  the  black.  But 
Weissman  kept  a  steady  hand  at  the 
helm.  "You  have  to  realize  there's 
enough  talent  left  and  some  things  are 
inevitable,"  he  says.  "You  just  say, 
'Where  do  we  go  from  here?'  " 

One  answer  was,  back  to  the  re- 
search lab.  The  pioneering  Chyron  II 
and  Chyron  IE  machines,  now  facing 
tougher  competition,  had  to  be  im- 
proved. Weissman  went  for  broke 
with  a  crash  expenditure  of  21%  of 
sales  that  shaved  earnings  to  the  bone 
in  1978. 

That  calculated  gamble  quickly  paid 
off.  Chyron  developed  a  new  state-of- 
the-art  product  called  the  Chyron  IV 
in  one  year,  half  the  time  it  normally 
would  take,  and  dazzled  the  competi- 
tion by  offering  64  colors  and  titles  in 
9  staccato  rhythms.  By  working  close- 
ly with  a  network  in  developing  the 
machine,  it  got  a  verbal  agreement 
from  ABC  to  buy  the  first  ten  units. 
Says  Weissman,  "You  have  to  keep 
talking  to  these  people." 

Since  1978,  Chyron  has  sold  more 
than  $3.5  million  worth  of  equipment 
to  NBC  and  ABC  alone.  ABC,  which 
has  about  60  Chyron  machines  in  all, 
picked  Chyron  equipment  because  it 
was  "more  flexible"  and  the  company 
was  willing  to  "tailor-make"  its  prod- 
ucts, says  Julius  Barnathan,  president 
of  broadcast  operations  and  engineer- 
ing for  ABC.  That  strategy  has 
worked  wonders  for  Chyron  because 
affiliate  stations  often  follow  the  lead 
of  the  network  and  its  owned-and- 
operated  TV  outlets. 

CBS  also  is  expected  now  to  be- 
come an  important  customer  of  Chy- 
ron's. Initially,  CBS'  needs  were  filled 
by  its  in-house  CBS  Laboratories, 
which  was  acquired  by  Thomson-CSF 
six  years  ago.  The  network  continued 
to  buy  its  Vidifont  machines  until  re- 
cently. "We  used  Vidifonts,"  says  Bob 
Hammer,  vice  president  for  CBS  pro- 
duction facilities  in  New  York,  "but 
we're  phasing  them  out  and  buying 
Chyron  because  their  equipment  is 
state-of-the-art."  Hammer  says  CBS 
plans  to  buy  four  new  Chyrons  this 


year  to  add  to  its  dozen. 

To  maintain  its  reputation,  Chyron 
will  introduce  several  major  improve- 
ments to  the  Chyron  IV  in  April.  The 
improvements  provide  for  more  ani- 
mation, greater  color  selection  and  an 
electronic  "paint  brush"  capability, 
which  will  allow  operators  to  produce 
graphics  with  an  electronic  pen  de- 
vice. They  also  will  increase  storage 
memory  twentyfold. 

The  company  already  is  working  on 
a  successor  to  its  top  machine,  which 
it  believes  will  be  needed  within  three- 
years.  To  be  sure  he  beats  the  compe- 
tition to  the  punch,  Weissman  is  in- 
creasing his  R&D  budget  this  year  by 
45%,  to  $775,000,  or  about  6.5%  of 
estimated  1982  sales — at  no  cost  to 
that  projected  72%  earnings  gain. 

Weissman  has  made  his  share  of 
mistakes,  of  course.  In  1978,  during 
the  company's  frenetic  efforts  to  de- 
velop the  Chyron  IV,  Weissman 
stopped  ordering  parts  for  the  Chyron 
II  long  before  he  could  deliver  its  suc- 
cessor. The  result:  Chyron  stopped 
shipments  of  its  main  product  three 
months  before  it  could  deliver  the 
Chyron  IV.  That  lapse  severely  hurt 
both  profits  and  sales.  Weissman,  a 
reserved  and  methodical  man,  con- 
cedes he  was  too  concerned  about  the 


possibility  of  excess  inventory  on 
Chyron  II. 

In  the  main,  however,  Weissman 
has  played  his  risk  shrewdly.  What 
next?  He  foresees  plenty  of  future 
growth  for  his  equipment  from  over- 
seas markets,  as  well  as  domestic  pro- 
duction houses  and  cable  TV  oper- 
ations. This  year  he  hopes  to  make  an 
acquisition  that  would  bring  Chyron 
into  a  complementary  field  such  as 
electronic  displays  or  graphics  for 
business,  medical  or  industrial  use. 

Besides  working  on  a  successor  to 
the  Chyron  IV,  Weissman,  61,  already 
is  making  preparations  for  his  own 
successor.  Joseph  L.  Scheuer,  50,  for- 
merly executive  vice  president  who 
came  to  Chyron  from  Systems  Re- 
sources, was  named  president  and 
chief  operating  officer  last  year. 

Between  thoughtful  puffs  on  a  cigar, 
Weissman  says  he  made  $800,000  on 
a  sale  of  Chyron  stock  during  a  share 
offering  last  year,  which  still  leaves 
him  with  a  nearly  9%  stake,  market 
value  $4.25  million.  "It  was  the  first 
time  that  paper  had  the  smell  of  reali- 
ty," he  notes  with  a  smile. 

It's  kind  of  the  same  feeling,  says 
Weissman,  that  a  mountain  climber 
gets  when  he  enjoys  the  view  from 
the  summit  after  a  hard  ascent.  ■ 


The  Up-And-Comers 


Ask  the  Small  Business  Administration  for 
financial  assistance  and  all  that  you  are 
likely  to  get  is  free  advice. 


The  empty 
jelly  bean  jar 


ichael  Cardenas  says  he 
knows  the  problems  of  small 
businesses  at  first  hand.  At 
14  he  began  keeping  the  books  for  his 
father's  barbershop.  Later,  when  he 
hung  out  his  shingle  as  a  certified 
public  accountant  in  Fresno,  Calif.,  he 
found  himself  working  almost  exclu- 
sively for  small  companies.  He  also 
learned  about  the  problems  of  the  U.S. 
Small  Business  Administration, 
which  has  been  attacked  as  corrupt 


Edited  By  Paul  B.  Brown 


and  ineffectual  ever  since  it  was  cre- 
ated by  Congress  in  1953.  Neverthe- 
less, when  Ronald  Reagan  asked  Car- 
denas, a  longtime  Republican  finance 
committee  member,  to  run  the  SBA, 
Cardenas  says  he  jumped  at  the 
chance. 

Cardenas,  who  proudly  wears  cuff 
links  with  the  presidential  seal,  firmly 
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espouses  the  Reagan  party  line  of  less 
government  and  more  self-sufficien- 
cy. What  is  needed,  he  says,  is  volun- 
teer efforts  by  larger  companies.  In 
the  following  talk  with  Forbes,  Car- 
denas explains. 

Cardenas.  Money  doesn't  always 
help.  We  can't  automatically  give 
them  another  loan  because  we  may 
be  leading  them  into  further  doom. 
We  have  SCORE  [Service  Core  of 
Retired  Executives),  which  has  long 
been  in  existence  and  underutilized. 
About  4,000  to  6,000  retired  busi- 
nessmen are  actively  involved  in  of- 
fering constructive  suggestions  to 
small  business.  We  are  bringing  in 
active  businessmen  who  update  the 
SCORE  members  on  what  has  been 
going  on  since  they  left  the  work 
force.  We  also  have  400  staffers  in 
the  management  assistance  program 
who  can  help. 

But  under  the  President's  proposed 
budget  cuts,  you  are  scheduled  to  lose  90 
pf  those  management  assista>ice  staffers, 
wen 't  you? 

Cardenas:  Yes,  but  we  have  to  get  the 
private  sector  more  involved.  That 
way  the  cut  will  not  have  so  serious 
an  impact. 

How  do  you  get  business  involved? 
Cardenas.  By  appealing  to  them.  I  con- 
sider this  to  be  part  of  community 
service.  I  would  rather  be  assisting  the 
small-business  community  than  rais- 
ing money  for  the  zoo  or  all  those 
other  things.  When  I  can  help  the 
small  businessman  survive  in  the 
community,  I  know  that's  going  to 
help  everybody. 

This  is  not  to  say  that  [big  business] 
will  have  to  give  a  great  deal  of  time. 
For  example,  I  am  sure  that  most  ac- 
counting firms  in  this  country  can 
afford  to  donate  the  time  of  one  of 
their  senior  people  for  one  day  out  of 
every  two  weeks. 

Any  advice  to  those  small  businessmen 
ntt  there? 

Cardenas:  All  I  can  say  is  hang  tight 
and  do  the  best  you  can.  If  small  busi- 
nessmen are  having  problems,  they 
should  admit  they  need  help  and  visit 
their  local  SBA  office  and  the  Cham- 
ber of  Commerce  and  see  what  kinds 
of  assistance  are  available. 

Hare  you  any  cash  to  offer'-' 
Cardenas.  Well,  we'll  still  be  guaran- 
teeing $2.8  billion  worth  of  loans  this 
year.  But  the  fact  remains  that  in 
many  cases  when  small  businesses  are 


in  trouble  it's  because  they  didn't 
have  proper  management.  I  know 
that's  easy  to  say,  but  I  am  convinced 
it's  true.  About  99%  of  my  clients 
when  I  was  in  practice  were  in  the 
small  business  area,  and  in  many 
cases  when  they  failed  it  was  just  a 
lack  of  proper  planning  and  lack  of 
management  assistance. 

As  Forbes  was  leaving  Cardenas' 
office,  we  noted  that  the  jelly  bean  jar, 
the  trademark  of  a  true  Reaganite, 
was  empty.  That,  we  thought,  was 
kind  of  symbolic. 

Am  I  nuts? 

Tlhe  big  accounting  firms  are  really 
hustling  these  days.  Want  to  start  a 
company?  Deloitte  Haskins  &  Sells 
will  hold  your  hand — for  a  fee,  of 
course. 

Says  John  R.  Connolly,  DH&S' 
manager  of  national  planning  for 
small  business:  "When  you  are  think- 
ing about  starting  your  own  company, 
you  need  someone  you  can  turn  to  and 
say,  'I  want  someone  to  take  a  long, 


hard  look  at  what  I  am  proposing  to 
do  and  tell  me  if  I'm  nuts.'  That's 
where  we  come  in." 

Connolly  says  his  accountants  will 
help  you  make  your  business  plan 
more  realistic.  "A  person  can  tell  us 
that  his  new  product  will  sell  5%  of 
the  market.  That's  terrific,  but  how 
soon-  And  what  will  it  cost?"  Connol- 
ly asks.  "You  may  tell  me  that  you'll 
have  to  spend  $1  million  to  get  that 
5%,  but  is  it  all  up  front  or  is  it  pay  as 
you  go?  Are  you  ready  for  your  bank- 
er's examination  of  your  credit  histo- 
ry, collateral  and  ability  to  repay?  The 
repayment  schedule  is  most  impor- 
tant because  you  have  no  track  record. 
And  thus  you  have  to  work  out  all  the 
details  completely." 

But  what's  the  cost  of  such  hand- 
holding?  "If  someone  has  done  all  his 
homework,  all  the  marketing  studies 
and  costs,  it  could  be  only  a  couple  of 
thousand  to  $5,000,"  Connolly  says. 
"But  if  we  come  in  and  find  we  have 
to  do  a  lot  of  the  spadework  for  the 
client,  it  could  run  to  an  astronomical 
amount."  ■ 


When  Gearhart-Owen's  founders  split, 
Harrold  Owen  got  the  short  end.  But  he's 
back  with  a  new  company  and  a  different 
approach  to  oil  services. 


Grudge  match 


By  Anne  Bagamery 


IMAGINE  BEING  LOCKED  OUT  of  an 
industry  for  three  years  of  that 
industry's  most  explosive  growth. 
Finally  you  are  allowed  in — just  as 
that  growth  is  slowing  down. 

That's  the  predicament  of  Pengo  In- 
dustries, a  $182  million  (fiscal  1981 
sales)  oilfield  services  company  head- 
quartered in  Ft.  Worth.  Pengo's  Chair- 
man Harrold  Owen  founded  Gearhart  - 
Owen  Industries  with  his  friend  and 
colleague  Marvin  Gearhart  in  1955. 
He  broke  with  Gearhart  rancorously 
23  years  later,  just  when  their  com- 
pany was  hitting  a  superfast  stride  in 
growth  from  revenues  of  $21  million 


in  1971  to  an  estimated  $345  million 
last  year. 

Gearhart,  who  was  backed  by  a  ma- 
jority of  the  old  company's  board,  got 
to  keep  G-O's  traditional  business  of 
wireline  services — the  fast-growing 
and  highly  profitable  area  of  main- 
taining and  monitoring  oil  and  gas 
wells.  Owen,  58,  got  what  he  jovially 
calls  a  "pack  of  dogs" — lower-mar- 
gined ancillary  operations  that  make 
explosives,  electric  cable  and  some  oil 
tools.  Owen  had  to  agree  not  to  com- 
pete with  Gearhart  in  the  wireline 
business  for  three  years. 

The  noncompetitive  agreement  ex- 
pired last  June,  and  Harrold  Owen  has 
been  taking  Pengo  back  into  wireline 
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Introducing  the  stymie  plant  in  the  giant  economy  siz 


This  amazing  new  plant  is  large  enough  to  produce 
900  million  pounds  of  styrene  per  year. 

Yet,  it's  one  of  the  most  efficient  and  economi- 
cal styrene  plants  in  the  world.  Incredibly,  it  uses 
about  60%  less  fuel  per  pound  than  plants  built 
15  years  ago— many,  still  in  operation. 

(Styrene,  an  important  petrochemical,  is  used 
to  make  polystyrene-^ a  plastic  used  in  everything 
from  appliances  to  furniture  to  throw- away 
drinking  cups.) 

This  unique  plant  in  Bay  port,  Texas,  was 
designed  and  engineered  by  Badger  (a  Raytheon 
company)  for  American  Hoechst  Corporation.  It's 


a  model  of  energy-efficiency  for  styrene  plants 
in  the  future. 

How  can  a  plant  of  such  magnitude  operat 
efficiently?  Three  ways: 

First,  by  conceptual  design.  For  example,  I 
process  uses  heat  in  a  cascading  manner. 

In  one  unit,  the  heat  left  over  from  a  react 
taking  place  at  800°F  provides  heat  for  anothei 
operation  at  350°F.  And  the  heat  left  over  from 
this  operation  heats  still  another  operation  at 
250°F. 

Result:  over  90%  of  the  available  heat  gene 
by  the  fuel  and  the  chemical  reactions  is  recov( 


econd,  by  computer  simulation.  At  the  heart 
design,  computer  models  tell  which  of 
ands  of  possible  combinations  of  flow  rates, 
ires,  and  temperatures,  for  example,  are  likely 
the  most  efficient. 

Tiird,  by  engineers'  finesse.  Badger  engineers 
me  to  consult  with  Hoechst— to  further  fine- 
he  facility.  They're  out  to  shave  one-tenth  of  a 
»er  pound  off  production  cost, 
isignificant? 

^hen  you're  making  900  million  pounds  a  year, 
;  saving  5900,000.  And  in  this  competitive 
jss,  that's  music  to  the  ears. 


Outstanding  engineering.  From  Badger,  a  part 
of  Raytheon... a  company  with  expected  1981  sales 
of  $5.6  billion  in  electronics,  aviation,  appliances, 
energy,  construction,  and  publishing. 

If  you'd  like  our  latest  financial  reports,  please 
write  to  Raytheon  Company,  Public  Relations, 
141  Spring  Street,  Lexington,  Massachusetts  02173. 


Pengo  Chairman  Harrold  Owen 
in  front  of  a  Bandit  rig 
Creating  a  well-services 
supermarket  from  "a  pack, 
of  dogs." 


services  with  a  vengeance.  He  has 
gone  on  an  acquisition  binge:  $83  mil- 
lion to  acquire  26  private  oil  service 
companies  in  three  years,  all  done 
with  new  stock  or  convertible  deben- 
tures. Last  year  Pengo  doubled  its 
sales  and  more  than  doubled  its  earn- 
ings, from  80  cents  to  $2.10  a  share. 
Owen  says  he  wants  to  build  Pengo 
into  a  $1  billion  company  by  1985. 

Why  the  rush?  Owen  replies  with  a 
smile  that  suggests  sadness  more  than 
resentment.  "Well,  I  can't  stand  peo- 
ple who  hold  a  grudge,"  he  says,  fid- 
geting a  little  in  his  chair  in  his  Orien- 
tal-style office  three  blocks  east  of 
Gearhart's.  "But  I  wouldn't  be  human 
if  I  didn't  want  to  surpass  the  other 
company.  It's  kind  of  normal." 

It  will  also  be  difficult  to  do.  The 
days  of  40%-a-year  growth  in  the  oil 
patch  are  fading  fast.  Even  the  most 
bullish  forecaster,  Paine  Webber 
Mitchell  Hutchins,  estimates  that  the 
number  of  new  rigs  added  this  year 
will  diminish  from  600  in  1981  to 
300 — a  50%  drop — and  will  remain  at 
that  growth  level  until  1985,  healthy 
but  not  explosive.  Demand  for  well 
services  will  also  slow,  though  not  so 
much,  because  of  the  need  to  service 
existing  as  well  as  newly  drilled  holes. 

Owen  knows  all  that.  The  way  he 
sees  it,  though,  Pengo  has  something 
to  offer  that  big  companies  like 
Schlumberger  and  Halliburton's  Wel- 
ex  division  do  not.  They  specialize  in 
a  single  service,  whereas  Pengo  aims 
to  become  essentially  a  well-services 
supermarket — providing  everything 
needed  in  the  way  of  equipment  and 
services  once  the  hole  is  drilled.  That 
is  why  Owen — together  with  his  ac- 
quisition specialist,  Vice  President 
Larry  Yurcho — has  bought  companies 


in  everything  from  tank  leasing  to 
electronics. 

But  that  is  not  the  way  the  oil 
services  business  has  worked  in  the 
past.  One  Wall  Street  analyst  ex- 
plains: "The  biggest,  most  success- 
ful oil  services  companies  got  that 
way  by  specializing  in  a  single 
area — Schlumberger  in  open-hole 
logging,  Halliburton  in  cement,  even 
Gearhart-Owen  in  shallow  cased- 
hole  logging.  The  oil  companies 
have  gotten  used  to  calling  in  a 
bunch  of  specialists.  It's  going  to 
take  a  lot  of  convincing  to  get  them 
to  call  a  general  practitioner." 

Owen  concedes  the  problem,  but  he 
thinks  times  are  changing:  Hallibur- 
ton's Welex  subsidiary  is  putting  log- 
ging equipment  on  its  cement-pump- 
ing rigs;  Smith  International  now  per- 
forms some  down-hole  services  in 
addition  to  selling  drill  bits.  And 
Owen — who  got  his  start  designing 
oil  tools  for  Welex — is  pouring  most  of 
his  $60  million  capital  budget  into 
research  and  development  of  things 
like  the  new  Pengo  perforation  valve, 
which  prepares  the  well  for  a  variety 
of  tests  and  services;  until  now  three 
or  four  separate  procedures  were  nec- 
essary. "One  tool  like  that  every  few 
years  and  you  can  get  a  good  jump  on 
anybody,"  he  says. 

Pengo  could  use  a  winner.  Its  record 
with  innovations  is  almost  comic. 
The  company's  first  workover  rigs 
were  so  top-heavy  they  often  fell  over 
in  the  field  on  windy  days.  ("Normal 
and  natural,"  says  Owen.)  Another 
venture — the  original  Bandit  rig,  Pen- 
go's  first  stab  at  providing  a  smorgas- 
bord of  services  on  one  truck — was  so 
heavy  it  needed  a  special  permit  to 
travel  Texas  highways.  The  permit 


had  to  be  obtained  every  time  the 
truck  went  out— up  to  ten  times  a 
day — meaning  that  Pengo  trucks  were 
useless  for  emergency  work. 

Pengo  was  growing  largely  through 
acquisitions  but  never  generating 
enough  cash  to  reduce  the  50%  debt 
load  it  started  with.  Return  on  equity 
has  averaged  a  dismal  7.4%. 

Owen  doesn't  sugarcoat  the  early 
years:  "I  believe  that  in  growing  so 
fast  we  made  every  mistake  it  is  con- 
ceivable to  make  at  least  once,"  he 
says.  But  he  and  Yurcho  are  quick  to 
dispute  criticism — some  of  it  from 
Pengo's  board — that  they  have  made 
too  many  acquisitions  too  quickly  and 
given  their  subsidiaries  too  much 
autonomy.  Says  Owen:  "I'll  be 
damned  if  I'll  buy  some  entrepreneur's 
company  and  then  take  away  his  con- 
trol. I  know  how  I'd  hate  that." 

It's  hard  to  imagine  Owen  hating 
anything.  He  seems  unable  to  work  up 
his  ire  even  when  discussing  the  acer- 
bic personal  and  professional  split 
with  Gearhart.  Owen  wanted  G-O  to 
diversify  into  other  well  services, 
while  Gearhart  wanted  to  stick  with 
the  hot  product  the  company  already 
had.  "Looking  back,  I  suppose  I  would 
have  done  better  personally  to  say, 
'Kiss  off,  Marvin,'  and  sell  off  the  busi- 
nesses they  handed  me,"  Owen  says 
amiably.  "But  I  really  thought  I  could 
make  something  out  of  those  dogs. 
And  I  believe  I  still  can." 

Wall  Street  apparently  doesn't  be- 
lieve quite  yet.  Pengo  stock  trades  at 
around  17,  or  8  times  earnings.  That 
compares  with  a  P/E  of  10  for  Halli- 
burton and  12  for  rival  Gearhart. 
Owen's  response:  "They're  judging  us 
on  what  we've  had  to  do.  We  haven't 
even  begun  what  we  want  to  do."  ■ 
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Numbers  Game 


Edited  By  Richard  Greene 


Most  of  the  money  that  companies  claim  are  deferred  income  taxes 
will  never  actually  be  paid.  So  why  are  they  called  liabilities? 


Rollover 


By  Jane  Carmichael 


T|  he  liability  side  of  Anheuser- 
Busch's  1980  balance  sheet 
shows  "deferred  income  taxes, 
$267.7  million."  That's  no  small 
sum — equal  to  19%  of  total  liabilities 
and  26%  of  stockholders'  equity.  An- 
heuser  is  not  an  isolated  case.  But  are 
deferred  taxes  really  a  liability'. 

That's  a  question  many  accountants 
are  asking  themselves  these  days.  Says 
Harvey  D.  Moskowitz,  national  direc- 
tor of  accounting  and  auditing  for  Seid- 
man  &  Seidman,  "The  deferred  taxes 
on  the  balance  sheet  bear  no  relation- 
ship to  what  is  actually  go- 
ing to  be  owed.  So  the  cur- 
rent method  of  income  tax 
accounting  makes  it  im- 
possible for  the  investor  to 
evaluate  a  company's  li- 
quidity, solvency  or  cash 
flow." 

Here's  the  explanation 
for  this  curious  state  of  af- 
fairs: Anheuser-Busch  had 
pretax  income  of  $271.5 
million,  so,  using  standard 
corporate  tax  rates  (less 
credits),  it  owed  $99.7 
million  to  Uncle  Sam. 
That's  what  it  set  aside  as 
"provision  for  income 
taxes"  on  its  income 
statement.  But  it's  not 
what  the  company  actual- 
ly paid.  Like  most  busi- 
nesses Anheuser  keeps 
two  sets  of  books,  one  for 
tax  purposes,  one  for 
stock  owners.  It  uses  ac- 
celerated depreciation  for 
taxes  but  straight  line  for 
reporting  to  investors.  It 


expenses  interest  for  tax  purposes  but 
often  capitalizes  it  on  the  books.  So, 
out-of-pocket,  it  really  had  to  pay  only 
$31.9  million  in  taxes  in  1980— the 
line  marked  "current"  on  the  income 
statement.  The  other  $67.8  million, 
called  "deferred,"  represents  cash 
that's  squirreled  away  in  liabilities  on 
the  balance  sheet,  under  the  assump- 
tion that  the  company  will  pay  those 
taxes  eventually— when  accelerated 
depreciation  runs  out,  for  example. 

That  assumption  is  probably  wrong, 
though.  As  long  as  the  company  keeps 
growing — in  real  terms  or  because  of 
inflation — it  will  keep  adding  new  as- 


sets and  new  interest  costs  to  replace 
the  ones  that  are  running  out.  That 
means  those  deferred  taxes,  instead  of 
getting  paid,  will  simply  roll  over.  And 
over  and  over  and  over.  It  could  al- 
most make  you  dizzy. 

Dennis  Beresford,  national  head  of 
accounting  standards  for  Ernst  & 
Whinney,  recently  took  a  look  at  the 
1980  annuals  of  the  250  largest  indus- 
trial companies  in  America.  He  found 
26  that  had  deferred  taxes  in  excess  of 
20%  of  stockholders'  equity,  with  the 
average  for  those  companies  being 
27%.  That's  up  sharply  from  1971, 
when  the  same  group  of  companies' 
deferred  taxes  were  only 
10%  of  equity.  Clearly, 
these  folks  aren't  just  stay- 
ing even  in  the  rollover 
game — they're  getting 
ahead  of  themselves.  It's 
like  the  Sorcerer's  Appren- 
tice sequence  in  Disney's 
Fcuitasia,  where  the  en- 
chanted broomsticks 
dump  ten  buckets  of  water 
on  the  cellar  floor  for  every 
one  bucket  Mickey  Mouse 
manages  to  bail  out.  Only 
in  this  case  it's  cash. 

In  a  sense  then,  both 
profits  and  net  worth  are 
seriously  understated. 
"Many  of  these  large 
companies  say  this  is  un- 
realistic reporting,"  says 
Beresford.  "  'We'll  never 
pay  those  amounts,'  they 
say,  'so  why  do  we  have 
to  set  them  up  as  liabili- 
ties? They  should  really 
be  considered  part  of  our 
income  and  stockholders' 
equity.'  " 
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Were  doing  what  has  to  be  done 

Auto 

Theft 

Every  28  seconds,  a  vehicle  is  stolen  somewhere  in  the  U.S. 
Cost  to  the  public:  S4  billion  a  year.  That's  why  Property- 
Casualty  insurance  companies  work  together  to  fight  this  crime 


With  over  I;IOO;000  vehicles  stolen  in 
the  U.S.  last  year,  auto  theft  is  not  just  a 
problem— it's  an  epidemic.  One  of  every  143 
registered  motor  vehicles  is  stolen;  and  fewer 
than  60  percent  of  them  are  recovered. 

Owners  of  stolen  vehicles  are  not  the 
only  victims.  Auto  theft  costs  die  American 
public  an  incredible  $4  billion  a  year.  And 
every  car  owner  and  taxpayer  helps  to  pay 
that  bill. 

Why  this  sudden  surge  in  auto  theft? 
Several  reasons.  For  one,  the  lure  of  a  fast  and 
easy  profit  has  attracted  organized  crime. 
Two  men  working  in  an  illegal  "chop  shop7' 
can  disassemble  a  stolen  vehicle  in  forty 
minutes. 

The  component  parts  are  passed  along 
for  sale  at  almost  pure  profit.  The  endless 
supply  of —and  demand  for— these  parts 
creates  a  black  market  bonanza. 


At  the  same  time;  the  ille 
gal  export  of  stolen  vehicles 
is  rising.  Experts  estimate 
that  as  many  as 
20;000  stolen  cars 
are  shipped  to  Mexico, 
alone,  every  year. 

Even  ordinary 
citizens  are  becom- 
ing involved.  Evi- 
dence mounts  that 
many  engage  in  . 
auto  theft  and  fraud 
schemes  as  a  way  of 
disposing  of  expensive 
'gas  guzzlers." 

Action  Needed. ..and  Provided 

Clearly  something  has  to  be  done. 
And.  thanks  to  the  combined  efforts  of 
the  law  enforcement,  legal,  and  insurance 


)mmunities,  something  is  being  done. 
Prominent  in  the  fight  is  the  National 
Automobile  Theft  Bureau; 
a  non-profit  organization 
funded  by  over  500  property- 
casualty  insurance  compa- 
nies. The  NATB  combats 
auto  theft  through  a  wide 
range  of  educational, 
investigative,  informa- 
tional and  promo- 
tional services. 
Last  year, 
the  NATB 
trained  some 


law  enforcement  officers  in  investigative  tech- 
niques. It  maintains  an  extensive  computer- 
ized system  of  vehicle  identification  numbers 
and  salvage  records.  And  NATB  agents  help 
municipal,  county  state,  and  federal  authori- 
ties investigate  and  prosecute  auto  theft 
and  fraud. 

Success  Stories 

The  National  Automobile  Theft  Bureaus 
achievements  have  spanned  the  nation: 

In  New  York,  the  NATB  recently  joined 
with  U.S.  customs  officials  and  the  FBI  in  iden- 
tifying automobiles  awaiting  export  to  Kuwait. 
Over  IOO  stolen  vehicles  were  recovered  on  a 
single  dock. 

•  In  Missouri,  the  NATB  helped  sponsor  a 
vehicle-marking,  anti-theft  program  which 
combined  the  efforts  of  the  Attorney  Gen- 
eral, the  Police  Chiefs  Association,  the 
Highway  Patrol^  120  police  departments, 
and  a  cooperative  public. 

In  Los  Angeles,  NATB  officials  joined 
local  law  enforcement  agencies  during 
a  three-month  investigation,  which  re- 
sulted in  the  break-up  of  a  major  auto 
theft  ring.  Seven  suspects  were  arrested 
and  more  than  $700,000  worth  of  stolen 
vehicles  were  recovered. 

Such  success  stories  are  encouraging— 
and  increasing.  They  show  that  die  co- 
operative efforts  of  car  owners  and 
manufacturers,  law  enforcement 
agencies,  legislators,  insurance 
companies,  and  the  public 
can  be  effective  in  reduc- 
ing losses  and  in  helping 
to  slow  the  rise  in  the  cost 
of  insurance. 

And  that's  an  objec- 
tive we  all  share. 


We're  working  to  keep  insurance  affordable. 

message  presented  by  the  American  Insurance  Association,  85  John  Street,  NY,  NY  IO038 


Numbers  Game 


"Many  of  these  large  compa- 
nies say  this  is  unrealistic 
reporting,"  says  accoun- 
tant Beresford.  "  'We'll  nev- 
er pay  these  amounts,'  they 
say.  'So  why  do  we  have  to 
set  them  up  as  liabilities?'  " 


That  would  make  quite  a  difference. 
To  take  an  extreme  example,  if  An- 
heuser-Buseh  were  to  assume  it  would 
never  pay  a  penny  of  its  deferred 
taxes,  its  long-term  debt/equity  ratio 
would  drop  from  0.72  to  0.57  and  its 
1980  return  on  equity  would  me  from 
16.6%  to  18.4%. 

Income  tax  accounting  hasn't  al- 
ways been  so  tortuous.  Before  the  Ac- 
counting Principles  Board's  Opinion 
1 1  in  1967  adopted  the  current  meth- 
od, most  companies  set  up  as  deferred 
taxes  only  what  they  actually  expect- 
ed to  pay  in  the  foreseeable  future, 
based  on  internal  estimates  of  capital 
spending  and  growth.  That  way,  what 
showed  on  the  balance  sheet  as  a  tax 
liability  really  was  a  liability,  not  just 
a  number  plucked  out  of  the  air  to 
make  the  income  statement  tax  rate 
come  out  to  46%.  Why  was  this  sensi- 
ble practice  changed?  Back  in  high- 
flying 1967,  accountants  were  more 
interested  in  curbing  exaggerations  on 
the  income  statement  than  on  the 
balance  sheet.  The  taxes  put  on  the 
income  statement,  said  the  APB, 
should  reflect  the  full  official  corpo- 
rate tax  rate.  If  you  had  to  do  violence 
to  the  balance  sheet  to  make  it  come 
out  that  way,  so  be  it.  "The  current 
method  is  like  a  cookbook,"  says 


Gregory  M.  Levy  of  the  accounting 
firm  Oppenheim,  Appel,  Dixon  &  Co. 
"It's  mechanical." 

That  means  it's  safer  for  the  ac- 
countants, too,  and  accountants  like  a 
strong  defense  when  people  haul  them 
into  court.  Nevertheless,  pressure  is 
growing  for  the  Financial  Accounting 
Standards  Board  to  go  back  to  some 
variation  of  the  old  real-world  method 
of  accounting  for  income  taxes. 

In  the  U.K.,  companies  set  aside 
only  those  deferred  taxes  they  expect 
to  pay  within  three  years.  The  Inter- 
national Accounting  Standards  Com- 
mittee (Forbes,  Dec  7,  1()X1)  has  rec- 
ommended a  similar  method.  Even  in 
the  U.S.,  the  FASB's  1980  statement 
of  concepts  says  that  the  current 
method  is  inconsistent  with  basic  no- 
tions of  assets  and  liabilities. 

Now  that  the  FASB  has  revised  its 
previously  ridiculous  rules  on  foreign 
currency  translation,  it  can  take  on 
another  big  project,  and  income  taxes 
is  one  that  it  is  considering.  The 
American  Institute  of  Certified  Public 
Accountants'  Accounting  Standards 
Executive  Committee,  of  which 
Beresford  is  chairman,  has  already  vot- 
ed unanimously — twice — to  recom- 
mend that  the  FASB  take  another  look 
at  the  problem.  It's  about  time.  ■ 


Mythical  liabilities 


Companies  must  count  deferred 
income  taxes  as  liabilities,  even 
though  most  of  those  taxes  will 
probably  never  be  paid.  Result: 
Both  income  and  net  worth  may 
be  seriously  understated. 
Assuming  for  the  sake  of 
simplicity  that  the  26  companies 
at  right  would  never  pay  any  of 
their  deferred  taxes  (not  too 
unrealisticanassumption  inmost 
cases),  we  added  1980  deferred 
taxes  (found  in  the  income  tax 
footnote)  back  into  net  income, 
and  total  deferred  tax  liabilities 
(from  the  balance  sheet)  into 
shareholders'  equity.  While 
perhaps  a  bit  extreme,  the 
resulting  adjusted  earnings  and 
equity-per-share  figures  show  how 
significant  deferred  tax  distort  ions 
can  be. 


Total 

deferred  income 

taxes  as 

As 

1980 

earnings 

1980 

equity 

of  12/31/80 

%  of 

 per 

share  

 per 

share  

Company 

(millions) 

equity 

reportet 

adjusted 

reported 

adjusted 

Grumman 

$130 

41.1 

$2.35 

$4.11 

$20.40 

$30.36 

Coastal  Corp 

282 

39.7 

4.63 

7.76 

24.78 

36.71 

McDonnell  Douglas 

598t 

39.5 

3.65 

3.98 

38.18 

53.27 

Combustion  Engineering 

239 

37.6 

3.56 

4.28 

19.41 

26.71 

Murphy  Oil 

241 

35.5 

4.03 

6.59 

18.18 

24.65 

Union  Pacific 

897 

31.7 

4.22 

5.77 

29.54 

38.89 

Martin  Marietta 

330 

29.9 

7  55 

10.85 

44.27 

57.51 

Raytheon 

385 

29.5 

6.80 

8.71 

31.41 

40.67 

The  Williams  Cos 

270 

28.0 

5.07 

6.86 

35.30 

45.17 

General  Dynamics 

284 

27.7 

3.58 

5.45 

18.35 

23.57 

MAPCO 

137 

27.3 

4.48 

5.79 

18.38 

23.40 

TRW 

348 

27.1 

6.39 

9.43 

38.82 

49.32 

Air  Products  &  Chemicals* 

176 

26.4 

4.07 

4.61 

23.43 

29.62 

Anheuser-Busch 

268 

25.7 

3.80 

5.30 

22.96 

28.88 

Atlantic  Richfield 

1,796 

24.1 

6.64 

8.57 

29.91 

37.13 

Marathon  Oil 

451 

23.5 

6.27 

8.01 

31.82 

39.28 

Georgia-Pacific 

435 

22.8 

2.34 

2.87 

18.31 

22.48 

Occidental  Petroleum 

51  It 

22.4 

8.82 

10.88 

25.49 

31.84 

Pennzoil 

229 

22.4 

5.90 

6.93 

19.85 

24.29 

Conoco 

999 

21.8 

9.52 

NA 

42.53 

51.80 

National  Steel 

306 

21.2 

4.42 

4.73 

76.21 

92.34 

Diamond  Shamrock 

260 

20.9 

3.66 

4.75 

22.59 

27.31 

Tenneco 

982 

20.6 

5.95 

9.01 

36.76 

45.43 

IC  Industries 

300 

20.4 

6.02 

7.91 

79.21 

97.80 

Cities  Service 

521 

20.2 

5.73 

7.04 

30.94 

37.20 

Mobil 

2,633 

20.1 

15.40 

18.04 

61.51 

73.90 

As  ot  9/30/80    flrieludes  some  i 

ixc-.  oilier  than  deterred 

NA:  Not  .l\ 

tilable. 

Sources. 
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The  Bell  System  is  giving 
American  orchestras  a  hand. 


Of  course  you  have  more  important  things  to  do,  and  of  course 
the  Caribbean  has  gotten  too  expensive.  There  never  seems  to  be 
enough  time  or  money  for . . . 

Cooling  out 


Personal '  ' 
Affairs 


By  William  G.  Flanagan 
with  Kevin  McManus 


You're  right.  It  isn't  what  it  used 
to  be.  Condominiums  shadow 
what  once  were  virgin  beaches. 
Pricesriseincessantly.Thelocalscan 
petrify  with  hostile  glances.  It's 
harder  than  ever  to  find  a  truly  fine 
meal  in  a  restaurant  that  has  good 
service  at  reasonable  cost.  Or  to  drop 
the  hook  in  a  bay  that  has  not  seen 
a  footprint  for  weeks. 

But  there  are,  as  always,  the 
waters  that  run  from  Coke-bottle 
green  to  emerald  to  India  ink, 
always  bathtub  warm.  Therearemiles 
of  tennis  courts.  Islands'  worth  of 
golf  courses.  Deep  harbors,  and  balmy 
zephyrs  to  reach  them.  Shallow 
wrecks  to  probe — shark-free.  Still  lots 
of  sandy  stretches  to  stroll,  now 
often  dotted  with  topless  sunbathers. 

And  there  is  always,  eventually, 
the  realization  of  escape.  It  may  take  a 
day  or  two  to  set  in,  and  may  be 
interrupted — the  phones  to  the 
mainland  often  do  work  now,  after 
all.  But  you  are  someplace  where  the 
most  taxing  thing  you  may  have  to 
do  all  day  is  raise  a  sail,  tee  off,  pull  in 
a  dolphin,  smack  a  tennis  ball  or 
simply  turn  a  page.  (Please,  leave  the 
kids  and  dogs,  and  the  briefcase, 
at  home.) 

Herewith  Forbes'  assemblage  of 
some  of  our  favorite  Caribbean 
pleasure  domes.  You  may  prefer 
other  destinations,  other  islands, 
other  hotels,-  sample  different 
cultures,  play  different  sports.  So  be  it. 
This  winter,  at  this  time,  we're 
considering  the  Caribbean.  Join  us. 


The  14th hole,  Mahogan  y  Run,  St.  Thomas 
Pairing  these  links  requires  more 
than  usual  concentration.  It's  the 
only  course  on  either  St.  Thomas  or 
St.  John  and  plays  tough.  Rooms 
are  available  right  on  the  course. 
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The  Virgins 

any  well-heeled,  well-traveled 
Caribbean  visitors  wouldn't  even 
think  of  going  anywhere  else,  and  we 
can't  blame  them.  Puerto  Rico,  for 
example,  has  much  bigger  and  splash- 
ier resorts  like  Dorado  Beach  and  Pal- 
mas  del  Mar  where  the  environment 
and  facilities  are  great  for  mixing  a 
little  fun  in  the  sun  with  a  business 
meeting  or  convention.  But  when  it 
comes  to  getting  away  from  it  all  on 
your  own,  the  Virgins  are  unequaled. 
This  year  it's  estimated  some  330,000 
Americans  will  visit  the  Virgins — for 
good  reasons.  The  islands  are  relative- 
ly close  to  the  mainland,  are  English- 
speaking,  use  U.S.  currency,  don't  re- 
quire passports  and,  for  the  most  part, 
are  thinly  populated.  Moreover,  the 
natives  aren't  restless  (but  watch  your 
purse  in  St.  Thomas). 

For  the  sailor,  conditions  are  often 
ideal.  There  are  gentle-to-stiff  breezes, 
but  the  seas  usually  carry  only  a  light 
chop  since  the  islands  break  up  the 
rollers  from  the  open  sea.  The  islands 
stretch  roughly  west  to  east  and  at- 
tract more  bare-boat  sailors  than  any- 
where else  in  the  world. 

The  American  islands  of  St.  Thom- 
as, St.  Croix  and  St.  John  are  separated 
from  the  British  Virgins  by  only  thin 
stretches  of  water,  imaginary  bound- 
ary lines  and  some  unflattering  histo- 
ry. Thousands  of  Yankee  yachtsmen 
ply  these  waters  on  crewed  or  bare- 
boat chartered  yachts,  ignoring  the 
barriers  and  island-hopping  at  will. 

St.  Thomas'  major  port  is  Charlotte 
Amalie,  where  many  sailors  pick  up 
their  charters.  (Tortola,  in  the  BVI,  is 
the  other  main  anchorage  for  char- 
tered yachts.)  But  the  port  is  also  pop- 
ular with  cruise  ships,  and  their  pas- 
sengers inundate  the  shops  in  search 
of  duty-free  bargains.  They,  in  turn, 
attract  pickpockets  and  sneak 
thieves.  Avoid  the  port  when  cruise 
ships  are  in,  and  never  walk  around 
alone  after  dark,  (hi  other  words, 
when  in  Charlotte  Amalie,  pretend 
you're  in  New  York  or  Rome,  and  act 
accordingly.) 

Frenchman's  Reef  is  the  largest  and 
most  compleat  hotel  on  the  island, 
overlooking  the  port  but  far  enough 
away  from  the  crowds.  The  Reef  is  big 
(400  good-size  rooms),  bustling  and 


Peter  Island,  British  Virgin  Islands 

Full  yachting  facilities  attract  the  sailors  plying  Drake's  Passage,  but 
the  resort  has  beaches,  tennis,  horseback  riding  and  watersports  that 
make  it  a  special  hideaway  for  landlubbers,  too. 


brash,  with  a  loud  parrot  in  the  lobby, 
a  nightclub,  three  bars,  a  disco  and  an 
arcade  for  the  town's  best-known 
shops.  But  it  also  has  tennis,  a  nice 
slice  of  beach  for  swimming,  wind- 
surfing and  snorkeling,  two  pools  and 
a  very  efficient  sports  desk  from 
which  you  can  arrange  golf,  scuba, 
sailing  trips  and  in-  or  offshore  fish- 


ing. Note:  There  is  only  one  18-hole 
golf  course  on  the  island,  Mahogany 
Run,  dotted  with  once  inexpensive 
condominiums  and  surprisingly  cheap 
rental  units.  The  14th  hole  is  toe; 
breathtaking  to  warrant  scoring. 

After  St.  Thomas,  the  rest  of  the 
Virgins  are  very  tame  indeed.  Bui 
scattered  throughout  the  islands  are 
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tyichman's  Reef  ami  Charlotte  Amalie  harbor 

ie  Reef  has  expanded,  as  has  St.  Thomas.  Critics  say  both  are  now  too 
j.  But  its  ideal  if  you  want  nightlife,  people  and  activity. 


rhaps  a  half-dozen  small,  jewel-like 
sorts  that  cater  to  affluent  seekers  of 
iet,  and  to  equally  restrained  over- 
anting  yachtsmen.  The  best  are 
ineel  Bay,  on  St.  John,  a  short  ferry 
le  from  St.  Thomas;  Little  Dix  Bay, 

Virgin  Gorda  in  the  BVI;  and  Peter 
and  Hotel  &  Yacht  Harbour,  a  short 
ry  ride  from  Tortola. 
Caneel  Bay  is  close  enough  to  St. 
lomas  to  provide  escape  for  the  in- 
rable  golfer  or  shopper,  but  most 
ests  spend  their  time  supine  under 
£  sun  or  snorkeling  (some  of  the 
ry  best  in  the  world — alone  worth 
z  trip  from  St.  Thomas  for  a  day), 
tests  may  be  well  known  but  gener- 
y  give  each  other  wide  berth.  (One 
litor  last  year  spent  a  half-hour  sit- 
ig  next  to  Lillian  Carter  before  she 
ally  started  a  chat.) 
\  few  words  about  reaching  the 
S.  Virgins:  Some  aircraft  can  fly  di- 
:tly  into  St.  Thomas  from  the  main- 
id;  others  are  too  big  and  must  land 

San  Juan  or  St.  Croix.  So,  from 
ami,  for  example,  you  can  fly  non- 
tp.  But  from  New  York  you  will 
ve  to  change  to  a  puddle- jumper  in 
i  Juan  or  St.  Croix.  There  is  a  hand- 

of  small  airlines — Air  BVI,  Ocean- 

and  Crownair  among  them — that 
•  reasonably  efficient,  if  often  late, 
id  they  don't  all  have  computers.  So 
vays  reconfirm  both  international 
i  interisland  flights, 
kittle  Dix  Bay,  on  Virgin  Gorda,  is  a 
isin  to  Caneel  Bay,  not  entirely  by 
:idcnt.  Both  are  managed  by  Rock- 
orts  and  appeal  to  the  same  type  of 
sationer,  who  likes  quiet,  water- 
)rts  and  then  more  quiet.  With  just 

rooms,  and  over  500  acres  on  the 


property,  privacy  is  easy  to  find. 

Peter  Island  Hotel,  south  of  and  a 
short  ferry  trip  from  Tortola,  is  the 
only  resort  on  the  1,000-plus-acre  is- 
land. Now  owned  by  Amway  Corp., 
the  club  has  only  32  rooms  but  its  bar 
and  dining  room  often  handle  double 
or  triple  that  number  of  guests,  as  it  is 
a  very  popular  spot  for  yachtsmen  to 
anchor,  frequently  on  their  first  or  last 
night  out  of  Tortola.  It  seems  a  fop- 
pish anachronism  to  require  jackets  at 
dinner,  but  most  visitors  actually  like 
the  touch  of  formality.  It's  an  excuse 
to  get  out  of  Topsiders  and  Lacoste 
shirts  for  a  change. 

There  are  two  major  beaches  on 
Peter  Island.  Deadman's  Bay  is  a 
stone's  throw  from  the  quayside  room 
units;  more  remote,  and  reachable 
only  by  "Mini  Moke,"  is  White  Bay. 
You  go  the  day  without  seeing  an- 
other soul  if  you  picnic  and  snorkel 
there.  (In  sight  are  the  islands  of  St. 
John,  Pelican  Point  and,  this  writer 
noted  well,  Flanagan's  Island.) 


Caneel  Bay,  St.  John,  U.S.  Virgin  Islands 

Located  smack  in  an  underwater  park,  it's  a  laid-back  paradise  for 
snorkelers.  The  beach  is  so  enticing,  a  pool  would  be  an  insult,  so  there  is 
none.  Yachts  can  also  overnight  here. 
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If  you  do  want  to  bring  the  tribe 
along,  or  are  traveling  with  a  few  oth- 
er couples,  both  Little  Dix  Bay  and 
Peter  Island  have  special  accommoda- 
tions. The  two  hillside  cottages  on 
Little  Dix  contain  two  bedrooms 
each,  and  are  $400  per  day,  without 
meals.  Crow's  Nest,  on  Peter  Island,  is 
a  four-bedroom  villa  with  360-degree 
ocean  views.  It  goes  for  $1,500  a  day 
in  season,  with  meals  and  other 
amenities,  including  private  pool  and 
vehicle. 

The  proximity  of  so  many  other 
islands  to  Peter  Island  makes  it  im- 
possible not  to  want  to  get  on  a  boat, 
and  there  are  several  types  of  craft 
available  from  small  day-sailers  to 
charterable  yachts  and  deep-sea  fish- 
ing boats.  (Charter-boat  fishing  here, 
as  everywhere,  has  become  a  bit  too 
dear  for  folks  who  simply  want  a  boat 
ride.  Figure  about  $500  a  full  day,  for 
up  to  eight  persons.) 

A  note  to  scuba  divers:  The  wreck 
of  the  Rhone,  among  the  most  famous 
wrecks  in  the  islands  and  the  site  of 
the  filming  of  The  Deep,  is  only  15 
minutes  from  Peter  Island.  Leave 
time  for  a  two-tank  dive — it's  extraor- 
dinary. Undersea  Safaris,  out  of  Tor- 
tola,  caters  to  Peter  Island  guests  and 
yacht-bound  divers  in  the  area,  who 
can  radio  in  and  be  picked  up  to  dive. 


Little  Dix  Bay,  Virgin  Gorda, 
British  Virgin  Islands 
It's  hard  to  find  a  spot  so  remote, 
yet  so  accessible  and  so  comfort- 
able. The  Baths  (right)  are  a  unique 
island  attraction. 


If  you  are  interested  in  chartering  a 
yacht  in  either  the  Virgins  or  elsewhere 
in  the  Caribbean,  one  good  publication 
is  Charter  World  International,  Box 
1043,  Manhasset,  N.Y.  11030  ($10  a 
year,  bimonthly).  Many  chartering  or- 
ganizations advertise.  The  major 
yachting  publications  also  publish  an- 
nual charteringdirectories.  Note:  If  you 
do  get  on  a  yacht  in  the  B  VI,  make  a  stop 
at  Cooper  Island,  which  is  deserted 
except  for  a  fine  oceanfront  restaurant 
and  bar.  It's  a  favorite  anchorage  for 
seasoned  BVI  skippers. 


The  Plantation  de  Leyritz,  Martinique 

If  you  have  ever  wanted  to  live  like  a  French  colonial  plantation  owner, 

only  better,  here's  your  opportunity. 


French  connections 

Tlhere  are  those  who  cannot  feel  a 
if  they  have  gotten  away  from  it  al 
unless  they  hear  a  foreign  tongu 
around  them.  Preferably  French — it' 
easier  on  the  nerves. 

Leyritz  Plantation  is  tucked  awa 
in  the  hills  of  Martinique  on  wha 
once  was  very  obviously  a  sugar  plan 
tation  (the  slave  quarters  still  stand 
Cool  enough  at  night  so  you  don't  fee 
guilty  about  throwing  a  log  on  the  fire 
yet  hot  enough  by  day  to  compel 
midday  dip  in  the  pool,  this  jungl 
hideaway  obliges  you  to  do  nothing 
There  are  tennis  courts,  and  horses  fo 
riding.  If  you  must.  It's  a  trip  to  get  ti 
Leyritz,  but  rates  are  very  reasonabl 
and  the  cuisine  excellent. 

The  idea  of  luxuriating  in  a  countr 
as  poor  as  Haiti  is  the  very  epitome  o 
decadence  to  some — and  so  they  reve 
in  it.  Others  easily  justify  spendin, 
money  there — it  helps  the  economy 
Whatever,  Habitation  Leclerc  is  a  fa 


ibitation  Leclerc, 
\rt-au-Prince,  Haiti 

lili's  economic  problems  lie  well 
tyond  the  walls  of  what  used  to  be 
ipoleon's  sister's  estate—  and  far 
om  the  minds  of  vacationers. 

>rite  of  the  once  beautiful  people. 
)cated  amidst  the  squalor  of  Port-au- 
ince,  the  former  estate  of  Napo- 
on's  sister  Pauline  is  protected  by 
gh  walls  topped  with  shards  of  glass, 
s  a  haven  for  the  truly  indolent, 
ime  apartments  even  have  their 
vn  small  pools,  so  you  needn't  stray 
r  from  your  boudoir  save  to  dine, 
id  the  table  is  off  limits  to  dieters, 
reole  and  haute  cuisine  are  the  fare, 
lere  are  tennis  courts,  and  a  casino 
:arby  for  diversion. 
Considering  the  steep  rates,  it's  sur- 
ising  to  see  so  many  under-40s  at  La 
manna,  on  the  French  side  of  St. 
artin.  But  Yankee  dollars  are  very 
uch  accepted,  no  questions  asked, 
:hough  not  the  coin  of  the  realm, 
rancs  are,  naturally.)  Are  they  Flor- 
a  drug  dealers,  unloading  dirty  mon- 
?  Hotshot  commodities  brokers 
)m  New  York  who  were  short  sil- 
r?  French  aristocrats  hiding  from 
itterrand?  Their  topless,  long- 
nbed,  under-30  escorts  don't  offer 
any  clues.  No  one  volunteers  any- 
ing — the  talk  at  the  bar  is  only  of 
iland. 

A  smashing  mile  of  beach  and  a 
urmet  chef  are  key  attractions  here, 
lis  ocean-view  apartments  that  as- 
re  total  seclusion.  Guests  have 
iged  from  corporate  heads  to  rock 
irs,  boasts  the  management.  No 
sntion  of  the  men  from  Miami.  .  .  . 


st  a  soupcqn  of  French,  except  for  the  cuisine,  which  is  very  Gallic — and  very  expensive.  But,  as  the  man 
id,  if  you  balk  at  the  prices,  you  dont  belong. 


Personal 
Affairs 


The  Bahamas 

The  Bahamas  have  plenty  of  critics, 
from  terrorized  yachtsmen  who 
have  been  boarded  by  thieves  and/or 
Bahamian  "police,"  to  nongamblers 
who  refuse  to  share  an  airplane  with 
a  gamer. 

But  if  you  like  to  place  a  chip  now 
and  then,  and  enjoy  a  Vegas-type 
show  on  Paradise  Island,  you  don't 
have  to  stay  where  the  action  is.  And 
whatever  your  feelings  about  the  Ba- 
hamas, you  can't  deny  their  conve- 
nience. Even  a  New  Yorker  can  arrive 
in  time  for  a  prelunch  swim. 

The  Britannia  Beach  Hotel,  on 
Paradise  Island  (just  over  the  bridge 
from  Nassau),  is  where  it's  all  shak- 
ing; the  Ocean  Club,  a  conch-call 
away,  is  where  it  decidedly  is  not. 
With  only  71  rooms,  and  nine  tennis 
courts  (some  lighted  at  night),  this  is  a 
place  for  serious  net  men  and  women. 
(The  Marlboro  Cup  was  played  here 
last  year.)  The  club  was  good  enough 
for  the  Shah  of  Iran,  who  stayed  here 
for  six  months. 

There's  golf  just  down  the  road,  and 
water  sports  available.  Food  is  well 
above  par;  the  manager,  Hans  Schenk, 
was  once  Howard  Hughes'  personal 
chef  when  he,  too,  hid  out  in  the 
Bahamas. 

If  you  want  complete  privacy,  head 


Ocean  Cluh  &  Tennis  Resort,  Nassau 
Gambling  is  next  door,  golf 
down  the  road,  but  on  the 
premises  tennis  is  king. 

for  the  Cotton  Bay  Club  on  Eleuthera 
Island.  It  was  originally  built  as  a  pri- 
vate club  for  friends  of  Juan  Trippe, 
former  Pan  Am  chief.  In  recent  years  it 
had  been  running  down,  until  Arvida 
Corp.  took  it  over  and  refurbished.  It 
just  reopened  in  the  fall. 

Accommodations  are  not  rooms  in 
a  central  building  but  small  cottages 
set  back  from  a  brilliant,  sandy  beach. 
The  golf  course,  designed  by  Robert 
Trent  Jones,  is  a  major  draw — over 
90%  of  guests  hit  the  little  white  ball. 
But  tennis  is  an  afterthought;  the  four 
courts  are  asphalt  and  poorly  located. 

Cotton  Bay  has  plenty  of  room  to 
rattle  around  in — 14,000  acres,  includ- 


ill  . 
T  :  ■» 


Tryall  Golf  and  Beach  Club,  Jamaica 

The  venerable  Tryall,  with  some  SO  villas,  has  been  brought  back  to  par. 


ing  21  miles  of  beachfront.  So  an  e 
pansion  to  120  rooms  from  the  prt 
ent  77  is  not  too  likely  to  change  i 
character.  Note:  From  the  mainlan 
you  can  reach  Eleuthera  only  thr 
times  a  week,  from  Miami  via  / 
Florida  or  Bahamasair.  But  should  y< 
arrive  by  private  boat,  there  are  amp 
docking  facilities. 

Jamaica 

Y'oung  people  talk  as  nostalgical 
about  Jamaica  as  old-timers 
about  Cuba.  The  difference  is,  you  c 
still  go  back  to  Jamaica.  And,  Prir 
Minister  Seaga  will  have  you  belie^ 
you  will  even  be  welcomed. 

Following  the  collapse  of  Manic 
leftist  government,  tourism  again  h 
a  high  priority  in  Jamaica's  econon 
and  that  importance  has  been  ii 
pressed  on  all  Jamaicans — especial 
those  who  come  in  contact  with  t 
badly  needed  foreign  exchange. 

The  hotels  are  part  of  the  rena 
sance.  Plantation  Inn,  in  Ocho  Ri< 
has  recently  reopened.  Round  Hill, 
Montego  Bay,  is  getting  a  faceli 
Most  significantly,  for  Americans,  t 
Tryall  Golf  and  Beach  Club  has  ji 
undergone  a  major  dust-off  and  no 
under  Resorts  Management,  is  tryi 
to  win  back  its  former  glory.  Sitti 
on  3,000  acres  12  miles  west  of  Mt 


*o  Bay,  Tryall  has  54  villas  scattered 
er  lush  mountainside  and  along  1.5 
lies  of  seafront,  all  but  2  of  them 
uipped  with  pools.  There  are  also  26 
est  rooms  and  6  suites  in  the  main 
esthouse. 

It's  hoped  that  the  beach,  the  6,680- 
rd,  par- 71  golf  course,  the  six  Lay- 
Id  tennis  courts  and  horseback  rid- 
l  on  the  premises  will  now  attract 
lire  active,  young-at-heart  Ameri- 
is,  including  Texans.  (Texans  de- 
loped  Tryall.  A  group  of  Lone  Star 
iters  bought  what  was  an  estate  in 
69  and  sold  lots  to  friends  for  devel- 
ing  villas.  The  villas  began  to  fill 
th  Texans  like  Senator  Lloyd  Bent- 
l  and  Governor  John  Connally,  who 
m  attracted  Washingtonians.) 
Will  Tryall  and  other  resorts  regain 
;ir  former  popularity-  Well,  the  jury 
still  out.  But  for  travelers  willing  to 
re  Jamaica  a  chance,  there  are  sav- 
;s  of  roughly  one-third  to  one-half 
rates  at  similar  resorts  elsewhere 
the  Caribbean. 


Plantation  Inn,  Ocho  Rios,  Jamaica 

Only  recently,  Ocho  Rios  was  a  ghost  town  of  resorts.  The  Plantation  Inn 
reopened  this  season  in  all  its  colonial  splendor. 


Dominican  Republic 

Gulf  &.  Western  has  been  accused  of 
owning  the  Dominican  Republic. 
Well,  itdoes  own  the  most  lavish  resort 
in  the  country,  and,  some  say,  in  the 
entire  Caribbean — Casa  de  Campo. 
Picture  this:  On  its  7,000  acres  there  is 
a  private  jet  airstrip;  two  18-hole,  Peter 
Dye  golf  courses,- 15  tennis  courts,  1 1  of 
them  clay;  a  hidden  beach  dotted  with 
palm  trees;  riding  stables.  And,  of 
course,  there  is  the  polo  field — ponies 
provided.  There  are  also  all  the  usual 
watersports,  and  on  a  cliff  nearby,  an 
entire  village  created  primarily  for  the 
amusement  of  guests  and  the  employ- 
ment of  local  artisans.  Enough  said.  ■ 


a  de  Campo,  La  Romana.  Dominican  Republic 

itarted  out  as  a  refuge  for  Gulf  &  Western  executives— and  just  grew,  and  grew  and  grew. 


IBES  IANUARY  IK  U;x7 


87 


Hotida  \ 


7^ 


Ocean  Club  and  Tennis  Resort 


\ 


J 


I  niton  Hjv  l  luh 


t  I.  in  ti  ■  i  j 


H  rnttal  Aiiiidv  i 


V 


7  - 


Si.  i. 'tin 

Cancel  Bay 


Mahogany  Run  St.  '  1 1  n 

Chvlotlc  Amalie 

Frenchman's  Reef  Beach  Resort 


MoOtfgO  Bay 

Tryall  Golf 


Habitation  Leclcrc 


luan 


Caj.de  Cimpo 

  •  a^afe  Man 

and  Beach  Club      plantation  Inn  •  vO 

Jt        •  Santo  Domingo 

Round  Hill  Hotel  -  Hmi  fuci  in  Run     Virgin  Island* 

Jamaica 


La  Samanna  Hotel  ' 


St.  Martin 


Philipsburg 


Plantation  dc  Lcyntz 


Caribbean  Sea 


-  Little  Oix  Bay 
Virgin  Curda 


Peter  Island  Hou 
fti  Yacht  Harbor 


X 

Petri  U 


• 

Fori -de-France 

t 

i 

Martinique 

• 

South  Amt-rka 


Some  thoughts  before  leaving 


If  you  haven't  been  to  the  Caribbean  for  a  while, 
here  are  some  points  to  keep  in  mind. 
«  Pack  small.  Lay  aside  the  minimum  of  clothing 
you  think  you  will  need,  then  halve  that.  If  you 
confine  your  luggage  to  what  you  can  carry  on  the 
plane,  you  will  cut  your  hassle  time  drastically — 
especially  if  you  have  to  hustle  at  San  Juan  or  St. 
Croix  to  make  a  connection  with  an  interisland 
flight.  Remember,  most  of  the  Caribbean  is  casual. 

•  Be  careful  where  you  eat  seafood.  In  some 
parts  of  the  Caribbean — including  waters  around  St. 
Thomas — otherwise  edible  fish  can  be  poisonous.  (It 
has  to  do  with  what  they  feed  on  in  some  areas,  not 
chemical  pollution.)  Consuming  poisoned  fish  can  be 
fatal.  Hotels  and  resorts  are  extremely  careful,  of 
course,  but  native  restaurants  may  not  be.  In  fact, 
most  hotels  and  resorts  on  St.  Thomas  fly  fish  in 
from  the  mainland  and  other  islands.  (Note  to  fisher- 
men: Don't  be  so  eager  to  serve  up  your  catch  to 
fellow  guests.) 

•  Bring  your  passport,  even  if  it  has  expired.  You 
may  not  need  it  for  entry  or  departure — proof  of 
citizenship  is  all  that  is  required  in  many  Caribbean 
destinations.  But  it  is  a  lot  handier  than  other  identi- 
fication for  you  and  customs  and  immigration  offi- 
cials. (You  must  clear  customs,  even  returning  from 
Puerto  Rico  or  the  U.S.  Virgin  Islands.) 

•  Bring  along  insect  repellent.  Tiny  sand  fleas 


on  some  beaches  can  give  unsightly  skin  blemishes, 
though  their  bites  are  painless.  Strangely,  they  seem 
to  affect  some  people  more  than  others. 

•  Remember  the  limit  on  duty-free  goods  is  now 
$300  per  person.  And,  if  you  are  returning  from  the 
U.S.  Virgins,  you  can  bring  in  up  to  1  liter  of  liquor 
duty-free.  Note  to  cigar  smokers:  You  probably  won't 
find  any  bargains,  or  even  decent  quality,  when  it 
comes  to  Cuban,  Dominican  or  Jamaican  cigars.  The 
bulk  of  the  best  is  exported.  Better  bring  a  box  of 
your  favorite  brand  along  with  you  to  smoke. 

•  Clearing  the  airports  from  certain  islands — 
most  notably  St.  Martin,  Port-au-Prince  and  San 
Juan — can  be  a  lengthy  nightmare.  (American  Air- 
lines insists  you  check  in  90  minutes  before  your 
flight  from  St.  Martin,  for  example.)  See  if  your  hotel 
desk  arranges  for  employees  to  check  in  your  luggage 
and  get  your  boarding  pass,  while  you  grab  an  extra 
swim  or  a  poolside  coektail.  The  extra  tip  of  S 10  or 
so  will  have  been  well  spent. 

•  Buy  books  beforehand.  Especially  at  the  small- 
er, more  remote  resorts,  reading  material  can  be  hard 
to  come  by.  Even  the  San  Juan  airport  has  racks  of 
only  the  popular  paperbacks.  And  bring  extra  batter- 
ies for  cameras,  radios,  tape  recorders. 

•  Be  prepared  to  pay  'head  taxes."  Many  islands 
tax  departing  tourists — in  case  they  didn't  spend 
enough;  say,  $5  to  leave  the  BVI.  Exact  change,  please. 
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La  creme  de  la  creme 


Most  of  these  resorts  still  have  some  vacancies  left  for  time  and  type  of  accommodation.  Best  bet  is  the  remain- 
this  winter  season,  but  your  choices  may  be  limited  as  to    der  of  January.  Your  travel  agent  can  make  arrangements. 


Resort 

location 

Rates* 
Mealst 

Sports  facilities 

Comments 

Mahogany  Run 

St.  Thomas,  USVI 

$105  to $165 
EP 

G,T 

If  you  live  golf.  Magnificent  views  of  harbor  and 
nearby  islands,  but  a  trek  for  an  ocean  swim.  New; 
130  rooms. 

Frenchman's  Reef  Beach 
Resort 

St.  Thomas,  USVI 

$138to$188 
EP 

T,  Sa,  Sc,  Sn,  F 
(YA) 

All  that  the  Virgins  offer  can  be  done  from  here.  Big 
enoughfor  conventions,  but  serviceisstillpersonal; 
400  rooms. 

Little  Dix  Bay 

Virgin  Gorda,  BVI 

$285 
AP 

T,  Sa,  Sn,  Sc,  F 
(YA) 

Set  on  a  dazzling  crescent  beach;  no  need  for  a  pool. 
Yacht  harbor  close  by.  Fine  food,  very  easy  pace.  A 
Rockresort;  84  rooms. 

Caneel  Bay 

St.  John,  USVI 

$215  to  $320 
AP 

T,  Wi,  Sa,  Sn,  Sc,  F 
(YA) 

A  cousin  to  Little  Dix,  on  less  remote  St.  John. 
Popular  with  business  types.  Also  lacks  a  pool .  Very 
low  profile;  168  rooms. 

'eter  Island  Hotel 
&  Yacht  Harbour 

Peter  Island,  BVI 

$295 
AP 

Sa,  Sn,  Sc,  F,  T,  HR,  Wi 
(YA) 

Plenty  to  do  if  spirit  moves;  it  probably  won't  after  a 
day  or  so.  Diet-busting  meals,  empty  beaches. 
Caters  to  yachting  set;  32  rooms. 

iabitation  Leclerc 

'ort-au- Prince,  Haiti 

$120  to  $170 
EP 

T 

Away  from  beaches,  but  lush,  languorous,  lazy. 
Sybarites  laze  around  main  pool.  Legendary  cui- 
sine. Don't  go  alone  or  enfamille;  26  rooms,  44  villas 
and  suites. 

La  Samanna  Hotel 

st.  Martin 

$260  to  $340 
EP 

T,  WS,  Sn,  Sa 

Endless  beach,  with  occasional  topless  maidens. 
Open-air  gourmet  dining  room  at  New  York  prices. 
Informal,  laid-back;  89  rooms/apartments. 

'lantation  de  Leyritz 

Martinique 

$63 
CP 

T,  HR 

Tropical  greenery  enfolds  you;  French  and  Creole 
cuisine  engorge  you.  No  beach,  no  golf,  no  noise;  48 
rooms. 

rryall  Golf  &  Beach  Club 

-lanover,  Jamaica 

$160  to  $220 
MAP  (villas  EP) 

G,  T,  HR,  Sn,  Sa, 
Wi,  WS 

Top  golf  course,  good  tennis,  ocean  beach.  Stay  in 
one  of  54  luxury  villas,  most  with  private  pools;  32 
other  rooms. 

Plantation  Inn 

Dcho  Rios,  Jamaica 

$155  to  $195 
MAP 

T,  Sn,  Wi,  WS, 
Sa,  F 

Another  classic  reopened  in  hopes  of  winning 
tourists  back.  Setting,  service,  food,  facilities 
should;  60  rooms. 

*ound  Hill  Hotel 

VIontego  Bay,  Jamaica 

$225  to  $325 
AP 

T,  F,  WS,  Sn,  G 

Old  World  flavor,  international  clientele.  Tucked  in 
tree-shaded  cliff  with  tropical  gardens;  113  villas 
and  rooms. 

3cean  Club  & 
Tennis  Resort 

'aradise  Island,  Bahamas 

$95  to  $3 10 
EP 

T,  G,  HR, 
WS,  Sn,  Sc,  F 
(YA) 

Semisecluded;  excellent  tennis  facilities.  Casino 
and  nightclub  nearby;  70  rooms,  5  villas. 

Zotton  Bay  Club 

Eleuthera,  Bahamas 

$170  to  $190 
MAP 

G,  T,  F,  Sa, 
Sn,  Sc,  WS  (YA) 

Remote  setting;  heavy  accent  on  golf.  Fine  beach. 
Recently  remodeled;  77  rooms. 

Zasa  de  Campo 

-a  Romana, 
Dominican  Republic 

$155  to  $300 
EP 

G,  T,  HR,  Sa, 
F,  Sn,  WS,  P 
(YA) 

If  Disney  had  built  it,  it  would  be  Resort  World.  Has 
everything  for  the  active  set.  Executive  favorite; 
172  villas,  178  rooms. 

Winter  season  (generally  through  March )  per  night,  per  couple. 

hEP — European  Plan:  no  meals  included;  AP — American  Plan:  three  meals  daily;  MAP — Modified  American  Plan:  breakfast  and  dinner;  CP — Continental  Plan: 
feakfast. 

YA)  Yacht  anchorage  available. 

toons  facilities:  G — golf.  T — tennis,  F — fishing.  Sa — sailing.  Sn— snorkcling,  Sc — scuba  diving,  Wi — windsurfing.  WS — water  skiing,  I IR — horseback  riding,  P — 
Jplo.  Beach  and  swimming  pool  on  premises  unless  noted 


PES,  IANUARY  18,  1982 


89 


estinghouse 

process  control  technology 
increased  productivity  3009 
for  an  agri-business. 

AWestinghouse  Numa-Logic,M  PC-700  programmable  con- 
troller system  replaced  manual  batch  processing  at  the 
Moroni  Feed  Company.  It  eliminated  a  productivity  bottle- 
neck that  had  been  limiting  both  the  output  and  the  accu- 
racy of  combining  41  separate  ingredients  into  30  different 
formulations  of  turkey  feed.  Now,  the  operator  simply  dials  in 
the  desired  formula,  the  time  of  the  run,  and  the  bin  where 
the  formula  will  be  stored.  Numa-Logic  controls  do  the  rest. 

Benefits  tell  the  story. 

The  same  daily  720-ton  output,  which  previously  required 
two  12-hour  shifts,  can  be  mixed  by  a  singie  8-hour  shift, 
with  only  a  1  percent  weight  error  per  ingredient. 

Production  is  up.  Costs  are  down.  And  quality  is  better 
than  ever. 

Do  you  have  a  productivity  bottleneck? 

Numa-Logic  microprocessor-based  control  provides  swift, 
sure  command  of  production  or  processing  sequences.  It's  one 
of  the  many  Westinghouse  control  technologies  that  can  help 
increase  productivity  for  a  wide  variety  of  businesses  and 
industries. 


For  more  information,  call  toll  free:  800-245-4474. 

In  Pennsylvania,  call  800-242-2550.  Or  write: 

Six  Gateway  Center,  Department  10,  Pittsburgh,  PA  15222. 
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BehindThe  Figures 


Edited  by  Barbara  Kttorre 

Stevens'  folly? 

"These  damned  meetings  we  have 
here  in  the  majority  are  at  8  a.m.,  and 
so  is  karate  class,"  says  Senate  Assis- 
tant Majority  Leader  Theodore  (Ted) 
Stevens  (R-Alaska).  Late  last  year, 
however,  Stevens  earned  the  political 
equivalent  of  a  black  belt  by  maneu- 
vering through  Congress  legislation 
that  could  become  the  most  contro- 
versial of  the  session.  The  new  law 
permits  advance  billing  of  consumers 
if  there  are  delays  in  building  the  pro- 
posed $40  billion-plus  Alaska  natural 
gas  pipeline  to  the  "lower  48." 

In  the  indignant  tones  that  profes- 
sional politicians  can  summon  in- 
stantly, Stevens  calls  the  bill  the  "ulti- 
mate" consumer  protection  legisla- 
tion because  it  assures  that  expensive 
Alaska  gas  will  be  "rolled  in"  with  the 
overall  supplies  of  large  distribution 
companies — spreading  the  costs 
broadly.  If  construction  falls  behind 
schedule  and  interest  payments  can- 
not be  made,  however,  the  new  law 
will  force  gas  users  to  pay  the  bankers. 

But  Stevens,  who  points  out  that 
proven  Alaska  resources  total  26  tril- 
lion cubic  feet  while  estimates  run  to 


Senator  Ted  Stevens  (R -Alaska) 


Not  just  a  lot  of  hot  air. 


4  times  this  amount,  doesn't  think 
this  will  happen.  An  incentive  clause 
authorizes  a  higher  rate  of  return  if 
the  pipeline  is  completed  on  schedule. 
"There's  a  1 -in- 1,000  chance  that 
consumers  will  be  asked  to  pay  $1.70 
a  month  during  a  period  of  delay,"  he 
states.  Critics,  however,  claim  the  fig- 
ure could  be  as  much  as  $20. 

For  Stevens  the  payoff  is  in  jobs  and 
millions  in  gas  royalties  for  his  state. 
But  he  was  vital  in  overcoming  con- 
troversy generated  by  the  blizzard  of 
dollars  Northwest  Alaska  Pipeline  Co. 
Chairman  John  McMillian  threw  to 
legislators  and  heavy  lobbyists  such  as 
former  Veep  Walter  Mondale  and  Pe- 
ter Hannaford,  the  favorite  Reagan  era 
consultant. 

For  more  than  a  year,  Stevens,  a  58- 
year-old  former  U.S.  attorney  and 
state  legislator,  and  Senators  Henry 
Jackson  (D-Wash.),  James  McClure 
(R-Idaho)  and  Frank  Murkowski 
(R-Alaska)  met  informally  in  Wash- 
ington, New  York  and  Ottawa  with 
bankers,  oil  and  gas  men  and  other 
Congressmen  to  iron  out  the  legisla- 
tion that  the  financial  community 
claims  is  necessary  to  finance  the 
largest  private  construction  project 
ever.  "It  wasn't  a  solo  effort,"  Stevens 
says,  with  true  senatorial  humility. 
"I've  got  a  lot  more  to  do,  and  I  don't 
want  these  bastards  saying,  'Ahh,  ha. 
He  thinks  he  did  it  alone,  huh?'  No 
way  I  did  it  alone." — Allan  Dodds  Frank 


No  strikes,  thank  you 

Roy  Sanderson  is  a  rarity:  a  British 
union  boss  who  thinks  strikes  are 
self-defeating.  As  leader  of  the  engi- 
neers' section  of  the  430,000-member 
Electrical,  Electronic,  Telecommuni- 
cation &  Plumbing  Union  (EETPU), 
he  put  his  view  into  practice  by  sign- 
ing Britain's  first  no-strike  agree- 
ment. So  far,  the  deal  applies  only  to 
Toshiba's  300-employee  factory  near 
Plymouth.  Says  Sanderson,  50,  a  for- 
mer electrician:  "A  number  of  compa- 
nies have  said  they  like  this  or  that  bit 
of  the  agreement,  but  it's  a  total  pack- 
age, a  completely  new  approach  to 
industrial  relations." 

According  to  Sanderson,  who  has 
observed — and  admired — corporate 
attitudes  in  the  U.S.  and  Japan,  the 
"continuous  trench  warfare"  in  Brit- 
ish industry  exists  because  of  "unnec- 
essary class  stratification"  within  fac- 
tories. His  deal  with  Toshiba  specifies 
equal  status  and  conditions:  the  same 
restaurant,  parking  lot  and  restrooms 
for  all  employees.  Such  moves  toward 
industrial  equality  are  one  reason  Jap- 
anese investors  in  the  U.K.  have 
found  British  workers  so  productive 


British  union  leader  Roy  Sanderson 
He'd  rather  talk  than  fight. 


(Forbes,  Afar  16,  19K1). 

Another  Toshiba  innovation  is 
Japanese-style  employee-manag 
ment  advisory  board,  which  discuss 
new  company  policies  in  advance 
implementation.  Crucial  to  strike  pr 
vention  is  the  common  consent 
outside  arbitration.  Under  the  agre 
ment,  the  arbitrator  will  not  seek 
compromise,  but  will  decide  in  favi 
of  one  side  or  the  other,  thus,  sa; 
Sanderson,    ensuring   that  manag 
ment  and  employees  take  their  mo 
reasonable  positions  right  away. 

A  test  of  the  system  comes  : 
March,  when  wage  negotiations  b 
gin.  "Even  if  the  Toshiba  agreemei 
falls  flat  on  its  face,  at  least  v 
tried  something  new,"  says  Sande 
son,  who  doesn't  doubt  what  is  uli 
mately  at  stake:  "Management  ai 
unions  go  on  doing  things  in  tl 
same  old  incompetent  way.  In  tl 
meantime,  British  industry  is  disa 
pearing." — Barbara  Ellis 


Making  a  point 

Rinzo  Iwai,  president  of  Fujitsu  Ami 
ica,  the  subsidiary  of  Fujitsu  Ltd.,  ) 
pan's  biggest  computer  maker  ai 
second-largest  telecommunicatio 
outfit,  sits  laughing  in  the  company 
red-walled  Santa  Clara,  Calif,  conff 
ence  room.  But  his  easy  manner  beli 
his  anger.  Last  month  Fujitsu  filed 
petition  with  the  FCC  protestii 
American  Telephone  &  Telegrapl 
award  of  a  $75  million  contract  to  i 
Western  Electric  manufacturing  su 
sidiary.  Fujitsu  charges  AT&T  yield' 
to  political  pressure  to  award  the  co 
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to  Ik  (I/,  president  of  Fujitsu  America 

\l  hath  no  fury  like  a  Japanese  company  scorned. 


tt  to  a  U.S.  supplier,  even  though 
itsu's  bid  was  20%  lower  than 
stern  Electric's. 

It  is  not  logical  that  the  AT&T 
ard  was  related  to  the  trade  sur- 
%,"  says  Iwai,  53.  (The  1981  U.S. 
Je  deficit  with  (apan  is  estimated 
518  billion.) 

wai — who,  in  an  uncharacteristic 
ve  for  a  Japanese  businessman, 
s  he  would  testify  before  the  FCC 
lecessary — points  out  that  60%  of 
work  involved  in  Fujitsu's  bid 
uld  have  been  done  by  U.S.  firms, 
ludmg  a  joint  venture  by  Corning 
iss  Works  and  Siemens  A.G.,  the 
st  German  electronics  company, 
itsu  has  hired  two  Washington  law 
ns  to  argue  its  case.  Iwai  also  takes 
eption  to  the  argument  that  the 
ltract  for  an  advanced  fiber  optic 
ile  svstem  should  be  awarded  to  an 
lerican  company  because  of  na- 
lal  security.  He  also  disputes 
irgcs  of  lowballing,  that  Fujitsu 
ispired  with  other  |apanese  compa- 
s  to  submit  the  lowest  bid  "We 
nt  proof  of  those  charges,"  he  adds. 
)oes  Iwai  think  Fujitsu's  petition 
1  cause  AT&T  to  rescind  the  West- 
Electric  contract:  "Regardless,  we 
1  have  made  our  point,"  he  says, 
inscrutably. — Kathleen  K.  Wiegner 

Witness  for  the 
prosecution 

hen  Marathon's  lawyers  asked  me 
be  an  expert  witness  in  their  suit 
inst  Mobil  in  early  November,  I 
omatically  said  no,"  says  Frederic 
lerer.  "But  the  more  I  thought 


about  it  that  night,  the  angrier  I  got.  1 
finally  decided.  Damn  it.  This  merger 
doesn't  make  any  sense.  And,  if  it 
takes  place,  there  are  going  to  be  more 
like  it.  I'm  going  to  put  my  body  on 
the  line  tor  this  one.  " 

The  Northwestern  University  eco- 
nomics professor  then  spent  five  days 
researching  Mobil,  finding  that  the 
$59.5  billion  (1980  sales)  oil  giant  had 
a  corporate  policy  of  not  selling  gaso- 
line to  independents.  "I  found  that  in 
the  South  and  the  Midwest,  Marathon 
is  the  leading  supplier  to  them.  So,  the 


Mobil/Marathon  merger  not  only 
broke  the  letter  of  antitrust  law,  it 
also  broke  the  spirit  of  it." 

Schcrer,  49,  has  studied  the  petro- 
leum industry  for  ten  years,  including 
two  as  director  of  the  FTC's  Bureau  of 
Economics.  During  that  time,  the 
FTC  produced  a  study  showing  that 
the  eight  major  oil  firms  supplied  vir- 
tually no  product  to  independent  mar- 
keters. Last  Nov.  18,  Scherer  took  the 
stand  for  five  hours  before  a  Cleveland 
federal  judge  testifying  that  Mobil's 
chief  argument — that  there  are  no  lo- 
cal gas  markets,  only  a  nationwide 
one — did  not  agree  with  his  findings. 
He  testified  that  wholesale  gasoline 
prices  differ  by  only  1/2  cent  to  2  cents 
per  gallon  from  city  to  city.  Contrary 
to  Mobil's  court  statements,  each  1- 
cent  change  could  increase  or  de- 
crease nationwide  refinery  profits  by 
$2.5  million  a  day.  The  judge  ruled  for 
Marathon,  and  Mobil  has  appealed  the 
decision. 

Still  on  call  — Mobil  lost  the  appeal 
and  the  case  has  been  remanded  to 
lower  court — Schcrer  will  not  discuss 
his  fee.  But  antitrust  lawyers  say  it 
could  run  to  $1,000  a  day.  This  isn't 
Scherer's  first  involvement  in  anti- 
trust litigation.  As  a  University  of 
Michigan  professor,  he  testified  in  the 
Kellogg  breakfast  cereal  case  in  1977. 
While  at  the  FTC,  he  testified  during 
the  IBM  antitrust  case  in  1975. 

Scherer's  specialty,  the  study  of 
how  real  world  markets  function, 
makes  him  a  sought-after  witness,  but 
he  limits  consulting  to  15  days  a  year. 
Would  he  take  on  another  case?  "It's  a 


Antitrust  expert  Frederic  Scherer 

Putting  his  body  on  the  line  for  Marathon. 
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WHO  BUILDS 

THE  RE-ENTRY  SYSTEM 
FOR  MX  MISSILES? 

AND  SAVES  OTU'S 
FOR  THE  USAF? 


'co  Corporation. 

Avco  Systems  Division 
Drks  primarily  in  the  area  of 
'ategic  and  tactical  weap- 
is.  Current  programs  in- 
jde  the  multimillion  dollar 
tial  contract  to  develop 
e  re-entry  system  for  MX 
issiles,  as  well  as  involve- 
ent  in  military  satellites, 
iti-tank  munitions  and 
srshing  II  subsystems. 
/co  Everett  Research  Lab- 
atory,  Inc.  develops  high 
lergy  lasers  for  industrial, 
)mmercial  and  defense 
jrposes,  and  operates  the 
)untry's  space  monitoring 
ation  in  Hawaii. 

Avco's  Electronics 
vision  has  designed  an 
lergy  Monitoring  and 
Dntrol  System  for  U.S. 
r  Force  bases  that  can 
duce  energy  use  by  30  to 
)%.  The  division  also 
sveloped  a  surveillance 
'Stem  for  private  industry 
at  predicts  machinery  fail- 
e  before  it  occurs.  In  addi- 
)n,  Avco  manufactures 
'oducts  for  a  variety  of  elec- 
Dnic  applications,  including 


subscription  television  sig- 
nal decoders. 
Diversity  by  design. 

Avco  is  a  carefully  struc- 
tured balance  of  business 
interests:  aviation,  aero- 
space, financial  services, 
insurance  and  high  tech- 
nology for  industry  and 
defense.  In  each  of  its  spe- 
cially selected  markets  at 
home  and  abroad,  it  is  a 
recognized  leader.  Softness 
in  any  one  market  is  often 
compensated  by  strength 
in  another.  For  Avco,  this 
power  of  balance  promises 
steady  growth. 
One  good  thing  leads 
to  another. 

Avco  continually  seeks  new 
industrial  and  defense  appli- 
cations for  its  evolving  tech- 
nologies. Technology  which 
produced  material  to  protect 
spacecraft  returning  from 
the  moon  is  now  being 
applied  to  the  space  shuttle 
and  flame-retardant  coat- 
ings that  protect  petroleum 
rigs  in  the  North  Sea.  Light- 
weight, energy-saving 
materials  are  being  used  for 


components  on  America's 
advanced  aircraft.  Avco  is 
helping  to  solve  America's 
energy  problem  by  apply- 
ing its  technical  know-how 
to  develop  cleaner,  more 
efficient  ways  of  burning 
coal.  It's  contributing  to 
national  security  by  design- 
ing more  sophisticated 
defense  systems. 
View  from  the 
half  century  mark. 
These  are  the  signposts  of  a 
corporation  which  entered 
its  second  half  century  with 
annual  revenues  in  excess 
of  $2  billion  and  assets 
greater  than  $6  billion. 
Accomplishments  such  as 
these  offer  indisputable 
proof  that  Avco  appreciates 
the  power  of  balance.  And 
knows  how  to  use  it. 

Avco  Corporation, 
Greenwich,  Connecticut 
06830. 

^AVCO 

CORPORATION 
THE  POWER  OF  BALANCE 


Faces 

Behind  The  Figures 


very  tough  activity,  which  is  one  of 
the  reasons  I  don't  like  to  do  it,"  he 
says,  wearily. — Lisa  Gross 

Top  banana 

For  someone  who  says  he  enjoys  the- 
ater only  as  a  spectator,  Lester  Pollack 
has  had  his  share  of  drama.  He  left  his 
post  as  vice  chairman  at  United 
Brands  last  spring — after  only  two 
years  there — amid  a  torrent  of  rumors 
about  a  management  rift.  Then  Pol- 
lack, 48,  joined  Oppenheimer  &  Co., 
where  he  now  heads  the  corporate 
finance  department. 

Pollack  offers  only  cursory  com- 
ments on  his  tenure  at  the  $4  billion 
food  processor  "I  made  a  statement, 
the  company  made  a  statement  when 
I  left,  and  I  think  that  was  an  accurate 
reflection,"  he  says,  refusing  to  dis- 
cuss any  conflict  or  whether  he  was 
offered  any  inducement  to  stay.  How- 
ever, Pollack  does  say,  "I  was  retained 
when  I  left,  as  a  consultant,  and  that's 
still  extant."  In  other  words,  Pollack 
doesn't  rule  out  courting  United 
Brands  (or  the  Loews  Corp.,  another 
former  employer)  as  a  client  at  Oppen- 
heimer. "I  wouldn't  exclude  them  as 
being  somebody  that  Oppenheimer 
could  do  business  with,"  he  says. 

After  two  months  in  his  new  office 


Oppenheimer 's  Lester  Pollack 

He'd  rather  be  a  principal  player. 


with  a  view  of  Governors  Island  and 
the  Verrazano  Narrows  Bridge,  Pol- 
lack says  his  function  is  unlike  a  "tra- 
ditional investment  banker."  He  cites 
Oppenheimer's  goal  of  acquiring  com- 
panies for  profit,  "whether  by  increas- 
ing the  value  of  our  investment  from 
resale  [  like  the  recent  sale  of  Advance 
Mortgage  Co.  to  Merrill  Lynch  for  $42 
million,  •  which  Oppenheimer  ac- 
quired in  1979  for  half  that]  or  by 
increasing  the  value  of  our  invest- 
ment over  a  long  period  of  time." 

How  does  he  like  his  new  job?  "I 
am  excited  just  to  do  something 
where  I  feel  more  of  a  principal,"  Pol- 
lack says,  in  a  tacit  reference  to  his 
lack  of  hands-on  control  at  United 
Brands. — Jayne  A.  Pearl 


C.H.I.P.S. 

In  the  high-tech  world  of  computer 
security,  Jack  Bologna  is  a  dispenser 
of  old-fashioned  tonics.  For  $12,000  to 
$100,000,  Bologna  and  his  team  from 
privately  owned  Computer  Protection 
Systems,  Inc.  will  arrive  at  a  com- 
pany's doorstep,  poke  through  its 
data-processing  system  and  survey  its 
employees.  The  goal:  to  prevent  an 
annual  loss  of  millions  to  hundreds  of 
millions  of  dollars  by  computer 
crimes  ranging  from  the  theft  of  hard- 
ware to  embezzlement. 

CPS  sells  no  security  software,  no 
fancy  electronic  alarms.  Instead,  it  of- 
fers some  tried  and  true  prescriptions 
Bologna  picked  up  in  stints  with  Ar- 
thur Young  &  Co.  and  the  IRS  and  as 
president  of  Odiorne  International,  a 
Michigan  management  consultant 
firm.  They  include  inventory  con- 
trol— "knowing  what  you've  got  and 
how  to  keep  track  of  it" — and  secur- 
ing the  physical  environment  by  in- 
stalling locks  and  cages  and  by  placing 
items  outside  the  flow  of  traffic. 
"There  are  probably  3,000  gumshoes 
all  over  the  country  who  could  track 
down  stolen  components,"  says  Bolo- 
gna, 53.  "I  prefer  that  companies 
don't  get  ripped  off  at  all." 

Recent  computer  crimes  have  made 
big  headlines.  Monolithic  Memories 
and  Intel  in  the  Silicon  Valley  were  hit 
by  large  microcomputer  chip  thefts. 
Wells  Fargo  Bank  was  clobbered  by  a 
$2 1  million  computer-assisted  embez- 
zlement. Most  electronic  crimes, 
however,  go  unreported,  hence  the 
haziness  of  the  figures.  "The  compa- 
nies are  embarrassed,"  says  Bologna. 
"It  makes  management  look  bad."  He 
uses  motivational  surveys  to  gauge 
the  potential  for  larceny  among  a 
company's  work  force — and  returns 
every  six  months  with  a  follow-up 
survey.  "A  firm  that  challenges  and 


CPS'  Jack  Bologna 
How  not  to  get  murdered  by  theft. 


gainfully  employs  workers  is  not  go 
ing  to  get  murdered  by  theft,"  he  says 
"We  need  a  company  that's  not  afraic 
to  look  at  itself  to  be  effective." 

CPS'  billings  totaled  about  $25O,O0C 
last  year,  and  Bologna  predicts  bigge: 
things  in  1982 — even  as  some  of  th< 
Big  Eight  accounting  firms  and  securij 
ty  giants  like  Pinkerton  thunder  ont( 
his  turf.  "I  haven't  seen  a  compute 
system  yet  without  gaping  holes  ii 
it,"  he  says.  "There's  plenty  of  worl 
for  us  all." — Robert  Teitelman 


Flying  solo? 

The  day  before  New  Year's  Eve  1979 
a  bright-colored  727  carried  forme 
Braniff  Chairman  Harding  Lawrenc 
off  to  Acapulco  to  an  early,  forced 
retirement.  Back  in  Dallas,  his  airlini 
was  left  with  $131  million  in  losses 
$584  million  in  long-term  debt,  a  net 
work  of  unprofitable  routes  and  Law  : 
rence's  hand-picked  successor — then 
President  Russell  Thayer.  Angri 
creditors  quickly  demoted  Thayer  ti 
vice  chairman  and  John  Casey  tool 
over.  That  left  Thayer  with  what  h 
calls  "sidelines  responsibility" — wha 
one  security  analyst  describes  a) 
"buying  gas  and  selling  planes."  Th 
talk  in  the  industry  was  that  Thayer, 
solid,  conservative,  30-year  airlin 
veteran,  had  been  unjustly  tarred  wit] 
the  brush  Braniff  used  on  Lawrence. 

Although  he  hung  on  at  Braniff  un 
til  Howard  Putnam  came  on  board  a 
Casey's  number-two  man  in  Septerr 
ber,  Thayer  just  became  chief  execij 
tive  of  TexasAmerican  Airlines. 
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Systems  From 

$3899 


s.xasAmericau's  Russell  Thayer 
a  sing  into  the  pilot's  seat. 


This  newcomer  should  begin  sched- 
led  service  in  April  from  Houston 
nd  San  Antonio  to  ten  cities,  mostly 
n  the  East  Coast  and  the  West  Coast. 
It's  what  I've  always  wanted," 
earns  Thayer,  59,  who  got  his  start  at 
astern  as  a  management  trainee  un- 
er  Eddie  Rickenbacker. 
TexasAmcrican  will  be  the  sched- 
led  service  airline  of  Overseas  Na- 
lonal  Airways,  a  New  York-based 
lane  leasing  company  headed  by  G.F. 
teedman  Hinckley,  50.  Hinckley,  a 
jrmer  Air  Force  pilot  and  20-year 
)NA  veteran,  met  Thayer  in  the  early 
eventies  while  trying  to  get  Braniff 
□  lease  ONA  planes.  Although  Hinck- 
y  will  chair  TexasAmerican,  Thayer 
&ys  he  will  have  "complete  author- 
y.  I  even  like  the  sound  of  that." 
Hinckley  and  Thayer  think  they 
m  succeed  where  at  least  five 
fartups — two  of  them  in  Texas — 
iave  failed  since  1979.  For  one 
ling,  says  Thayer,  TexasAmeri- 
an's  funding — from  ONA  and  from 
$20  million  public  offering 
anned  for  later  this  month — seems 
ore  secure  than  the  backing  of 
hat  he  calls  a  few  "wealthy  ama- 
urs."  For  another,  a  new  airline 
in  build  in  economies  from  the 
art  that  are  difficult  to  retrofit 
ito  an  older  carrier. 
"An  airline  can  really  get  sand- 
igged  by  deregulation,"  says 
bayer,  touching  on  Braniff's  par- 
,  cular  stumbling  block.  "It's  my  job 
make  sure  that  doesn't  happen  to 
.'xas  American." — Anne  Bagamery 


Radio  Shack's  TRS-80  IV 
More  Than  Just  a  Coi 
It's  a  Versatile  Multi-Purpose 


Accounting  Applications        Management  Assistant         Program  Development 


Radio  Shack's  top-of-the-line  TRS-80®  Model  II  is  more  than  a  computer.  It's  a 
versatile,  stand-alone  system  that's  the  heart  of  a  multi-purpose  workstation. 
You  can  use  Model  II  by  itself,  or  with  a  printer  and  peripherals  to  accomplish  a 
variety  of  tasks. 

Accounting  Applications.  A  complete  Model  II  business  system  has  the 
storage  capacity  and  expandability  to  streamline  accounting,  inventory,  order 
entry,  and  more  tasks.  We  also  have  ready-to-run  software  for  legal,  medical, 
and  other  specialized  applications. 

Management  Assistant.  The  TRS-80  Model  II  can  help  with  planning  and 
modeling,  word  processing,  filing,  and  statistical  analysis.  It  does  jobs  too 
"hot"  to  wait  for  shared  computer  time  or  too  small  for  cost-effective  handling 
by  your  company's  mainframe. 

Program  Development.  To  meet  your  specific  requirements,  Radio  Shack 
offers  you  a  choice  of  Model  II  programming  languages.  We  have  BASIC 
interpreter  and  compiler,  COBOL,  FORTRAN  and  Assembler. 
Bi-Sync  Communications.  Model  II  offers  the  versatility  that  a  mere  terminal 
lacks.  Our  bi-sync  comunications  packages  provide  low-cost  access  to  main- 
frame computers.  And  our  exclusive  TRS-80  VIDEOTEX  software  lets  you 
access  data  bases  and  information  services. 

It's  Affordable.  TRS-80  Model  II  systems  start  as  low  as  $3899.  Drop  by  a 
Radio  Shack  Computer  Center  or  the  expanded  computer  department  of 
selected  Radio  Shack  stores  and  dealers  for  a  demonstration. 

Radio  /hack 

The  biggest  name  in  little  computers® 

A  DIVISION  OF  TANDY  CORPORATION 


Tell  me  more!  Send 
me  your  free  TRS-80 
Computer  Catalog. 

Radio  Shack 
Dept.  82-A-107 
1300  One  Tandy  Center 
Fort  Worth,  TX  76102 


NAME  

COMPANY  . 
ADDRESS  _ 
CITY  


.STATE 


.ZIP  . 


Retail  prices  may  vary  at  individual  stores  and  dealers.  Optional-extra  equipment  required  for  some  applications. 
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lb  be  sure 
you  know  what 
really  happened 
last  month, 

read  Dun's 
Business  Month 

this  month! 


Dun's  Business  Month  will  enable  you  to  stay  on  top  of  the  business  news,  trends  and 
developments  of  the  last  30  days. 

The  newly  redesigned  Dun's  Business  Month  (formerly  Dun's  Review)  is  the  only  magazine 
that  provides  business  executives  with  a  monthly  editorial  format  that  captures, 
recaps  and  analyzes  those  significant  developments  that  have  occurred  in  business  during 
the  preceding  month.  Dun's  Business  Month  isn't  designed  to  replace  the  magazines 
and  newspapers  available  to  you  now.  Instead,  it's  an  information  back-up  system  that  ensures 
you  will  not  miss  vitally  important  business  news  and  events.  ^ 


Dun's 

Business  Month 
gives  you 
Month-to-Month 
Resuscitation. 


The  Forbes/ Wilshire  5000  Review 
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Vaiting  for  some  good  news.  The  crisis  in  Poland, 
lenewed  tension  in  the  Middle  East;  gloomy  economic 
■  tatistics  and  forecasts  and  depressed  stocks  ripe  for  year- 
nd  tax  selling  gave  investors  plenty  to  think  about  as 
981  went  into  the  history  books.  Not  surprisingly,  the 
iiroadly  based  Wilshire  index  ran  in  the  red  during  the 
most  recent  four-week  period.  But  look  on  the  bright  side: 
'he  market  faced  a  pile  of  adversity  and  the  Wilshire 
dropped  only  0.9%.  This  resilience  is  a  sign  that  the  near- 
erm  trend  is  likely  to  be  on  the  up  side. 
;  Another  indicator  that  the  majority  of  investors  are 
molding  firm  is  the  unusually  tight  range  of  two- week 
eturns  on  major  market  indicators.  Only  0.5%  separates 


the  S&P's  500,  off  by  1.6%,  from  the  Dow  and  ASE  market 
value  index,  both  down  1.1%. 

Wall  Street  wants  the  new  year  to  be  better.  Growth 
stocks  were  hit  especially  hard  in  1981.  Our  market  focus 
shows  that  over  the  last  52  weeks,  high-P/E  stocks  took  a 
14%  drubbing  while  low-P/E  stocks  outperformed  the 
market  and  advanced  4.6%.  Low-volatility  stocks,  mean- 
while, show  a  12.9%  gain,  while  high-volatility  issues 
were  barely  in  the  black. 

So  chalk  up  another  victory  for  advocates  of  unexciting 
bargain-priced  securities — but  watch  out  when  the  mar- 
ket gets  hot.  These  highflyers  presently  cruising  at  low 
altitudes  are  likely  to  rack  up  the  biggest  gains. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-0.9 

0.2 

-0.8 

-0.9 

-1.7 

in  last  52  weeks 

-8.0 

-9.0 

-*.2 

-93 

-2.1 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-1.0 

-1.2 

-2.9 

-1.6 

-1.3 

-1.1 

-1.5 

-1.9 

0.5 

-0.9 

in  last  52  weeks 

0.1 

12.9 

-14.0 

4.6 

9.8 

5.0 

1.8 

7.0 

-2.0 

13.0 

stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations)  low-volatility  issues  are  more  stable. 
I  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


ote:  Ail  data  for  periods  ending  12/22/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


The  zip  comes  from  technology.  Eight  sectors  fell  behind 
during  the  last  two  weeks,  but  technology  companies 
managed  to  show  a  2%  gain.  On  the  other  hand,  the 
cooled-down  energy  issues  showed  the  biggest  loss.  They 
were  down  3.6%. 

Look  at  the  graph  of  the  energy  sector.  It  shows  that  the 
rally  caused  by  the  late- 1981  bidding  war  for  Marathon  did 
not  come  close  to  breaking  the  earlier  peak  created  by  the 


Conoco  fracas.  Still,  the  upward  sawtooth  pattern  could 
indicate  that  the  worst  is  over. 

Even  with  the  recent  uptrend,  however,  energy  stocks 
were  the  biggest  losers  over  the  past  52  weeks.  The  sectoi 
is  down  25.5%.  Minor  spurts  in  technology  stocks,  mean- 
while, have  not  been  enough  to  pull  this  group  out  of  its 
next-to-last-place  with  a  52-week  drop-off  of  16.3%.  The 
best  sector:  consumer  nondurables  and  services. 


Percent  change  in  last  52  weeks  Percent  change  in  last  two  weeks 


Capital  goods 


+50 


+25 


-25 
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Energy 


+50 


+25 
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Technology 


+50 
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Consumer  durables 


+50 


+25 


-25 
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Finance 


+50 


+25 
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Transportation 


+50 
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Consumer  nondurables  and  services 


+50 


+25 


-25 
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Raw  materials 


+50 


+25 


-25 
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Utilities 


+50 


+25 


-25 
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Note:  All  data  for  periods  ending  12/22/81 .  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 


G  IS  CHANGING  THE  WAY  JAPAN  SEES  THE  WORLD. 


lecent  experience  with 
par  in  the  American 
B9t  is  any  indication, 
ins  of  Japanese  will  be 

g  things  our  way  in 

ghties. 

?G  has  just  completed 
lit  in  Chiba,  Japan 
liinufacture  our 
'-kable  lightweight 
natenal-CR-39® 
Imer— to  serve  fast- 
ing Asian  markets. 
I  lses  made  from 
|p  monomer  are 
|ialf  the  weight  of  glass, 
1  makes  for  the  kind 
(nfort  that's  trans- 
pj  the  American 
pt  in  less  than  a  decade. 
It,  over  40  per- 
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i*:h-resistant  CR-39 
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I  call  it  the  PPG  strategy. 
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!  fiber  glass,  and  coatings 
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Industries,  Inc., 
!  ateway  Center, 
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Profiles 


In  Washington,  Bob  Gray  has  built  a  highly 
successful  business  out  of  the  elusive  quali- 
ties of  access  and  influence. 


The  Gray 
eminence 


By  Beth  Brophy 

W1  hen  the  Libyans  wanted 
something  they  came  to  Rob- 
ert Keith  Gray,  a  man  with 
those  almost  invisible  connections 
and  that  access  to  the  mighty  that  add 
up  to  influence  in  Washington.  They 
know  his  name  in  Tripoli.  Gray  was  an 
acquaintance — "an  elevator  friend," 
says  Gray — of  Edwin  Wilson,  the  ex- 
CIA  man  hiding  out  in  Libya  and  now 
under  indictment  for  selling  arms  to 
Qaddafi.  Gray's  client  list  also  includes 
Armand  Hammer's  Occidental  Petro- 


leum, another  Libyan  connection. 

Bob  Gray  is  no  fool.  He  turned 
down  the  Libyans.  "Wouldn't  you 
have?"  he  asks  Forbes. 

It  has  been  only  nine  months  since 
Gray  walked  out  of  the  Washington 
office  of  Hill  &.  Knowlton  and  started 
his  own  public  relations  firm.  Yet 
Gray  &.  Co.  is  already  the  second- 
largest  independent  PR  firm  in  the 
U.S.,  with  78  employees,  57  clients 
and  annual  billings  that  are  expected 
to  pass  $7  million  this  year.  The  first 
branch  office  has  opened  in  Los  Ange- 
les;  Chicago  and  New  York  branches 


Bob  Gray  of  Gray  &  Co. 
Knowing  Ed,  Mike  and  Muffle  doesnt  hurt. 


will  be  open  by  July. 

During  an  interview  in  his  glass! 
enclosed  office  in  the  19th-centur 
Georgetown  cable  car  powerhous 
that  he  had  renovated,  Gray  takes 
call  from  the  White  House.  It's  Muffi] 
Brandon,  Nancy  Reagan's  social  secrej 
tary,  calling  about  a  White  House  pai 
ty  for  handicapped  children.  Graj 
says  maybe  the  singing  Osmond  fam 
ily — his  clients — will  help  out. 

Another  time  he  has  to  break  oj 
the  interview  to  keep  a  lunch  dat 
with  Ed  Meese.  No  use  coming  bac 
that  afternoon.  He  has  to  see  Mik 
Deaver  at  4  p.m.  Meese  and  Deave 
are  two  of  Reagan's  top  aides. 

Naturally,  friends  like  Ed  and  Muff  1 
don't  receive  a  bill  for  Gray's  services 
"I  meet  with  them  from  time  to  tim 
to  help  them  with  image  problems  an 
ideas  for  presenting  concepts  to  th 
public,"  he  says.  "I  don't  expect 
perpetual  open  door  without  recipn; 
eating  once  in  a  while." 

"Public  relations  and  lobbying  bac; 
each  other  up,"  says  Gray,  57,  an  mi 
peccably  dressed  bachelor  who  was 
frequent  escort  of  President  Nixon' 
secretary,  Rose  Mary  Woods. 

Do  his  clients,  many  of  whom  foi 
merly  used  Hill  &  Knowlton,  thm 
Gray  is  winking  when  he  says  he  ha 
no  special  influence?  "I  don't  want 
client  here  for  the  wrong  reason, 
says  Gray  patiently,  leaning  back  r 
his  comfortable  chair  next  to  a  tabU 
adorned  with  an  autographed  photo  c 
Nancy  and  Ron,  and  the  Reagan  affir) 
ity  symbol,  a  jar  of  jelly  beans.  "I  don 
want  him  to  think  my  Reagan  cor 
nection  means  an  automatic  victor 
for  whatever  action  he's  trying  t 
win.  If  they  think  I'm  winking,  they' 
find  out  I'm  not." 

What  do  clients  pay  him  for?  T 
solve  problems.  For  example,  the  Ver 
ezuelans  hired  Bob  Gray.  Their  pres: 
dent  was  coming  to  Washington  i 
November;  the  last  time  he  came  t 
the  U.S.  they  didn't  get  a  line  of  pnr 
on  what  they  considered  his  most  in 
portant  speech  to  the  U.  N.  This  tim 
Gray  &  Co.  saw  to  it  that  newspapei 
and  TV  were  filled  with  the  words  c 
Luis  Herrera  Campins.  It  called  re 
porters  at  the  Wall  Street  Journal,  U.i 
News  &  World  Report,  the  New  Yor 
Times  and  Associated  Press  and  not 
fied  them  that  its  client  was  availabl 
for  interviews.  Account  executive 
also  set  up  a  lunch  at  the  Nation; 
Press  Club  and  invited  31  reporter: 
The  PR  firm  wasn't  successful  2 
booking  Herrera  onto  the  talk  show 
because  he  doesn't  speak  English,  bi 
what  legwork  and  connections  com 
deliver,  Gray  &  Co.  delivered. 

Gray  masterminded  the  publicit 
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|ampaign  that  helped  Grumman  fight 
ff  LTV  Corp.'s  recent  takeover  bid. 
Vashingtonians  were  bombarded  with 
ill-page  newspaper  ads  and  radio  spots 
enouncing  the  takeover  attempt  and 
imenting  that  the  Defense  Depart- 
ment would  have  one  less  military  con- 
'actor  to  compete  for  bids.  "The  battle 
'as  won  here,"  Gray  explains.  "We 
vere  trying  to  reach  government  offi- 
ials.  The  action  was  really  in  Washing- 
bn,  not  Texas  or  Long  Island." 

He  represented  Santa  Fe  Interna- 
[onal  Corp.,  which  sold  out  to  Ku- 
aiti  interests.  "It  was  a  matter  of 
j;assuring  Congress  on  the  sales  of 
[2.5  billion  worth  of  assets  to  a  for- 
Lgn  country,"  says  Gray.  How  did  he 
,)me  to  represent  Santa  Fe?  "Jerry 
3rd  recommended  us,"  Gray  says. 
In  Washington  it's  difficult  to  sepa- 
ite  access  from  influence.  And  the 
xess  is  often  informal:  over  break- 
■st,  lunch  or  cocktails,  at  parties, 
t's  productive  to  go  out  and  see  peo- 
e  in  the  evening,"  says  Gray,  who 
its  in  18-hour  days  and  claims  he 
ears  out  two  tuxedos  a  year.  "Social 
rnctions  give  people  in  power  a 
lance  to  be  with  each  other  in  a 
laxed  setting.  Except  for  the  Carter 
;ars,  Washington  business  was  al- 
ays  conducted  that  way." 
One  recent  Gray  day  began  with  a  7 
m.  prebreakfast  meeting  with  a  ch- 
it, followed  by  a  breakfast  meeting 
ith  a  potential  client  from  California, 
e  had  a  morning  meeting  with  Tish 
ildnge,  sister  of  Commerce  Secre- 
ry  Malcolm  Baldrige.  Tish  used  to  be 
ikie  Kennedy's  social  secretary  and 
are  Boothe  Luce's  administrative 
sistant  when  Luce  was  ambassador 
I  Italy.  Tish  now  runs  a  New  York  PR 
im  affiliated  with  Gray  &  Co.  Then 
rich  at  the  Georgetown  Club  with 
,chard  Wirthlin,  chief  Reagan  poll- 
er, who,  along  with  such  political 
minaries  as  Luce,  former  Defense 
cretary  Melvin  Laird  and  presiden- 
1  adviser  Bryce  Harlow,  serves  as  an 
itside  director  of  Gray  &  Co.  At  2, 
ay  took  a  client,  Aeritalia,  an  Italian 
iinufacturer  of  air  frames,  to  meet 
i  th  Frank  Carlucci,  Deputy  Secretary 
ij  Defense.  And  from  there  to  meet 
Jjrne  Orr,  the  Air  Force  Secretary,  to 
Uicuss  a  NATO  memorandum  regard- 
E  military-equipment  sales.  At  4, 
:re  was  a  meeting  with  Senator 
irk  Hatfield  (R-Ore.).  Next,  a  staff 
i  :eting  with  the  Gray  lobbyists.  At  6, 
State  Department  reception,  and 
j  \in  a  party  in  honor  of  the  President 
Venezuela  at  the  Shoreham.  Gray 
1  :n  hosted  a  dinner  for  six,  an  eclectic 
rich  including  Clare  Boothe  Luce 
i  i  the  president  of  Aeritalia. 
,'He's  a  limelight-aholic,  a  lot  like  a 


political  person,  zipping  in  and  out  of 
receptions  for  a  few  minutes,  just  like 
a  senator,"  says  an  H&K  vice  presi- 
dent who  worked  with  Gray  for  sever- 
al years. 

There's  some  bad  blood  between 
Gray  and  Hill  &  Knowlton.  H&K  feels 
that  after  working  for  them  for  20 
years  and  accumulating  vast  influence 
with  the  Reagan  Administration, 
Gray  walked  out,  taking  clients  and 
staff.  "My  clients  are  businessmen. 
The  fact  that  my  clients  are  seen  or 
photographed  at  a  social  scene  has 
little  bearing  on  what  we're  accom- 
plishing for  them,"  says  Bob  John 
Robison,  Gray's  successor  as  head  of 
H&K's  Washington's  office. 

Gray's  side  of  the  dispute:  He  built  up 
the  Washington  office  from  a  staff  of  4 
to  85  by  the  time  he  left.  As  a  major 
stockholder  he  owned  9%,  or  $2  mil- 
lion, of  H&K  stock  and  was  the  only 
board  member  to  vote  against  the  take- 


Do  clients  think  Gray  is 
winking  when  he  says  he 
has  no  special  influence?  "J 
don't  want  a  client  for  the 
wrong  reason,"  he  says. 


over  bid  by  J.  Walter  Thompson,  the 
advertising  company,  last  year.  He  says 
he  even  offered  to  buy  H&K  himself 
before  he  quit.  "Damn  greed  made 
them  take  the  money  and  run, "  he  says. 

He  was  in  a  good  position  to  break 
away.  Gray  was  a  longtime  supporter 
of  Ronald  Reagan,  worked  for  him  in 
1976  and  was  an  influential  member 
of  the  campaign  team  in  1980. 

Gray,  who  is  no  stranger  to  the 
strength  of  a  good  quote,  dates  the 
start  of  his  company  to  Reagan's  inau- 
guration speech.  "As  I  heard  the  Presi- 
dent call  for  a  great  new  beginning,  I 
realized  I  needed  a  new  beginning, 
too,"  he  says. 

Concerned  that  his  firm  had  a  Re- 
publican image,  Gray  hired  Gary  Hy- 
mel,  Tip  O'Neill's  right-hand  man  on 
Capitol  Hill,  and  Bette  Anderson,  Car- 
ter Treasury  under  secretary,  to  round 
out  his  Democratic  credentials. 

The  Reagan  White  House  is  seeded 
with  former  H&K  staffers,  too:  people 
such  as  Deputy  Press  Secretary  Larry 
Speakes,  speechwriter  Landon  Parvin 
and  Sheila  Tate,  Nancy  Reagan's  press 
secretary. 

But  Gray  has  been  embarrassed  in 
the  past  by  some  of  his  associations 
with  unsavory  individuals.  His  name 
was  listed  as  a  director  in  the  com- 
pany owned  by  the  notorious  Qaddafi 
agent  Edwin  Wilson.  Gray's  response: 
"Never  until  three  years  after  [Wilson] 


left  did  I  learn  that  [my  name  was 
used]."  Gray's  office  was  next  to  Wil- 
son's at  H&K. 

Gray  also  helped  a  Korean  named 
Tongsun  Park  to  set  up  a  club  in 
Georgetown  in  the  late  Sixties,  before 
Park  was  implicated  in  a  political-in- 
fluence-peddling scandal.  In  1974 
Gray  was  questioned  by  Watergate 
Committee  lawyers  who  were  check- 
ing out  large  contributions  to  the  Nix- 
on campaign  as  well  as  promises  of 
ambassadorships. 

Gray  has  some  Teamster  connec- 
tions. He's  a  friend  of  Senator  Paul 
Laxalt  (R-Nev.j,  whose  old  law  part- 
ner, Reese  Taylor  Jr.,  is  the  new  Inter- 
state Commerce  Commission  chair- 
man. A  major  project  at  H&K  during 
Gray's  last  years  was  working  with 
the  American  Trucking  Association 
to  block  trucking  deregulation.  The 
bill  passed  anyway,  but  now,  with 
Taylor  as  ICC  chairman,  the  deregula- 
tion momentum  seems  to  be  slowing. 
Gray  still  represents  the  ATA. 

A  self-made  millionaire,  Gray  was 
born  in  Hastings,  Nebr.  and  educated 
at  Carleton  College  in  Northfield, 
Minn,  and  Harvard  Business  School. 
After  a  stint  in  the  Navy  during  World 
War  II — he  is  still  a  reserve  command- 
er— and  teaching  business  adminis- 
tration at  the  University  of  Southern 
California,  Gray  moved  to  Washing- 
ton in  1953,  at  age  28. 

He  spent  60  days  canvassing  the 
town  for  jobs  and  took  the  best  offer, 
that  of  special  assistant  for  manpower 
in  the  Navy.  After  four  months  he 
moved  over  to  the  White  House  to  fill  a 
temporary  spot  as  special  assistant  for 
patronage  jobs.  He  later  became  ap- 
pointments secretary  to  President  Ei- 
senhower, and  then  secretary  of  the 
cabinet.  He  left  the  White  House  with 
Ikein  1961  andjoinedHill& Knowlton. 

Much  of  Gray's  fortune  comes  from 
real  estate  holdings  in  Virginia,  Dela- 
ware and  the  District  of  Columbia.  He 
recently  signed  a  deal  with  Watergate 
Developers  Inc.  to  build  on  his  Arling- 
ton, Va.  property.  In  1978  he  founded 
a  venture  capital  firm  and  more  re- 
cently a  leasing  company. 

The  master's  explanation  of  influ- 
ence in  Washington?  Deceptively 
simple,  almost  like  a  small-town  busi- 
nessman talking  about  customers. 
"The  easiest  way  to  get  influence  in 
this  city  is  to  live  here  30  years,"  says 
the  man  who  has  been  in  the  capital 
for  29.  "Success  is  cumulative.  Every 
business  contact  that  I  make,  every 
friendship,  is  added  to  the  existing 
foundation.  I  don't  want  a  different 
client  list  or  different  friends  every 
year.  I  want  to  add  to  what  I  have." 
And  so  he  has.  ■ 
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The  Streetwalker 


Professional  stock  pickers  are  not,  by  na- 
ture, monogamous.  But  what  happens 
when  the  rides  say  they  can  love  only  one 
stock?  FORBES  finds  out. 

Market 
monogamy 


By  Steve  Kichen 

Iast  January,  Forbes  asked  nine 
_  leading  Wall  Street  analysts  for 
I  the  one  stock  they  expected 
would  perform  best  during  1981.  How 
did  they  do?  An  imaginary  $10,000 
portfolio  of  their  selections  gained 
11.4%,  or  15.2%  after  dividends.  This 
group  of  stocks  performed  better  than 
the  leading  market  averages  and,  con- 
sidering that  the  price  appreciation 
could  qualify  for  capital  gains  tax 
treatment,  probably  better  than  most 
investors  could  have  done  in  money 
market  funds. 

Over  the  12-month  period,  five  of 
the  nine  stocks  in  this  analysts'  if- 
you-could-love-only-one  fund  scored 
gains.  The  leader,  Host  International, 
which  recently  became  an  acquisition 
target,  was  up  48%.  Robert  Archibald, 
an  institutional  broker  with  Merrill 
Lynch  in  Los  Angeles,  was  the  lucky 
fellow  who  recommended  Host,  mak- 
ing him  the  sagest  of  our  sages  two 
years  in  a  row.  In  1980  he  led  the  pack 
with  PSA  Inc.,  which  was  up  75%. 
And  in  1979  Archibald  was  in  second 
place  with  Oak  Industries. 

Not  surprisingly,  Archibald  gave 
some  serious  thought  to  retiring  while 
still  champ,  but  we  coaxed  him  into 
putting  his  title  on  the  line  at  least 
one  more  time.  His  favorite  for  1982: 
Owens-Corning  Fiberglas.  "If  we're  go- 
ing to  have  any  kind  of  good  market," 
explains  Archibald,  "I'd  try  to  be  out 
in  front  of  the  business  cycle  and  get  a 
maximum  amount  of  cyclical  expo- 
sure. One  of  the  most  depressed  areas 
around  is  housing,  and  OCF  is  selling 
at  23,  close  to  its  1980  low."  He  sees 
peak  cyclical  earnings  potential  of  $8 
and  likes  the  company's  exposure  to 


the  rebuilding  as  well  as  new  con- 
struction markets. 

Last  year's  runnerup,  Ronald 
Strauss,  a  securities  analyst  and  gener- 
al partner  at  Chicago's  William  Blair 
&.  Co.,  won  big  with  Chi-Chi's,  a 
Mexican-style  restaurant  chain.  His 
stock  is  ahead  by  40%  and  Strauss 
thinks  that  it  still  looks  attractive. 
His  latest  gem,  however,  is  K  G  Barry, 


an  Ohio-based  footwear  manufacturer 
now  venturing  into  retailing.  "It's 
cheap,"  says  Strauss.  "Today,  Barry  is 
selling  at  AVi,  a  fraction  of  book  value. 
I  think  it's  an  $8  or  $9  stock  easily  in 
the  next  12  months."  An  added  at- 
traction: Strauss  foresees  little  down- 
side risk,  because  of  the  company's 
underlying  book  value  and  earnings 
potential. 

Mutual  fund  manager  John  Temple- 
ton  lived  up  to  his  stellar  reputation 
last  year  when  he  recommended  Sea 
Containers,  since  renamed  SeaCo. 
That  stock  is  up  35%  for  the  period, 
and  Templeton  still  sees  it  as  a  bar- 
gain. But  his  current  pick,  Kaiser  Alu- 
minum &  Chemical,  is  even  more  ap- 
pealing. "When  the  recession  is  half 
over,  people  begin  to  anticipate  the 
recovery,"  says  Templeton.  "You 
couldn't  duplicate  the  assets  of  this 


company  for  many  times  its  curreil 
market  price."  Kaiser,  selling  at  abot 
16,  earned  $4.46  for  the  latest  1 
months,  and  Templeton  looks  fcj 
earnings  of  around  $8  during  "th 
next  prosperity  period." 

Frank  Parrish  Jr.  of  Boston's  Fide 
lty  Management  has  finally  change! 
his  tune.  For  the  past  two  years  be  ha 
stuck  with  Continental  Telephoni 
After  running  flat  in  1980,  the  con; 
pany  showed  a  16%  gain  last  year.  Bi] 
Parrish's  new  horse  is  Scotty's,  a  Flo: 
ida-based  building  supply  chain,  cu] 
rently  selling  for  18.  Much  like  Arch| 
bald,  Parrish  is  looking  for  a  consurri 
er-led  recovery  in  which  remodehn 
and  rebuilding  will  pick  up  before  ca{ 
ital-intensive  new  construction  am 
consumer  durables. 

Another  1981  winner  was  Robei 
Hanisee,  who  picked  Whittaker, 
West  Coast  conglomerate,  and  saw  : 
rack  up  a  gain  of  14%.  But  Hanise 
still  lives  in  the  shadow  of  his  1981 
pick,  AM  International.  "A  complefl 
disaster  that  keeps  me  humble,"  rj 
explains.  This  time  Hanisee,  pres| 
dent  of  Los  Angeles-based  Amdec  Si 
curities,  is  riding  with  Hazeltine, 
manufacturer  of  military  electron! 
equipment  and  systems.  The  stocj 
sells  for  26,  and  Hanisee  expects  198 
earnings  to  wind  up  at  about  $2.2(j 
He's  predicting  $3.50  for  1982  if  thj 
company  can  reduce  losses  from  i| 
industrial  products  division.  "A  pric 
of  40  to  50  is  possible  within  1, 
months,"  Hanisee  concludes. 

So  much  for  the  good  guys.  Wh: 
about  the  losers?  According  to  tb 
rules  of  our  informal  contest,  no  orj 
gets  to  play  again  if  his  stock  goq 
down.  But  we're  making  one  excejj 
tion.  "In  Kentucky  we  say  that  evenl 
blind  hog  finds  an  acorn  once  in 
while,"  says  Robert  Stovall,  Deaf 
Witter 's  director  of  investment  poll 
cy,  of  his  three-year  record  of  flat  pa 
formance.  In  1981  native  Kentuckiai 
Stovall  picked  K  mart,  and  when  wj 
closed  the  books  it  was  down  3%. 

On  the  theory  that  coins  rarel 
come  up  tails  four  times  running,  v\| 
decided  Stovall  might  be  a  good  ris 
for  1982.  This  time  he  is  trusting  hi 
battered  luck  to  NCR,  a  play  on  aj 
expected  rebound  in  the  business  c^ 
cle.  "This  company  is  in  the  subbas* 
ment  of  investor  esteem,"  says  Stc 
vail,  explaining  its  allure.  NCR,  h 
points  out,  sells  at  a  price  of  41,  whic 
means  its  current  P/E  of  around  5 
low  for  a  technology  issue.  He  thint 
earnings  could  approach  $9  a  shai 
this  year. 
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;  Now  for  the  newcomers  who  re- 
dace  those  eliminated  for  bad  picks: 
Norman  Fields,  a  senior  vice  president 
jit  Brean,  Murray  Foster  Securities  in 
|few  York,  is  a  disciple  of  portfolio 
Jliversification.  In  practice,  he  never 
j)ins  all  his  hopes  on  one  stock.  But  he 
J  dmits  his  hopes  are  highest  for  tex- 
jilemaker  Burlington  Industries  (23 Vz). 
Its  massive  multiyear  capital  expendi- 
ture program  is  close  to  paying  off, 
[!nd  Fields  feels  the  company  has 
ready  improved  its  competitive  posi- 
ion.  "When  the  economy  gets  out  of 
he  present  recession,  Burlington's 
larnings  are  going  to  increase  more 
ban  most  competitors',''  he  predicts, 
ields  also  sees  safety  in  Burlington's 
pore  than  40%  discount  from  book 
alue,  its  modest  earnings  multiple  of 
and  its  6.5%  yield. 
[  "I  am  torn  between  a  depressed  cy- 
jlical  capital  goods  stock — particular- 
i/  Allis-Chalmers — and  a  new  concept 
tock,"  says  Michael  Metz,  a  vice 
[resident  of  Oppenheimer  &  Co.  In 
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By  William  Baldwin 

[VV  hai 's  good  buy  as  the 
hB#  country  delves  deeper  into 

WW  what  may  be  a  very  nasty  re- 
ssion?  Consider  Cessna  Aircraft, 
e  largest  maker  of  corporate  planes, 
recession-sensitive  business,  to  be 
re,  but  the  Wichita-based  com- 
ny's  stock  is  cheap  at  6V2  times 
'81  earnings. 

Fearful  of  what  a  recession  will  do 
frills-spending,  the  market  has 
lven  Cessna  down  to  about  20,  near 
;  12-month  low  of  177s.  But  are  pri- 
te  aircraft  really  frills?  Not  at  all, 
ys  R.  Jerry  Falkner,  head  of  retail 
search  at  Houston's  Underwood, 
:uhaus  &  Co.  and  an  uninhibited 
pssna  booster.  Airline  deregulation 


the  end,  however,  the  sizzle  beats  the 
stock,  and  Metz  recommends  Mattel 
(11%}.  He  is  enthusiastic  about  its 
success  with  the  Intellevision  video 
game  system,  the  bread-and-butter 
Barbie  Doll  line  and  the  potential  of  a 
turnaround  in  the  company's  Western 
Publishing  division.  Mattel  already 
trades  at  a  hefty  multiple,  but  Metz 
isn't  worried.  "Wall  Street  is  always 
hungry  for  new  concepts,  and  people 
overpay  for  them,"  he  concludes. 

Another  first-timer  is  Stephen 
Leeb,  who  edits  Investment  Strategist,  a 
market  newsletter.  He's  excited  about 
National  Medical  Enterprises  (1778),  a 
Los  Angeles-based  hospital  manage- 
ment company  that  just  made  a  big 
acquisition.  "This  firm  has  a  30%  an- 
nual growth  rate  virtually  wired  in," 
says  Leeb.  "In  a  sense  it's  also  a  disin- 
flation play.  Earnings  growth  is  going 
to  look  more  attractive  if  inflation 
comes  down."  What  about  Reagan's 
cutbacks  in  Medicare  and  Medicaid 
disbursements?  "All  this  will  do  is 


and  the  traffic  controllers'  strike  have 
cut  service  to  cities  like  Knoxville, 
Louisville  and  Savannah,  just  as  more 
businessmen  are  wanting  to  visit  out- 
of-the-way  plants.  The  1980s  should 
see  a  continuing  drift  of  industry  from 
big  cities  to  low-crime,  nonunion, 
cheap  acreage  in  the  hinterlands.  An- 
other bullish  factor  is  the  new  tax  law, 
which  allows  a  full  10%  investment 
tax  credit  for  small  planes  rather  than 
the  old  6%%. 

High  interest  rates,  of  course,  are  a 
worry.  Yet  in  the  fiscal  year  ending 
September  1981,  when  interest  rates 
were  as  bad  as  they  are  now,  Cessna 
managed  to  earn  $3.19  a  share,  vs. 
$1.51  the  year  before.  Falkner  sees 
little  improvement  this  year,  but  as 
much  as  $6  in  1985. 


force  the  unprofitable  hospitals  to  sell 
out  to  the  major  management  compa- 
nies, and  NME  is  one  of  the  largest," 
explains  Leeb.  "It  also  has  the  lowest 
price/earnings  on  current  as  well  as 
projected  earnings." 

Another  growth  stock,  I  nited  Cable 
Television  (25 'A),  is  the  darling  of 
Pierce  Flynn,  president  of  Melhado, 
Flynn  &  Associates,  a  New  York  mon- 
ey management  firm.  "It's  the  only 
pure  cable-TV  play  on  the  Big  Board, 
and  it  has  probably  got  a  30%  to  50% 
growth  rate  for  the  next  five  years  or 
more,"  boasts  Flynn.  "Besides,  Unit- 
ed Cable  is  probably  a  takeover  candi- 
date worth  twice  the  value  it's  selling 
for  now,"  he  exclaims.  Flynn  also  sees 
the  firm  as  a  leading  contender  for  the 
big  Denver  cable  franchise — an  ex- 
pansion that  could  crimp  short-term 
earnings  but  pay  off  handsomely  over 
the  long  run. 

Will  the  economic  rebound  plays 
outperform  the  growth  stocks?  See 
you  next  year,  fellows.  ■ 


The  company's  current  good  for- 
tune stems  from  a  decision  in  the 
early  1970s  to  push  from  smaller  pro- 
peller planes  into  fan-jets  for  the  cor- 
porate market,  now  a  third  of  its  $1.1 
billion  in  annual  sales,  fust  ten  years 
ago  Cessna  started  building  Citation 
jets — boldly  predicting  it  would  sell 
1,000  in  a  decade.  A  skeptical  story  in 
Forbes  (Apr.  1,  1972)  suggested  the 
company  was  flying  on  rather  thin  air, 
but  Cessna  is  about  to  be  vindicated: 
The  1,000th  Citation  will  be  delivered 
later  this  month  to  a  Utica,  N.Y.  elec- 
tronic supplies  firm. 

Besides  selling  the  original  model 
(up  to  eight  seats,  1,525-mile  range) 
and  a  slightly  larger  Citation  n, 
Cessna  is  building  a  backlog  for  the 
Citation  HI,  still  awaiting  federal  cer- 
tification. This  one  carries  15  people 
2,875  miles  and  probably  a  wide  profit 
margin  too.  Since  first  taking  orders 
in  1979,  Cessna  has  lifted  the  price 
tag  from  $3  million  to  $5  million — 
and  it  has  on  hand  at  least  140  orders 
backed  by  nonrefundable  deposits. 
These  days  corporate  aircraft  are  used 
not  only  for  taking  the  chairman  to 
the  Inaugural  Ball  but  ferrying  middle 
managers — and  engineers  and  parts — 
around  for  serious  business.  Digital 
Equipment,  for  example,  has  15,  in- 
cluding helicopters,-  Mobil  has  44. 

Cessna,  then,  may  be  worth  a  flier. 
At  a  below-market  multiple  and  priced 
near  book  value,  its  shares  offer  rela- 
tively little  downside  risk.  The  upside 
potential,  however,  is  tempting.  Just 
six  months  ago  Cessna  stock  traded  at 
nearly  twice  today's  prices.  ■ 


\he  recession  is  bound  to  stall  the  demand 
ir  small  aircraft.  But  Wall  Street  may  be 
po  pessimistic  in  its  flight  plan  for  Cessna. 


Worth  a  flier? 


1  r\c 


At  first  glance,  Foxboro's  results  seem  un- 
spectacular But  dig  a  little  bit  deeper 


If  you've  got  it, 
don't  flaunt  it 


By  Richard  Greene 


A COUPLE  OF  YEARS  AGO  Wall 
Street  was  full  of  rumors  that 
t  The  Foxboro  Co.  in  Foxboro, 
Mass.  was  being  acquired  by  giant 
Schlumberger.  Foxboro,  a  $509  mil- 
lion (sales)  manufacturer  of  control  in- 
strumentation, was  a  low-profile,  suc- 
cessful firm  and  looked  a  great  fit  for 
Schlumberger.  But  nothing  happened. 

Today  Schlumberger.  still  has  a 
4.4%  position  in  Foxboro  and  still 
isn't  talking  about  it.  For  their  part, 
Foxboro's  officers  deny  that  they  are  a 
takeover  candidate.  "A  lot  of  our  suc- 
cess has  been  due  to  our  fierce  inde- 
pendence," says  Texas-bred  Chief  Ex- 
ecutive Officer  Earle  W.  Pitt,  58.  "I'm 
not  sure  Foxboro  would  be  as  success- 
ful under  the  wing  of  someone.  We've 
never  entertained  the  idea." 

At  14  times  earnings,  Foxboro  is 
expensive  for  this  market.  The  com- 
pany's return  on  equity  is  12%  on 


earnings  of  $32  million — good  but  not 
spectacular.  Earnings  for  1980  were 
even  down  slightly  from  the  previous 
year.  But  dig  a  bit  into  the  facts  be- 
hind Foxboro's  numbers,  and  the 
company  looks  considerably  better. 

Foxboro  makes  instruments  that 
measure  and  control  the  outflow  of 
water,  oil,  electricity  and  almost  any 
other  kind  of  energy.  Say  a  utility 
wants  to  measure  the  amount  of  elec- 
tricity leaving  its  plant.  Foxboro  can 
provide  a  sophisticated,  computer- 
based  system  to  do  that. 

Obviously,  the  recent  energy  short- 
age has  been  a  boon  to  Foxboro.  "If  oil 
was  $1. 19  a  barrel,  what  the  hell,"  says 
Pitt.  "If  you  only  had  82%  efficiency,  it 
wasn't  worth  it  to  try  to  get  it  up  to 
91%.  Now,  when  it's  $34  a  barrel,  that 
9%  efficiency  is  worth  a  lot." 

But  a  12%  return  on  equity  is  no  big 
deal.  If  the  company  is  so  great,  why 
aren't  earnings  better?  Well,  they  are. 
Start  with  the  fact  that  the  company 


Foxboro  Chain  nan  Earle  W.  Pitt 

"A  lot  of  our  success  has  been  due  to  our  fierce  independence. 


was  hit  hard  by  foreign  currenc 
translations,  since  it  does  about  ha 
of  its  business  overseas.  Foxboro  hai 
earnings  of  $2.56  a  share  for  the  f ir$ 
three  quarters  of  this  year,  but  tha 
takes  into  account  no  less  than  $1.0) 
a  share  in  currency  losses.  But  no^ 
Foxboro  will  be  adopting  the  FASB 
new,  more  realistic  rules  on  currenc 
translation  (Forbes,/<w  4),  and  only 
small  portion  of  that  $1.03  loss  wi| 
find  its  way  to  the  income  statemem 
Result:  They're  now  restating  eanj 
ings  for  the  first  three  quarters 
$3.37  a  share.  That  should  make  ffl 
real  earnings  of  about  $4.49  in  1981. 

But  that's  not  all  the  gold  buried 
Foxboro's  financial  statements.  As  b( 
fits  an  old  New  England  company, 
accounting  is  extremely  conservativ 
and  it  only  books  earnings  when  pro 
ects  are  completed.  Since  the  con 
pany  is  paid  as  the  projects  are  pr« 
gressing,  that — in  cash  terms — mear 
the  firm  is  actually  doing  much  betti 
than  it  appears.  In  fact,  Foxboi 
shows  the  $46  million  it  has  receive 
for  projects  under  way  as  a  liability- 
treating  it  as  money  borrowed  again: 
the  completion  of  the  job. 

If  you  just  shift  that  additional  $4 
million  into  revenues  and  assurr 
margins  equal  to  those  in  the  rest 
the  company  for  1980,  you  pick  x. 
another  35  cents  a  share.  Add  that 
and  you  have  1981  earnings  of  $4.84 
share.  That  puts  the  price/earnings  r 
tio  closer  to  10.5  and  the  return  c 
equity  closer  to  14%.  That's  still  co: 
servative,  since  many  compani' 
would  be  booking  their  projects  on 
percentage  of  completion  basi 
which  would  probably  allow  Foxbo 
to  bring  into  earnings  a  great  de 
more  of  its  $343  million  total  backloi 

Add  it  all  up  and  Foxboro  is  a  temp 
ing  morsel.  True,  the  firm's  directo 
hold  about  24%  of  the  stock  at 
might  fight  a  takeover.  But  one  dire 
tor  and  major  stockholder  is  Rexfo 
A.  Bristol,  part  of  the  founding  fami 
of  Foxboro.  Bristol  is  78  and  admi 
that  there  are  no  children  or  gran 
children  interested  in  running  tl 
show.  Another  14.6%  of  that  close 
held  stock  is  in  trust  for  various  far 
ily  members  who  show  no  interest 
taking  charge.  As  such,  it  appears  th 
family  stock  could,  at  some  poir 
find  its  way  into  the  market. 

Is  Schlumberger  going  to  launch 
takeover  bid?  Probably  not  unle 
Foxboro  asks  for  it,  and  Foxboro  isi 
likely  to  ask.  Of  course,  if  an  undesii 
ble  predator  appeared  on  the  seer 
things  could  change.  Schlumberg 
would  probably  enjoy  the  role  of  whi 
knight — and  there's  its  4%  sharehol 
ing  to  show  that,  yes,  it  does  care.  I 
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Collins  &  Aikman,  once  among  the  most 
wofitable  companies  in  the  textile  indus- 
ry,  is  trying  to  make  a  comeback.  Will  it 
ucceed?  Despite  recent  earnings  gains,  the 
inswer  is  far  from  certain. 

Management 
got  tired 


By  Jean  A.  Briggs 


B ranted,  it's  the  textile  indus- 
try, but  Collins  &  Aikman's  is 
still  a  sluggish  performance  lis 
leturn  on  equity  this  year  will  have 
rouble  topping  10%.  After  two  bad 
fears  in  which  earnings  dropped  from 
|24  million  to  $14.4  million,  the  com- 
fiuny  ranks  well  down  the  industry  list 
|ji  terms  of  profitability.  Per-share 
■lins  are  exaggerated  by  a  massive 
(rpurchase  of  14%  of  its  outstanding 
nmmon — 450,000  shares  on  the 
jpen  market  and  another  1.25  million 
Iiares  from  Gulf  &  Western.  G&W 
|irewdly  bought  in  when  C&A  corn- 
Ion  was  trading  about  30%  below 
>ok  value  in  late  1980.  (G&W's 
I'harlie  Bluhdorn  turned  a  neat  $3 
idllion  trading  profit  on  that  one.) 
i  How  did  once-proud  Collins  &  Aik- 
1'ian  get  in  such  sorry  shape?  Chair- 
1  an  Donald  MeCullough,  who  has 
ten  chief  executive  since  1961, 
ijiesn't  really  have  an  answer  for  that 
■  lie.  "I  guess  the  mighty  must  fall,"  he 
■ys  glumly. 

And    mighty    they    were.  Don 
■i  cCullough's  father,  Willis,  put  C&A 
I)  the  map  in  the  Twenties  by  help- 
lag  persuade  Detroit  to  put  fabric  in- 
lead  of  leather  on  its  automobile 
ats.  C&A  has  dominated  the  auto 
>holstcry  market  ever  since 
'JC&A  also  established  other  nice 
Markets  tor  itself,  such  as  upholstery 
m  aircraft  and  fake  fur  for  toy  ani- 
jals.  It  stayed  away  from  commodity 
Inducts  like  sheets  and  towels.  And 
ys  a  former  company  executive: 
lAcCullough  also  understood  that 
I  S.  companies  should  stay  away 
hm  labor-intensive  operations." 
f  The  formula  worked  for  ten  years, 
clit  after  1971  C&A's  fortunes  began 
■decline.  MeCullough  made  the  mis 
i  <e  of  getting  into  double  knits.  "We 


got  in  too  late  for  the  boom,"  he  says, 
"but  iust  m  time  for  the  industrywide 
bust.  We  took  our  licking  and  got 
out."  The  company  had  to  write  off 
about  $5  million  on  that  venture. 

MeCullough  also  made  some  poor 
acquisitions,  including  a  panty-hose 
company  and  a  residential  carpet 
company.  "The  company  would  have 
been  more  profitable  without  them," 
says  the  former  executive. 

Meanwhile,  C&A's  traditional  mar- 
kets were  changing  and  shrinking,  es- 
pecially 1  )etroit. 

The  company  even  lost  business  in 
areas  that  were  growing.  C&A  won't 
confirm  it,  but  an  industry  insider 
says  that  sales  of  its  warp  knit  divi- 
sion, which  produces  primarily  linge- 
rie fabrics,  declined  from  over  $90 
million  in  the  early  Seventies  to  about 
$70  million  last  year.  Meanwhile, 
competitor  Guilford  Mills  increased 


its  business  from  about  $50  million  to 
over  $250  million.  One  analyst  says 
C&A  failed  to  get  into  specialty  prod- 
ucts fast  enough. 

MeCullough  also  faced  a  personal 
tragedy.  His  closest  colleague  died. 
Alec  Stewart,  his  college  roommate, 
was  vice  president  of  finance  at  C&A 
and,  from  all  accounts,  a  great  support 
tor  MeCullough. 

"Management  got  tired,"  he  says, 
"including  yours  truly."  Yours  truly, 
however,  didn't  get  fired.  It  was  the 
other  managers  who  took  early  retire- 
ment or  were  asked  to  move  on. 

A  new  recruit  seems  to  enjoy 
MeCullough 's  favor  at  the  moment. 
Mis  name  is  Alfred  Crimmins,  execu- 
tive vice  president  of  finance.  Wall 
Street  analysts  credit  Crimmins  with 
the  cost-cutting  and  consolidation 
that  helped  earnings  this  year  recover 
to  aft  estimated  $1.70,  from  1 98 1  's 
depressed  $1.16.  Crimmins  has  been 
concentrating  on  productivity  in- 
creases. "Head  count,"  he  intones,  as 
if  it  were  bis  mantra,  "bead  count.  We 
have  to  get  the  division  presidents  to 
keep  then  head  counts  down.  The 
compensation-to-sales  ratio  is  very 
important." 

But  recent  earnings  improvements 
cannot  be  sustained  on  cost-cutting 
and  productivity  gains  alone.  C&A 
must  gel  new  business.  To  do  that,  it 
is  counting  on  the  home  furnishings 
market,  where  C&A  sells  wallpaper, 
bath  furnishings  and  upholster) 
MeCullough  believes  people  will 
spend  more  time  in  their  homes  and 
more  money  on  them.  Maybe  his 
strategy  will  work,  maybe  it  won't. 

Moral:  In  business,  staying  on  top  is 
almost  as  hard  as  getting  there.  ■ 
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Managing  the  mighty  after  the  fall. 
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Today,  there's  a  new  name  for  energy 
in  America: 


NYSE  Ticker  Symbol  SNT 


Why  we've  changed  our  name  from 
Southern  Natural  Resources 

We've  become  one  of  the  top  250  corporations 
in  the  U.S.  With  operations  no  longer  just 
in  the  South,  but  now  expanding  across  the 
U.S.  and  overseas.  Assets  and  revenues: 
$2.5  billion.  Average  compounded  growth 
in  earnings  per  share:  14%  annually.  For 
21  consecutive  years. 

Sonat  today  is  a  company  involved  in  energy 
resources  and  services.  Our  track  record 
shows  we  have  the  management  skills  to 
perform  well  consistently.  From  growth 
in  earnings  to  growth  in  size  and  scope  of 
operations. 

Our  future  looks  bright.  We've  grown  dra- 
matically. And  we're  strategically  positione 
to  keep  growing. 


Sonat  Inc.  operations  today: 
Sonat  Exploration,  developing  offshore 
and  onshore  supplies  of  oil  and  gas. 
Sonat  Offshore  Drilling  (formerly  The 
Offshore  Company),  one  of  the  largest  con- 
tract drilling  operations  in  the  world. 
Southern  Natural  Gas,  a  major  supplier  of 
energy  to  America's  Sun  Belt. 


Sonat  Marine  (formerly  Interstate  and 
Ocean  Transport  Company),  the  largest  in- 
dependent marine  transporter  of  petroleun 
products  in  the  U.S. 
Southern  Forest  Products,  800,000  acres 
of  prime  Louisiana  timberland  and  modern 
papermills. 


To  learn  still  more  about  us  and  where  we'r 
growing,  write: 
Sonat  Inc. 

Corporate  Communications 
PO  Box  2563 
Birmingham,  AL  35202 
205  325  3800  or 
212  344  7955. 
Ask  for  our  annual  report. 
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Risky  or  risque?  Here's  a  way  to  lock  in 
today's  rates,  but  look  before  you  leap. 

GET  SET  FOR  A 
STRIPTEASE 


By  Ben  Weberman 


llHow's  this  for  a  way  to  send  your 
|;kid  to  Harvard  in  20  years?  Spend 
[]$7,000  today  for  a  government-guar- 
Ijanteed  investment,  pay  no  income 
!i  taxes  along  the  way  and  get  a 
|$  100, 000  check  in  2002.  That 
:i  sounds  too  good  to  be  true — and 
ipnce  the  Internal  Revenue  Service 
patches  on  it  may  or  may  not  be. 
|3ut  the  appeal  is  unmistakable. 

What  makes  it  all  possible  is 
^something  the  professionals  call 
!: 'stripping" — a  way  to  separate  the 
:oupon  interest  flow  from  the  face 
imount  obligation  (par  value).  Be- 
fore running  off  for  the  scissors, 
.aowever,  please  understand  some- 
hing  about  how  this  concept  devel- 
oped and  the  risks  involved. 
1  Long-term  bonds,  unfortunately, 
lo  not  offer  complete  protection 
igainst  falling  interest  rates.  If  you 
.  my  a  bond  with  a  15.75%  stated 
,  jeturn  to  maturity,  for  example, 
hat  calculation  is  based  on  the  as- 
i  umption  that  you  can  reinvest  the 
);ash  received  on  your  coupons  ev- 
1  try  six  months  at  15.75%.  But  if 
lates  fall  to  10% — or  even  6%  as  an 
xtreme  hypothesis — you  certainly 
an't  compound  at  15.75%.  So  yes- 
erday's  juicy  lock-in  isn't  as  good 
s  it  seemed. 

One  way  to  assure  yourself  of  re- 
nvestment  at  or  close  to  the  calcu- 
ated  yield  to  maturity  is  to  buy  a 
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zero  coupon  corporate  bond.  These 
are  fixed-income  securities  that  pay 
no  interest  but  are  sold  at  deep"  dis- 
count and  come  due  in  ten  years  or 
so  for  redemption  at  face  value.  The 
interest,  in  effect,  is  paid  entirely  at 
maturity.  As  an  example,  GMAC 
zero  coupon  bonds  due  in  1991  sell 
at  29  for  a  yield  to  maturity  of 
13.4%.  Initial  offering  terms  really 
are  locked  in,  regardless  of  subse- 
quent market  rate  fluctuation. 

Still,  look  before  you  leap.  There 
are  substantial  drawbacks  to  zero 
coupon  bonds  for  investors  who  pay 
U.S.  income  taxes.  Under  Internal 
Revenue  Service  rules,  bondholders 
are  taxed  on  their  imputed  interest 
income.  Taxes  are  due  today  on 
cash  to  be  received  up  to  ten  years 
away.  The  cash  flow  impact  of  this 
policy  is  disastrous.  What's  more, 
anyone  buying  a  corporate  zero  cou- 
pon bond  had  better  be  darned  sure 
the  company  will  be  around  ten 
years  from  now  to  pay  back  interest 
and  principal. 

The  concept  of  zero  coupon  Trea- 
suries, however,  is  more  appealing. 
The  trick  is  to  strip  the  coupons 
from  an  ordinary  Treasury  bond. 
The  right  to  collect  interest  pay- 
ments goes  to  an  investor  who 
wants  a  stream  of  income.  The 
bare-bones  bond  becomes  what 
amounts  to  a  government-guaran- 
teed zero  coupon  obligation. 

Here's  an  example.  A  20-year 
Treasury  bond  with  a  15%%  cou- 
pon due  November  15,  2001  sells 
now  at  1 1 1  Vi  to  yield  14%  to  matu- 
rity. The  dealer  who  "strips"  bonds 
for  institutions  earns  his  money  by 
dividing  the  issue  into  two  parts 
and  selling  the  two  components  at 
a  higher  price  than  the  market  val- 
ue of  the  whole  bond.  At  a  yield  of 
13.7%,  for  instance,  the  right  to 
collect  $100,000  in  2001— with  no 
interest  payments  ever — is  valued  I 


at  $7,180.  It's  like  putting  $7,180 
into  an  IRA  or  Keogh  account  at 
13.7%,  compounded  semiannually; 
in  20  years  it  will  be  worth 
$100,000. 

How  about  the  coupons?  The 
owner  of  the  strip  will  get  $7,875 
every  six  months.  Discount  the 
present  value  of  receiving  40  semi- 
annual $7,875  payments  at  an  as- 
sumed 13.7%  yield,  and  you  get  a 
price  of  $108,500.  The  face  value  of 
the  40  coupons,  of  course,  is 
$315,000,  but  by  paying  less  the 
buyer  discounts  that  cash  flow  at  a 
rate  of  13.7%. 

Ten-year  maturities  work  much 
the  same  way.  Treasuries  due  in 
1991  carry  a  return  of  13.88%.  Pay 
$26,560  now  and  you  will  receive 
$100,000  in  ten  years.  Alternately, 
$43,257  gets  you  $4,000  every  six 
months  until  1991. 

Now  for  the  risky  part.  Many  ex- 
perts believe  income  tax  is  not  due 
annually  on  the  amount  of  imputed 
interest  on  the  corpus,  as  it  is  with 
corporate  zero  coupon  bonds.  Oth- 
ers are  not  so  certain.  Anyway,  the 
IRS  could  announce  later  that  this 
accretion  is  taxable,  so  be  warned. 

The  tax  aspects  of  these  transac- 
tions are  arcane — and  crucial  for 
anyone  who  buys  a  less-than-whole 
bond.  Remember,  however,  that  if 
the  tax  avoidance  aspects  of  strip- 
ping seem  to  present  a  significant 
revenue  loss,  the  IRS  will  probably 
crack  down.  But  it  won't  be  easy  to 
do.  Corporate  bonds  are  registered, 
and  the  government  learns  about 
imputed  interest  from  special  1099 
forms  that  issuers  must  submit. 
Treasuries,  on  the  other  hand,  are 
bearer  instruments,  which  makes 
finding  accretion  for  taxing  espe- 
cially difficult. 

At  the  moment,  stripping  is  large- 
ly an  institutional  business.  You 
may  have  to  ask  several  dealers  be- 
fore one  directs  you  to  a  firm  that 
deals  in  stripped  securities. 

Finally,  one  major  drawback  is 
that  a  secondary  market  may  not 
exist  for  an  individual  who  wants  to 
sell  a  stripped  bond  prior  to  maturi- 
ty. Coupon  trading,  too,  may  be  dif- 
ficult to  arrange,  although  there  is 
clearly  no  problem  depositing  each 
coupon  as  the  payment  date  arrives. 

In  the  bond  market,  then,  as  in 
the  theater,  stripping  isn't  for  every 
taste.  If  you're  tempted,  don't  say  I 
didn't  warn  you.  ■ 
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Our  competition  "believes 
there's  only  one  way  to  do  political 
commentary. 

We  believe  where  there's  a  Will, 


Pulitzer  Prize  winner 
George  Will. 


there's  another  way: 
Greenfield. 

We  don't  fit  the  mold. 
We  break  it. 


ze  winner 
"ield. 
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MONEY  &  INVESTMENTS 


Today's  forecasts  are  pretty  useless.  But 
one  thing  is  clear:  Most  stocks  are  rea- 
sonably priced  by  historic  standards. 

A  POINT  OF 
CERTAINTY 


By  Heinz  H.  Biel 


By  now  we  all  have  read  enough 
predictions  of  things  to  come  to 
question  the  wisdom  of  paying  any 
attention  to  them  at  all.  When  Da- 
vid Stockman's  Office  of  Manage- 
ment &  Budget  came  out  with  a 
projection  of  a  $109  billion  fiscal 
1982  deficit  barely  three  months 
after  the  President  had  reaffirmed 
the  "official"  $43  billion  estimate, 
one  could  only  wonder  how  errors  of 
such  magnitude  are  possible.  Are 
these  forecasts  made  by  people  who 
don't  know  what  they  are  talking 
about,  or  are  they  purely  politically 
motivated?  I  think  it's  best  to  leave 
the  answer  to  this  question  to  the 
reader. 

What  is  beyond  doubt,  however, 
is  the  fact  that  this  country  once 
again  finds  itself  in  a  recession. 
Some  say  that  it  will  be  brief  and 
shallow — remember  the  previous 
Administration's  promise  of  a  soft 
landing? — while  others  expect  this 
recession  to  be  far  more  serious. 
This  has  become  a  guessing  game, 
and  I  am  not  willing  to  join  it.  There 
are  just  toamany  variables. 

In  the  past  when  we  have  had 
similar  situations,  the  government 
rather  quickly,  at  times  too  quickly, 
resorted  to  stimulants  of  all  sorts, 
but  mostly  fiscal  and  monetary,  to 
get  the  economy  out  of  a  slump.  The 
consequences    were  predictable: 
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large  deficits  and  more  inflation. 

The  Reagan  Administration, 
which  claims  that  it  did  not  foresee 
this  recession,  reassures  us  that  the 
remedial  measures  are  already  in 
place,  expecting  the  tax  cuts  to  do 
the  job.  Some  cuts  went  into  effect 
in  1981.  The  others  will  be  phased 
in  later  this  year.  The  Administra- 
tion's program  is  based  on  an  eco- 
nomic theory  whose  validity  is  yet 
to  be  proven,  but  neither  the  Reagan 
people  nor  anybody  else  is  fully  con- 
fident that  it  will  work.  Well,  we 
shall  see. 

It  is  my  opinion  that  certain  tax 
cuts  were  of  the  pork-barrel  variety. 
These  tax  cuts  created  huge  loop- 
holes, which  loused  up  the  budget 
without  doing  very  much  good  for 
the  general  economy.  Presumably 
there  will  have  to  be  some  new 
taxes  and/or  certain  revenue  en- 
hancements (except  for  income 
taxes,  whose  reduction  was  and 
remains  a  cornerstone  of  President 
Reagan's  program),  but  budgetary 
considerations  virtually  preclude 
the  old-fashioned  pump-priming 
method  used  by  previous  Adminis- 
trations to  ignite  a  recovery. 

The  business  community — and 
that,  I  suppose,  includes  the  readers 
of  Forbes — has  no  illusion  about  the 
present  state  of  affairs.  The  bond 
market,  which  has  had  a  fair-size 
recovery,  especially  for  shorter  ma- 
turities, is  exceedingly  nervous.  Bell 
Telephone  bonds  are  still  yielding 
close  to  16%,  and  Long  Island 
Lighting  had  to  put  an  18%  coupon 
in  order  to  sell  a  medium-grade 
long-term  mortgage  bond.  The  mar- 
ket for  tax-exempt  issues  remains 
in  bad  shape,  with  yields  of  up  to 
14%  not  being  at  all  unusual.  Inves- 
tors have  become  very  gun-shy,  and 
I  don't  blame  them. 

The  stock  market  has  not  exactly 
been  a  tower  of  strength  either, 


particularly  during  the  tax-selling) 
spree  last  month,  but  good  quality 
stocks  have  held  their  own  quite; 
well.  Although  there  is  no  assur- 
ance against  sharp  selloffs  for  unre- 
lated reasons,  such  as  events  in 
Poland  or  our  troubles  with  Libyaj 
and  the  rest  of  the  Middle  East,, 
most  stocks  are  "reasonably'" 
priced  by  just  about  any  standard  ol 
measurement.  Why  else,  for  inn 
stance,  would  scores  of  companies 
make  tender  offers  for  their  own 
stock?  Apparently  they  believe  that) 
such  repurchases  will  be  yielding  aj 
higher  return  than  any  other  in] 
vestment,  and  here  at  least  theyj 
know  what  they  are  buying.  Even 
Firestone,  which  has  had  a  pretty 
rough  time  lately,  asked  for  tenders 
on  up  to  10  million  of  its  <owi) 
shares. 

When  people  talk  about  investing 
in  emerging  growth  companieSj 
they  usually  think  of  high  technolo- 
gy or  genes  or  hospital  managemenl 
and  the  like.  Such  stocks  rarely  are 
cheap  and  often  they  are  volatile 
and  hazardous.  But  there  are  also 
companies  in  rather  mundane  busi- 
nesses, which  suddenly  "emerge' 
from  a  long  sleep  and  becomegrowm 
companies.  Remember  good  olc 
Hershey  Chocolate?  Its  profits 
moved  up  and  down,  depending  or; 
whether  the  company  bought  its  co- 
coa at  the  right  or  the  wrong  price 
and  the  stock  never  managed  to  gei 
out  of  its  own  way. 

It  is  called  Hershey  Faucis  now 
and  is  no  longer  solely  wedded  tc 
the  chocolate  bar.  A  more  aggres 
sive  management  has  diversifiec 
rather  successfully.  Among  othe 
things  it  is  now  the  nation's  sec; 
ond-largest  pasta  producer  and  i 
also  operates  the  Friendly  let 
Cream  chain  of  some  625  store: 
serving  ice  cream  and  fast  foods 
Earnings  have  steadily  grown  fron 
well  under  $2  a  share  prior  to  197? 
to  $3.02  in  1978,  $3.78  in  1979 
$4.38  in  1980  and  an  estimate 
$5.50  a  share  last  year.  Expecta 
tions  for  1982  are  in  the  $6.50  are; 
and  dividends  should  be  raised  a 
least  to  the  $2  level.  Presently  thi 
stock  sells  below  35,  a  very  modes 
price/earnings  multiple  indeed.  Yoi 
can  sleep  well  with  that  kind  o 
stock  and  most  probably  you  wil 
be  able  to  afford  to  eat  at  a  some 
what  fancier  restaurant  than 
Friendly  Ice  Cream  store.  ■ 
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|  The  market  has  discounted  much  of  the 
\bad  news  and  will  be  looking  over  the 
\mlley  to  a  recovery  later  in  the  year. 

BLAME  THE 
RECESSION 


By  Ann  C.  Brown 


prace  yourself,  everybody.  The 
jourth-quarter  1981  earnings  will  be 
pushing  forth  any  day  now,  and  all 
Indications  point  to  gloomy,  if  not 
jlownright  grim,  reading.  The  auto- 
mobile business  is  awful,  housing  is 
horrendous  and  just  about  every  in- 
dustry from  home  appliances  to 
high  technology  will  be  singing  the 
pottom-line  blues.  The  surprises 
jvill  be  on  the  upside,  and  I  expect 
there  will  be  precious  few  of  those 
iince,  with  the  entire  investment 
community  expecting  the  worst, 
fhey  are  likely  to  get  it. 

Widely  publicized  recessions  give 
company  managements  an  ideal  op- 
portunity to  write  off  not  only  their 
present  woes  but  their  past  mis- 
:akes  as  well.  Losing  divisions  will 
|»e  eliminated  or  sold  for  far  less 
man  the  seller  would  take  under 
more  normal  conditions.  Reduc- 
tions in  force  (a  euphemism  for  fir- 
ings and  earlier-than-expected  re- 
tirements) will  take  place  and  result 
|n  nonrecurring  severance  pay  or 
Settlement  expenses.  And  inven- 
tories will  be  disposed  of  by  cutting 
■rices,  which  will  cut  into  profits. 
There's  nothing  like  using  a  nasty 
iconomic  downturn  to  get  the  cor- 

orate  ship  back  in  shape. 
A  lot  of  red  ink  will  continue  to 

low  through  the  first  and  possibly 
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the  second  quarters  of  the  year. 
While  the  Federal  Reserve  is  con- 
tinuing to  ease  up  on  the  money 
supply,  it  is  doing  so  more  gradually 
than  after  the  credit  crackdown  of 
1980.  By  the  beginning  of  the  third 
quarter,  when  the  next  installment 
of  the  individual  tax  cut  goes  into 
effect,  inflation  could  be  at  the  low- 
est level  we  have  seen  in  many  a 
year.  Unemployment  could  peak 
around  March,  but  this  measure- 
ment is  so  flaky  that  it  is  all  but 
useless  except  in  political  rhetoric. 

Perhaps  the  most  interesting 
thing  to  watch  for  on  the  domestic 
economic  front  during  the  next  few 
months  will  be  the  union  settle- 
ments. The  disastrous  situation  in 
Detroit  will  not  escape  the  atten- 
tion of  the  nation's  rank  and  file, 
and  the  outcome  of  the  air  traffic 
controllers  strike  is  indicative  of 
the  public's  increasing  willingness 
to  put  up  with  inconveniences  to 
curb  what  they  consider  to  be  un- 
reasonable and  economically  injur- 
ious demands.  To  date,  organized 
labor  has  been  keeping  a  relatively 
low  profile  and  its  traditional  liber- 
al friends  in  Congress  are  either 
saying  little  or  receiving  less  press 
coverage. 

What  has  been  receiving  a  lot  of 
media  attention,  besides  the  worri- 
some international  crises,  is  the  po- 
tential budget  deficits  not  only  for 
this  year  but  also  for  1983  and  1984. 
President  Reagan  is  hanging  tough 
with  his  supply-side  program  and 
forcing  his  opponents  to  propose  and 
implement  a  better  idea.  No  one 
seems  to  want  to  tell  you  that  you 
can't  have  your  tax  cut  next  July,  or  to 
clamor  for  a  serious  slash  in  defense 
spending,  especially  now  with  the 
volatile  Polish  and  Middle  East  situa- 
tions. At  the  moment,  I  would  be 
willing  to  bet  that  the  politicians  of 
both  parties  join  business  and  blame 
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the  deficit  on  the  recession,  too. 

As  of  this  writing,  the  stock  mar- 
ket is  doing  just  about  what  I  said  a 
couple  of  months  ago  it  would  do — 
namely,  fluctuate  rather  sharply 
within  a  relatively  narrow  range. 
Over  the  holidays  most  of  the  pre- 
dictions I  read  looked  for  a  sharp 
selloff  into  the  low  to  mid-700s  on 
the  Dfl  starting  about  now.  I  remain 
more  optimistic  than  many  of  my 
fellow  forecasters,  primarily  be- 
cause I  think  the  market  has  antici- 
pated and  discounted  much  of  the 
bad  news  and  will  be  looking  over 
the  valley  to  a  recovery  later  in  the 
year.  Then,  too,  there  are  those  bil- 
lions and  billions  of  dollars  in  mon- 
ey market  funds  in  search  of  a  more 
permanent  home  once  investors  get 
their  confidence  back  and  interest 
rates  continue  to  fall. 

In  this  mark-time  market,  I  still 
like  the  oil-service  companies,  with 
Halliburton  (54),  Schlumberger  (56), 
Hughes  Tool  (39)  and  NL  Industries 
(39)  my  choices  among  the  larger 
companies.  Western  Co.  of  North 
America  (25),  Smith  International  (46), 
Parker  Drilling  (21),  Newpark.  Resourc- 
es (19),  Baker  International  (39), 
Dresser  Industries  (34),  Reading  & 
Bates  (24)  and  Tidewater  Inc.  (41)  all 
look  as  if  they  could  do  very  well, 
too,  this  year. 

If  you  think  there's  a  chance  for  a 
speedup  in  the  deregulation  of  natu- 
ral gas,  which  may  or  may  not  come 
to  pass,  Union  Oil  of  California  (40), 
Superior  Oil  (38),  Sun  Oil  (47)  and 
Pogo  Producing  (27)  would  be  big 
beneficiaries.  Texas  Oil  &  Gas  (36) 
and  Transco  (45)  are  also  attractive 
natural  gas  companies. 

Bally  Manufacturing  (29)  is  in  the 
number  one  slot  in  the  manufac- 
ture, distribution  and  operation  of 
coin-operated  video  games.  This 
year  earnings  of  $3.40  per  share  or 
more  seem  possible.  Centuri  (7  bid) 
is  a  low-priced  way  to  play  this  lat- 
est national  fad,  and  preliminary  es- 
timates are  for  $2  per  share  for  the 
fiscal  year  ending  Oct.  31.  And 
don't  forget  about  Warner  Communi- 
cations (54)  and  its  Atari  division, 
which  is  showing  super  results  from 
such  games  as  Asteroids  and  Missile 
Command. 

Others  on  my  shopping  list:  Free- 
port-McMoran  (24),  Tandy  (32),  Feder- 
al Express  (61),  Time  Inc.  (40),  Cox 
Broadcasting  (35),  Dow  Jones  (49)  and 
Dun  &  Bradstreet  (62).  ■ 
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FUNDLINE'S 

Unique  Market  Timing 
System  Takes  The 
Guesswork  Out  of  Buying 
Or  Selling 
"No-Load"  Funds! 

•  Exclusive  "25%  solution"  system 
pinpoints  precise  time  for  you  to  take 
action— when  to  BUY,  HOLD,  or 
SELL! 

•  You  pay  no  commission — all 
recommended  funds  are  "no-load" — 
your  entire  investment  works  for  you! 

You'll  benefit  from  FUNDLINE's  latest 
24-page  issue:  lists  ratings  (top- 
performing  funds);  forecasts  (tells  you 
when  to  make  your  move);  charts 
(shows  you  moving  averages  on  log 
trend  graphs);  helps  you  achieve  3  goals: 

1 .  Buy  near  the  bottom 

2.  Sell  near  the  top 

3.  Remain  invested  in  top-performing 
no-load  mutal  funds  A  $10  VALUE! 

FREE  BONUS  BOOKLET!  "How  To 
Pick  The  Super  Funds  Of  The  Future." 
You  also  get  FREE  Update  Bulletin.  A 
$5  VALUE! 

Try  FUNDLINE's  Investment  Advisory 
Service  for  ONE  FULL  MONTH— you 
get  this$I5ACTUAL  VALUE  for  only  $7! 

Mail  $7  check  to: 

FUNDLINE,  DEPT  F-l 

22208  Cass  Avenue,  P.O.  Box  663 
Woodland  Hills,  CA  91365 
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MEXICAN  INVESTMENTS? 

Do  you  have  Mexican  investments  or  bank 
deposits?  Interested  in  the  outlook  for  the 
peso?  You  should  be  reading  MEXLETTER. 

For  a  free  copy  write:  MEXLETTER, 
Apdo.  1335,  Mexico,  D.F.,  06000,  Mexico, 
or  call  905-511-5470. 


Is  the  amateur  investor  at  a  disadvan\ 
tage  against  the  pros?  Not  necessarily. 

WHY  THE  PROS 

HAVE  EGG 
ON  THEIR  FACES 


By  David  Dreman 


What  chance  has  the  average  inves- 
tor in  today's  volatile  markets?  This 
is  a  question  put  to  me  fairly  regu- 
larly. With  stocks,  bonds  and  com- 
modities gyrating  faster  than  battle 
stars  and  attack  stations  in  the  new- 
video  games,  isn't  it  better  for  him 
to  be  on  the  sidelines?  Why  com- 
pete with  people  who  boast  years  of 
training,  battle  experience  and  vir- 
tually instantaneous  and  unlimited 
access  to  vital  information? 

My  answer  to  the  above  question 
is:  Compete  away!  The  record  shows 
that  the  smart  individual  investor 
has  every  chance  in  the  world  of 
beating  the  professionals.  If  any- 
thing, the  odds  are  in  his  favor. 

Where's  my  evidence?  Let's  start 
with  that  famous  poll  taken  every 
year  by  Institutional  Investor  maga- 
zine. Each  year  several  hundred 
banks,  mutual  funds  and  insurance 
companies  are  canvassed  to  select 
the  number  one  analyst  in  all  impor- 
tant industries.  Another  periodical, 
discussing  the  All  Stars,  noted:  "At 
least  100  of  these  oracles  and  prob- 
ably more  make  six-figure  salaries. 
Incomewise  they  are  in  a  class  with 
entertainers  or  professional  ath- 
letes." In  fact,  the  competition  for 
the  All  Stars  is  so  keen  that  some 
make  over  $200,000  and  have  been 


David  Dreman  is  managing  director  of  Dre- 
man, Cray  &  King,  Investment  Counsel, 
Neie  York,  and  author  of  Contrarian  Invest- 
ment Strategy. 


offered  $50,000  or  more  to  switc 
from  one  firm  to  another. 

Naturally  la  creme  de  la  crem 
selected  from  over  15,000  analys 
across  the  country,  are  sensation, 
stock  pickers.  True?  False. 

The  same  periodical  measure 
the  All  Stars'  results.  Most  broke 
age  houses  were  reluctant  to  relea: 
the  batting  averages  of  their  supe 
stars.  In  many  cases,  results  had 
be  requested  from  institutions,  ar 
were  given  only  "grudgingly." 

The  bottom  line:  After  months 
digging,  the  record  of  20  of  the  mo 
prominent  superstars  was  exhume 
It  would  have  been  better  to  let  tl 
bodies  lie.  Of  the  132  stocks  th 
the  top  analysts  recommended 
the  12  months  ended  in  the  summ 
of  1980,  only  42,  or  under  one-thir 
beat  the  S&P's  500.  Is  that  a  ha 
record  to  beat? 

Are  expert  results  any  better 
commodities  trading?  If  ever  the 
was  a  field  where  professional  gui 
ance  would  seem  to  be  vital,  this 
it.  Not  long  ago  a  business  magazii 
quoted  the  executive  vice  preside 
of  one  of  the  largest  commoditi 
houses:  "A  lot  of  people  shouldr 
trade  commodities  on  their  own  b 
cause  they  don't  have  the  tin: 
knowledge  or  money.  On  the  oth 
hand,  they  can  get  the  same  calib 
of  management  and  diversificatio 
as  a  'big'  account  by  buying  into 
managed  commodities  account." 

So  what  does  this  high-power 
management  and  diversification 
for  you?  For  starters,  one  of  its  ma 
aged  commodities  accounts  lost 
heavily  in  silver  futures  in  t 
spring  of  1980  that  it  wiped  out 
investors    entirely    and  almc 
brought  down  the  firm  itself.  It  to> 
a  maior  capital  injection  from  i 
parent  to  save  it.  In  November 
the  same  year  a  second  manag 
commodities  fund  went  broke 
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nee  more  eliminating  100  cents  on 
le  dollar  for  its  investors  and  again 
quiring  the  parent  to  come  gallop- 
ig  to  the  rescue.  Could  amateurs 
ave  done  worse? 

And  this  brings  us  back  to  the 
ason  you  can  stay  in  the  game, 
he  individual  investor  is  not  sub- 
ct  to  the  on-line  performance,  ca- 
er  and  client  pressures  that  the 
ofessional  must  cope  with.  These 
>mpetitive  pressures,  particularly 
le  need  for  quick  results  to  prove 
leir  expertise,  usually  draw  many 
os  into  playing  current  market 
ends.  Whether  it  was  buying  Po- 
roid  at  100  times  earnings  in  1972 
Genentech  at  120  times  sales  in 
>81,  time  and  time  again  the  pres- 
ire  results  in  some  very  smart 
ayers  making  some  very  dumb 
oves.  The  individual  who  does  not 
ive  to  deal  with  these  outside  pres- 
ides and  who  keeps  his  cool  can 
oid  these  major  problems. 
All  of  which,  at  bottom,  is  what 
akes  me  a  low-P/E  practitioner: 
tw  P/Es  are  a  sign  that  the  institu- 
ms — the  pros — don't,  as  a  whole, 
;e  a  stock.  Since  the  evidence 
ows  that  the  pros  are  frequently 
'ong,  it  follows  that  many  low-P/E 
jcks  are  undeservedly  cheap, 
lying  them — playing  against  the 
bs — is  an  excellent  way  for  the 
dividual  investor  to  prosper. 
In  today's  disorderly  markets, 
any  pros  again  are  on  the  side- 
les.  The  fear  of  winding  up  with 
g  on  their  faces  if  prices — though 
t  cheap — go  temporarily  lower, 
eps  them  there.  So,  the  investor 
10  has  the  patience  and  discipline 
'J  take  a  position  now  should  see 
ine  excellent  gains  not  too  far  off. 
irge  numbers  of  high-yielding,  fi- 
lincially  strong,  low  P/E  stocks 
H)k  good.  Three  stocks  that  I  favor 
I  re  are  Wells  Fargo  (25),  P/E  5,  yield 
|%;  Standard  of  Ohio  (43),  P/E  6, 
'■Id  5.3%;  Travelers  (44),  P/E  5, 
lid  6.4%. 

(To  be  sure,  amateurs  are  just  as 
Me  as  pros  to  make  stupid  mis- 
likes.  They  can  get  swept  away  by 
l.jnds,  worried  by  minor  price 
lavements  and  trapped  by  their 
Ins  into  wanting  to  be  constantly 
if.ere  the  action  is.  But  the  smart 
I J  ateur,  unlike  the  smart  pro,  need 
lit,  out  of  professional  pressures, 
iixumb  to  these  mistakes.  No  one 
iidemanding  instant  gratification 
i  m  the  individual  investor.  ■ 


Value  Line 
for  $33 

This  trial  subscription  is  open  to  you  only  if  no 
member  of  your  household  has  subscribed  to 
Value  Line  in  the  past  two  years.  We  make  this 
special  offer  because  we've  found  that  a  high 
percentage  of  new  subscribers  who  try  Value 
Line  stay  with  us  on  a  long-term  basis.  The 
increased  circulation  enables  us  to  keep  our 
subscription  fees  to  long-term  subscribers  lower 
than  would  otherwise  be  possible. 

Under  the  special  trial  offer  you  will  receive  the  2000-page  Investors 
Reference  Service  (illustrated  above)  at  no  extra  cost.  You'll  receive  all  the 
new  full-page  reports  to  be  issued  in  the  next  10 weeks  on  the  more  than  1700 
stocks  and  92  industries  regularly  monitored  by  The  Value  Line  Investment 
Survey.  Filing  takes  less  than  a  minute  a  week.  All  this  material  is  so 
organized  in  your  binder  that  you  can  quickly  turn  to  a  continually  updated 
report  on  almost  any  leading  stock. 

Thus  you'll  find  it  convenient  to  have  The  Investors  Reference  Service  at 
your  fingertips  whenever  you  need  facts  and  figures,  as  well  as  Value  Line's 
projected  performance  ratings  on  more  than  1700  widely  held  stocks  in  92  in- 
dustries. 

In  the  Selection  &  Opinion  section,  which  accompanies  your  weekly 
reports,  you'll  also  get  analyses  and  forecasts  of  the  national  economy  and 
the  stock  market  .  .  .  guidance  on  current  investment  policy  explaining  Value 
Line's  bullish  long-term  position  on  the  securities  markets  .  .  .  plus  Value 
Line's  specific  stock  selections. 

Take  advantage  of  this  special  introductory  offer— and  receive,  as  bonuses 
without  extra  charge,  the  2000-page  Investors  Reference  Service  and  the 
"Evaluating  Common  Stocks"  booklet,  which  explains  how  even  inex- 
perienced investors  can  apply  thousands  of  hours  of  professional  research  to 
their  own  portfolios  by  focusing  on  only  two  unequivocal  ratings,  one  for 
Timeliness  (Performance  in  next  12  months),  the  other  for  Safety. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 

■The  Value  Line  Investment  Survey 

Arnold  Bernhard  &  Co.,  Inc.,  711  Third  Ave.,  N.Y.,  N.Y.  10017 
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INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $33  to 
The  Value  Line  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for 
$330  and  send  me  the  two  bonuses  iisted  above. 
There  are  no  restrictions  with  this  annual 
subscription 

This  subscription  is  tax-deductible  and  non- 
assignable. 


SPECIAL  EXTRA  BONUS 

A  pocket-size  CREDIT  CARD 
LCD  CALCULATOR  given  to 
you  when  you  order  The  Value  ooSSS" 
Line  Investment  Survey  for  one  "~l"SS!S" 

year.   

□  My  payment  is  enclosed.  □  Please  charge  to: 

□  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  

Account  #  

(N.Y.  residents  add  sales  tax.) 


Signature 

Name 

■  Address 

Apt  No 

State 

Zip 
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Commodities 


The  combination  of  a  lower  tax  rate  on 
profits  and  an  undervalued  price  struc- 
ture may  present  a  profit  opportunity. 

BUY  LOW  AND 
HOLD  FOR  PROFIT 


The  Stotler  program  is  designed 
to  take  advantage  of  the  two 
changes  described  above  and  con- 
sists of  four  parts:  1)  Use  a  T  bill 
to  margin  a  futures  position  in  one 
or  more  undervalued  commodities; 
2)  select  commodities  that  are  un- 
dervalued by  historical  objective 
standards;  3)  go  long  selected  com- 
modities in  the  futures  markets  and 
stay  long  continuously  by  moving 
the  position  forward  to  the  next 
contract  month  as  required  to  avoid 
delivery  in  a  maturing  futures  con- 
tract; 4)  close  out  the  position  if  the 
undervalued  commodity — a)  in- 
creases in  value  equal  to  the  invest- 
ment objective,  b)  increases  to  a  lev- 
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By  Stanley  W.  Angrist 


Stotler  &  Co.,  a  longtime  cash  grain 
merchant  and  futures  trading  com- 
pany, has  prepared  a  report  outlin- 
ing an  interesting  trading  strategy 
that  is  of  relatively  low  risk.  The 
report  is  based  on  two  significant 
changes  that  Stotler  believes  will 
make  its  strategy  work. 

Commodities  prices  began 
1981  by  collapsing,  precipitated 
in  part  by  surging  interest  rates, 
rising  tension  in  Poland  and  the 
aftermath  of  the  Russian  grain 
embargo.  The  50-year  highs  in 
real  interest  rates  led  to  a  sharp- 
ly rising  dollar,  which,  coupled 
with  record  U.S.  harvests,  has 
provided  no  letup  in  the  decline 
of  commodities  prices.  Stotler 
believes  that  this  prolonged  and 
severe  decline  has  left  some 
commodities  prices  substan- 
tially undervalued. 

The  second  factor  that  will 
surely  influence  commodities 
traders  is  the  tax  rates,  which 
will  now  apply  to  commodities 
profits.  (See  my  column  in 
Forbes,  Dec.  7,  1981.)  Beginning 
in  1982  the  maximum  tax  rate  on 
commodities  futures  profits  will  be 
32%,  which  is  a  significantly  lower 
tax  rate  than  applies  to  short-term 
gains  in  stocks,  bonds,  options  and 
most  other  investment  vehicles. 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


A  strategy  at  work 


If,  in  February  1975,  one  had  bought  the 
nearby  March  cotton  contract  and  rolled  it 
over  as  described  above,  one  would  have 
earned  a  very  healthy  return  on  capital. 


Net  profit  + 

Contract 

Buy* 

Sell* 

(loss) 

Balance 

Mar.  1975 

38.00 

39.40 

$  700 

$  700 

May  1975 

40.16 

45.75 

2,795 

3,495 

July  1975 

46.71 

47.25 

270 

3,765 

Oct.  1975 

49.00 

55.36 

3,180 

6,945 

Dec.  1975 

57.09 

56.55 

(270) 

6,675 

Mar.  1976 

58.80 

62.70 

1,950 

8,625 

May  1976 

62.90 

62.87 

(15) 

8,610 

July  1976 

63.78 

85.00 

10,610 

19,220 

Oct.  1976 

86.36 

92.36 

3,000 

22,220 

Oct.  1976 

86.36 

78.50 

(3,930) 

18,290 

"Ail  prices  in  cents  per  pound,  t Commissions  have  been 
ignored,  hut  would  be  less  than  $""5  per  round-turn  trade. 


el  above  the  historical  norm,  c)  fails 
to  increase  after  a  12-month  period. 

In  general,  most  commodities 
brokers  will  let  you  put  up  T  bills 
with  a  face  value  of  $10,000  or  more 
and  a  maturity  of  one  year  or  less  to 
margin  a  commodity  position. 
Since  futures  markets  operate  on  a 
daily  settlement  basis,  an  account 
will  need  a  cash  credit  balance  in 


addition  to  the  T  bill  in  order  to  pa^i 
for  adverse  market  fluctuations. 

There  is  no  one  set  method  thai 
will  indicate  when  a  commodity  is 
historically  and  objectively  under 
valued.  Stotler,  in  its  report,  pre 
sented  evidence  on  two  commod 
ities — soybean  oil  and  cotton.  Fo 
both  these  commodities,  they  listec 
three  conditions  that  indicate  ai 
undervalued  situation. 

In  undervalued  commoditiesi 
there  is  a  tendency  for  the  future! 
market  price  structures  to  refleq 
the  implied  cost  of  carrying  a  com 
modity.  The  costs  are  storage,  in 
surance  and  interest  charges.  In  gen 
eral,  the  futures  market  will  reflec 
these  costs  by  a  "stair-step"  price 
structure  based  on  time,  with  eaclj 
more  distant  contract  carrying  j 
higher  price  than  its  nearer  neigh 
bor.  To  profit  from  a  continuous 
long  position,  the  increase  in  th 
commodity's  price  must  exceed  thi 
implied  cost  of  the  carrying-chargj 
structure.  In  commodities  in  whict 
interest  charges  are  the  major  por 
tion  of  the  cost  of  carry  and  thi 
total  futures  contract  value  correi 
sponds  to  the  value  of  the  T  bill) 
the  bill's  yield  will  offset  a  substan 
tial  amount  of  the  implied  cos 
of  carry  in  a  continuous  lonj 
position. 

In  the  example  listed  at  lef 
for  cotton,  one  can  observe  thi: 
strategy  at  work.  Long  posi 
tions  are  established  threi 
weeks  after  the  entry  signal  i: 
given,  with  old  positions  rolled 
on  to  the  next  delivery  montl 
on  the  last  day  of  trading  prio> 
to  the  first  delivery  notice  day. 

It  is  highly  probable,  accord 
ing  to  Stotler,  that  a  continuou 
long  position  in  undervalue! 
commodities,  as  measured  b; 
historical  objective  standards 
will  earn  a  substantial  afterta: 
profit  and  yield  an  unusuall; 
high  return  on  investment.  I 
also  appears  that  cotton  an« 
soybean  oil  are  at  or  approach 
ing  a  condition  of  undervalue.  Pa 
tient  traders  might  try  this  strateg1 
in  these  two  commodities. 

Traders  who  want  to  examine  thi 
report,  "How  to  Earn  a  High  After 
Tax  Return  in  Low-Priced  Com 
modities,"  can  get  a  complete  cop' 
by  writing  to  Stotler  &.  Co.,  Boar< 
of  Trade  Building,  Chicago,  111 
60604.  ■ 
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For  profit  and  income  planning. . . 


>END  TODAY  FOR  YOUR  1982 
INVESTOR  S  ACTION  KIT 

I        Get  facts,  figures,  analysis,  appraisal  of  risk. . . 
United's  clear  recommendations  and  advice. 


7 'Big profit-makers 
of  tomorrow 

it  me  say  right  at  the  outset  that  there  is  no  guarantee  that  this 
commended  group  of  stocks  will  do  as  well  as  we  anticipate, 
\r  can  we  say  that  there  are  no  risks  involved  in  purchasing 
em.  However,  we  believe  strongly  that  you  should  buy  and 
■Id  these  stocks  because  they  represent  prospering  companies 
th  promising  futures  and  also  appear  fairly  priced. 

\ 

Of}  JJtilitv  stnrhs 

C-/ \J  United' s  own  13  point  evaluation 

United's  analysts  know  that  each  utility's  individual  strengths 
and  weaknesses  can  mean  a  lot  to  its  investment  performance.  It 
can  be  deeply  affected  by  the  regulatory  climate  in  its  area.  In 
this  analysis  we  show  main  fuel  source,  rate  the  attitude  of  the 
regulatory  bodies,  and  present  11  other  important  factors.  All 
thirteen  points  are  weighed  before  we  give  you  our  advice  on 
which  utility  stocks  we  believe  you  should  buy,  hold  or  sell. 

,/  1  UKKOUVr  LUrlUl(MJ,lt>b 

to  buy  now: 

seems  no  matter  what  the  market  does,  the  principal  excite- 
pnt  on  Wall  Street  is  based  on  takeover  action  and  rumor, 
bwever,  it  is  not  easy  to  tell  in  advance  who  is  going  to  take  over 
pom — so  United  has  done  some  research  for  you.  This  Special 

udy  features  7  companies  which  we  believe  are  good  buys  on 
leir  own  merits,  and  their  takeover  potential  is  an  added  kicker. 

•        IvlOSl rYtllVe  OlOCRS 

£D  on  the  NYSE  for  mi 

Specific  advice  to  buy,  hold,  or  sell,  is  presented  for  each  of  these 
important  stocks  investors  have  given  the  most  attention  to  this 
past  year.  The  complete  list  of  25  will  most  likely  include  such 
highly  traded  stocks  as: 

ATT             Citicorp         Exxon    IBM   Mobil  Texaco 
Atl.  Richfield  Cities  Service  GM       LTV  Sony 

Vr  f\f\f\  Model  Portfolio  of  high- 
\Jy\J\J\J  yielding  common  stocks 

r.re  are  five  common  stocks  which  have  considerable  appeal  for 
;  income  investor.  All  provide  good  current  yields  from 
pidends  well-covered  by  earnings.  In  addition  they  offer  you 
p  prospect  of  frequent  and  worthwhile  dividend  increases  in 
p  future.  This  portfolio  yields  about  10%  right  now.  And  you 
i  expect  a  higher  return  on  your  investment  as  time  goes  by. 

^7Low-t>riced  stocks 
/  selected  for  profit: 

For  those  investors  searching  for  higher  profits.  United  recom- 
mends a  special  selection  of  7  low-priced  stocks.  Though  still 
selling  at  low  prices,  the  stocks  in  this  group  have  some  very 
intriguing  earnings  records  and  potentials.  To  spread  your  risk 
and  improve  your  opportunity  for  profit,  we  suggest  you  buy  at 
least  two  or  three  of  these  well-situated  low-priced  stocks. 

Retirement  Now  or  Later 

\  V.  6  income  issues  — 6 growth  stocks 

Rited  has  prepared  two  model  portfolios  to  help  you  achieve 
jur  financial  objective  whether  you  are  retiring  now,  or  later, 
lie  portfolio  offers  you  liberal  income  with  the  potential  for 
I'idend  increases  plus  moderate  capital  gains.  The  other  con- 
mtrates  on  capital  gain  potential  to  increase  your  nest  egg  to 
necessary  proportions  you  may  need  when  you  retire. 

l\/foney  Market  Funds 

i.  rj£  Relatively  risk-free  double-digit  yields 

United's  Report  outlines  the  services  each  of  these  double-digit- 
yielding  funds  offers,  shows  the  average  maturity  of  its  invest- 
ment vehicles,  and  tells  what  this  means.  It  gives  current  yield, 
size  of  fund,  whether  or  not  exchange  privileges  are  available, 
and  much  other  useful  information.  Let  United  help  you  decide 
which  of  these  relatively  risk-free  Funds  is  right  for  you. 

Plus  a  full  6-Week  Subscription  to  United  Reports 


k  Market  Analysis  and  specific  recommendations  •  General  Business  Forecast 
Supervised  List  •  Buying  advice  of  other  services  •  Bonds  and  Preferred  Stocks 
ks  to  sell  or  avoid  •  New  product  studies  •  Views  of  leading  authorities  .  .  . 
I  uch  more 

\issue  subscription  to  United  Reports  alone  is  a  $17  value.  <fir- 

This  entire  package  only. . .  O 


MAILTHE 
POSTAGE  PAID  REPLY  CARD  TODAY! 
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Psychology  &  Investing 


MONEY  &  INVESTMENTS 


Most  investors  think  that  a  company's 
repurchase  of  its  shares  puts  a  floor  un- 
der the  stock's  price.  Are  they  right? 

WALKING  ON  AIR 


By  Srully  Blotnick 


"I  just  read  in  the  newspaper  that 
some  company  is  planning  to  buy 
back  over  2  million  shares  of  its 
own  stock  in  the  open  market," 
said  Don  with  visible  contempt. 
"What  a  stupid  misuse  of  money." 

Bill  reacted  in  exactly  the  oppo- 
site manner.  "I'm  thinking  of 
buying  the  company's  stock. 
They've  announced  that  they're  go- 
ing to  buy  some  of  their  own  shares, 
and  if  it's  good  enough  for  them, 
maybe  it's  okay  for  me,  too." 

The  differences  between  inves- 
tors and  speculators  are  essential  in 
understanding  the  market's  behav- 
ior. One  of  the  most  interesting 
ways  in  which  that  difference  is 
currently  evidencing  itself  is  the 
contrasting  attitudes  of  investors 
and  speculators  toward  companies 
purchasing  their  own  stock.  Don  is 
an  investor  and  dislikes  the  idea. 
Bill  is  a  speculator,  a  somewhat 
wild-eyed  one,  and  reacts  favorably 
to  news  of  stock  buy-backs. 

Before  we  examine  the  merits  of 
the  position  each  side  has  taken, 
let's  take  a  look  at  the  rationale  the 
companies  themselves  use  for 
spending  their  hard-earned  money 
in  this  manner.  I  have  just  complet- 
ed a  survey  of  the  financial  officers 
of  62  companies  that  are  presently 


Dr.  Srully  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


or  were  recently  involved  in  reac- 
quiring their  own  shares. 

The  most  frequently  cited  reason 
for  buy-backs  had  to  do  with  earn- 
ings: The  growth  rate  of  many  small 
companies  is  sufficient  to  allow 
them  to  issue  more  shares  of  com- 
mon stock  and  still  report  subse- 
quent increases  in  earnings  per 
share.  Later,  when  the  firm  is  larger, 
further  earnings-per-share  growth 
can  be  attained  by  shrinking  the 
number  of  shares  outstanding. 

Knowing  this,  investors  interpret 
repurchase  plans  as  an  open  admis- 
sion on  the  company's  part  that  it 
has  run  out  of  both  good  external 
and  internal  uses  for  its  cash  flow 
and  net  earnings. 

The  second  most  frequently  cited 
reason  offered  by  financial  officers 
has  to  do  with  "discounts."  Their 
thinking  goes  as  follows:  True, 
there  are  many  companies  that  are 
selling  at  low  P/Es  and  at  only  a 
fraction  of  their  book  values.  But  as 
soon  as  you  try  to  seize  on  one  of 
those  companies,  you  pay  full  price 
and  then  some.  Worse  still,  if  an- 
other company  joins  the  fray,  the 
competition  can  push  the  price 
right  through  the  roof. 

With  your  own  stock,  they  em- 
phasized, it  is  a  different  story.  The 
chief  financial  officer  of  one  com- 
pany said  that,  as  a  result  of  a  heated 
rivalry  for  an  acquisition,  his  firm 
wound  up  paying  nearly  50%  over 
what  it  had  intended  to  spend.  "Yet, 
when  it  came  to  buying  our  own 
shares  on  the  open  market,"  he  con- 
tinued, laughing,  "no  one  else  bid 
against  us.  We  got  a  good  bargain — 
the  only  one  we  could  find." 

There  were  a  number  of  other 
reasons  cited  by  financial  officers 
for  buying  back  their  own  shares, 
such  as  reducing  the  dividend  ex- 
pense and  decreasing  the  number  of 
shareholders  and  hence  the  cost  of 


tending  to  them.  However,  mor 
than  one-third  of  the  financial  offi 
cers,  some  of  whom  I  have  knowj 
for  a  number  of  years,  were  willini 
to  state  candidly  that  their  mail 
goal  was  to  get  the  price  of  thl 
stock  up.  As  one  put  it  bluntly 
"We're  trying  to  establish  a  floo\ 
for  the  stock." 

Enter  the  speculators.  The  com 
pany's  announcement  that  it  in 
tends  to  buy  back  some  of  its  share 
is  typically  accompanied  by  a  runu 
in  the  price  of  the  stock.  Sometime 
the  increase  is  dramatic;  gains  c] 
10%  to  20%  are  common.  Why 
Because  while  investors  may  bt 
alarmed,  speculators  are  attracted. 

Nevertheless,  this  is  a  muc 
trickier  bit  of  price  action  than  i 
appears  at  first  glance.  One  inciden 
conveys  very  clearly  what  often  oc 
curs.  A  $1  billion-plus  (sales)  firr 
decided  to  acquire  1  million  of  it 
own  shares  in  the  open  market.  Th 
reasons  given  by  top  managemen 
were,  and  I  quote:  "It's  a  bargain, 
and  "The  stock's  price  is  too  low." 

Fine.  But  what  do  you  think  har, 
pened  seven  months  later,  once  th 
company  completed  its  buying  pre 
gram?  During  that  time  the  stoc 
had  stayed  mainly  in  the  high  teen: 
Did  the  stock  increase  in  price,  d« 
crease  or  stay  the  same? 

It  fell,  and  by  a  significar 
amount:  over  3  points.  Manage 
ment  was  very  dismayed.  As  on 
senior  executive  put  it:  "The  wa 
the  stock  was  acting  I  thougr 
someone  else — besides  us — was  ii 
there  buying  too." 

He  was  right,  and  now  we  kno" 
who  they  were.  The  buyers  wei 
largely  speculators  looking  for  an  in 
stant  10%  or  20%  gain.  "The  con 
pany  is  drinking  up  all  the  stoc 
that  people  don't  want,"  said  speci 
lator  Bill,  cheerfully.  "Now  there' 
be  nothing  but  demand."  He,  lit 
the  executive  at  the  firm,  later  rea 
ized  that  disenchanted  speculato 
can  provide  plenty  of  supply. 

In  short,  if  you  own  a  stock  ar 
the  company  decides  to  buy  bac 
some  of  its  shares,  enjoy  any  pric 
increase  that  occurs.  But  don 
count  on  the  increase  persisting, 
you  don't  own  the  stock  when  yc 
hear  the  announcement,  find  som 
thing  else  to  do  with  your  money  fi 
the  moment.  Remember,  often  tl 
best  time  to  buy  is  after  the  firm  h; 
stopped.  ■ 
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!>SING  DATE: 

>ril  5, 1982 


Here's  the  most  fact-filled  reference 
on  America's  leading  companies  .  .  . 

The  Directory  Issue  features  the  Forbes 
500s  listings  which  rank  the  accomplish- 
ments of  the  nation's  largest  corporations 
four  ways. 

Only  the  Forbes  500s  rank  the  top  500 
companies  in  Sales,  Assets,  Profits,  and 
Stock  Market  Value.  And  it  ranks  all  com- 
panies, from  banks  to  utilities  —  not  just 
industrials. 

The  May  10,  1982  Directory  Issue  presents 
a  record  of  the  past  year  which  incorporates 
facts,  figures,  and  editorial  evaluations  on 
the  progress  of  American  companies  who 
have  made  it  to  the  top. 

With  its  wealth  of  useful  information,  the 
Forbes  14th  Annual  Directory  will  be  read 
and  re-read  with  great  interest  by  the  exec- 
utives who  own  and  run  American  busi- 
ness. Thus,  the  issue  offers  advertisers  an 
outstanding  opportunity  to  reach  this 
major  decision-level  audience. 


Only  the  Forbes  Directory 
ranks  the  largest  U.S. 
companies  four  ways: 

The  top  500 

...  in  Sales 
...  in  Assets 
...  in  Profits 
...  in  Stock  Market 
Value 

Over  800  corporations  will 
appear  on  one  or  more  of  the 
Forbes  500s  rankings 


For  further  information,  contact: 

Stephen  G.  Nicoll, 

Director  of  Advertising 

60  Fifth  Avenue, 

New  York,  N.Y.  10011 

(212)  620-2228 
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A  major  cause  of  inflation  is  the  incen- 
tive the  bureaucrats  have  to  perpetuate  it. 

THE  WRONG 
SIGNAL 


By  John  Train 


A  few  weeks  ago  I  was  reviewing 
the  affairs  of  a  friend  and  client 
who,  although  relatively  young,  at- 
tained the  rank  of  chief  of  mission 
in  our  career  foreign  service.  He 
served  in  some  very  hot  spots  in- 
deed and  was  instrumental  in  nego- 
tiating one  of  the  most  important 
international  understandings  our 
country  has  been  a  party  to  in  de- 
cades. In  other  words,  he  is  a  valu- 
able man  who  deserves  well  of  the 
Republic. 

"My  family  just  doesn't  want  to  go 
on  like  this,"  said  my  friend,  the 
ambassador.  "Everything  we  do  is 
constricted  by  lack  of  money.  For 
instance,  here  I  am  at  the  peak  of  my 
profession — a  demanding  one,  to  say 
the  least,  and  sometimes  even  dan- 
gerous— and  I  still  have  to  worry 
about  whether  we  spend  ten  days  at 
the  seaside  in  summer  or  take  a  ten- 
day  skiing  vacation  in  the  winter. 
We've  never  been  able  to  afford  to  do 
both  since  our  kids  got  into  school. 
Even  stranger,  though,"  continued 
my  friend,  "I  have  two  exact  con- 
temporaries who  also  became  am- 
bassadors and  who  retired  several 
years  ago.  One  of  them  now  makes 
more  money  in  retirement  than  I  do 
in  active  service,  and  the  other  one 
is  just  behind." 


Joint  Train  is  president  of  Train,  Smith,  In- 
vestment  Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


The  same  holds  true  of  retired 
senior  officials  throughout  the  fed- 
eral service.  Many  retired  admirals 
now  make  more  than  their  contem- 
poraries who  stayed  aboard.  (And  in 
fact,  since  our  conversation,  my 
friend  has  retired,  too.) 

How  does  this  come  about?  In 
part  because  the  consumer  price  in- 
dex, as  is  well  known,  exaggerates 
actual  price  rises  in  a  number  of 
ways.  First,  it's  constructed  as 
though  every  consumer  bought  a 
house  and  financed  it  every  year — 
scarcely  the  case,  even  in  America. 
Second,  it  assumes  that  the  house- 
wife buys  an  unvarying  market  bas- 
ket of  commodities  every  week, 
whereas  no  housewife  ever  does 
that.  When  there  is  a  special  on  pot 
roast  she  loads  up  and  puts  some  in 
the  freezer.  When  strawberries  are 
out  of  sight,  she  switches  to  apple- 
sauce. The  CPI  is  thus  a  ratchet 
upwards,  whereas  the  actual  con- 
sumer is  always  choosing  the  most 
advantageous  combinations. 

Federal  pensions  are  indexed  to 
the  CPI,  however,  so  retired  federal 
employees  can  actually  gain  from 
the  inflation  that's  so  painful  to  oth- 
er retirees. 

Since  only  the  federal  bureaucracy 
can  do  much  about  inflation,  if  in- 
deed anything  can  be  done  at  all, 
clearly  it  should  be  the  first  to  be 
stripped  of  incentives  to  perpetuate 
inflation.  Also,  if  politically  possi- 
ble, it  should  be  given  a  palpable 
disincentive.  Carter  economics 
"disincented"  the  producer,  and 
Reaganomics  is  thus  rightly  moving 
to  reverse  that  false  signal.  It  should 
go  further  and  "disincent"  the  infla- 
tor.  That  would  mean  not  only  a 
federal  salary  scale  that  is  fully  com- 
petitive with  the  private  sector's, 
but  a  pension  system  that  also  cor- 
responds to  the  private  sector's,  one 
that  shrinks  with  inflation. 


Incidentally,  to  the  extent  thai 
union  contracts  gear  benefits  to  th< 
CPI,  that  indicator  itself  has  be 
come  a  major  cause  of  increases  ii 
our  cost  of  living. 

Another  extraordinary  feature  o 
federal  pensions  is  that  you  can  col 
lect  any  time  after  20  years  of  sen 
vice — whence  the  notorious  "douj 
ble-dipping"  phenomenon. 

If  the  Administration  declares  id 
self  against  welfare  abuses,  but  tht 
way  for  a  bureaucrat  to  get  promotl 
ed  is  to  find  a  new  welfare  constitul 
ency  and  collaborate  with  congrea 
sional  interests  in  getting  fundinj 
for  it,  then,  of  course,  that's  what  hi 
will  do,  even  if  it's  inflationary.  Thj 
same  for  every  other  category  a 
transfer  payment;  the  same,  ii 
spades,  for  the  Pentagon.  If  you  hav 
a  way  to  stay  out  in  front  of  th< 
pack,  you  can  afford  to  let  the  devj 
take  the  hindmost.  It's  accepted 
You  will  change  the  whole  tone  ii 
Washington  only  when  everybod; 
there  perceives  inflation  as  a  direc 
threat  to  himself. 

inflation  achieves  "closure"  q 
the  national  accounts  in  real  termi 
by  boiling  away  all  fixed-income  ob 
ligations.  Bondholders  are  ruined 
insurance  beneficiaries  are  ruined 
Worst  of  all,  though,  pensioners  art 
ruined — all  but  the  federal  bureau 
crats.  So  to  bring  about  a  profound 
change  in  the  thinking  of  everybod' 
in  the  government,  it's  hard  t< 
imagine  anything  that  would  b 
more  effective  than  de-indexing  fed 
eral  pensions. 

These  would  be  harsh  measures 
They  would  have  to  be  done  gradual 
ly  and  be  linked  to  the  installation  a 
competitive  government  pay  scale: 
in  the  higher  grades.  There  would  b 
a  shrill  outcry  against  this  hellisl 
fate.  But  what  about  the  rest  of  usi 
We  have  been  down  here  all  along 
And  it  would  certainly  bring  Wash 
ington's  point  of  view  on  inflatioi 
closer  to  that  of  its  constituency. 

Incidentally,  if  you  have  20  year 
to  go  before  retirement,  note  that  i 
inflation  continues  at  12%,  you  wil 
need  $10  then  to  equal  one  of  to 
day's  dollars  in  buying  power.  Di 
your  pension  or  insurance  plans  al 
low  for  that?  Probably  not.  So  you 
best  hope  is  growth  stocks  (I  men 
tion  some  regularly  in  this  column 
whose  earnings  and  dividends  wil 
keep  pace  with  inflation — or  a  fed 
eral  pension.  ■ 
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Observations 


rhat  is  the  most  timely  investment  to 
:onsider  while  waiting  for  the  interna- 
ional  financial  crisis  to  unfold? 

THE  CASE  FOR 
MUNICIPALS 


By  Ash  by  Bladen 


frhe  main  reason  the  financial  crisis 
k  developing  so  slowly  is  that,  con- 
rary  to  popular  impressions,  up  to 
Low  bankers  have  been  the  nicest 
leople.  When  it  has  been  inconve- 
nient for  customers  to  repay  their 
pans  on  schedule,  the  bankers  have 
{imply  rescheduled  them.  That  way 
t  has  been  easy  for  everybody  to 
llithely  ignore  the  fact  that  the 
jirge  American  money-center 
lanks  have  nearly  twice  their  total 
apital  invested  in  loans  to  the  non- 
lil-producing,  less-developed  coun- 
ties, many  of  which  most  probably 
:re  never  going  to  be  repaid.  When  I 
i/rote  about  this  situation  in  the 
1  aly  20,  1981  issue  of  Forbes,  I  con- 
luded  that  the  deepening  crisis  in 
ioland  eventually  was  likely  to 
nake  it  impossible  to  continue  to 
Imore  the  fact  that  many  of  those 
nans  are  bad  loans.  That  moment 
jow  appears  to  have  arrived. 
|  The  Polish  situation  in  itself  is 
rot  a  threat  either  to  the  American 
r  the  international  financial  sys- 
pm,  although  it  may  pose  a  prob- 
;m  for  a  few  American  banks. 
Communist  countries  are  usually 
|  ague  about  the  numbers,  but  Po- 
und's external  debt  appears  to  be 
(bout  $26.  billion;  $16  billion  is 
lank  debt,  and  American  banks 
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have  about  $  1 .3  billion  of  that.  West 
German  banks  have  roughly  $  1 2  bil- 
lion, and  presumably  they  will  have 
to  be  bailed  out  by  the  Bundes- 
bank— at  the  expense  of  the  Ger- 
man taxpayers. 

The  threat  is  not  the  losses  them- 
selves but  the  danger  that  it  will 
now  be  generally  recognized  that 
much  of  the  stated  capital  of  many 
large  banks  represents  loans  that 
really  should  be  written  off.  I  got  a 
call  from  a  television  network  re- 
porter who  knows  that  I  have  long 
been  critical  of  the  bland  attitude 
toward  risky  international  loans. 
When  a  problem  makes  the  TV  eve- 
ning news,  we  can  be  sure  that  it  is 
generally  recognized. 

How  large  is  the  problem?  Actual- 
ly, there  are  two  problems.  One  is 
the  Communist  bloc.  Communist 
economies  are  not  very  good  at  ei- 
ther producing  or  distributing  civil- 
ian goods,  but  their  people  are  af- 
fected by  rising  expectations,  and 
many  countries  are  running  bal- 
ance-of-payments  deficits  and  bor- 
rowing from  the  West  to  finance 
these  expectations.  Even  Russia, 
which  in  czarist  days  was  a  consid- 
erable net  exporter  of  wheat,  can  no 
longer  feed  herself.  By  now  the  pros- 
perity of  the  American  farm  belt 
depends  to  a  considerable  extent  on 
the  willingness  of  our  financial  in- 
stitutions to  lend  abroad — including 
to  countries  that  are  unlikely  to  re- 
pay. Some  other  Communist  coun- 
tries, especially  Rumania,  are  really 
not  in  much  better  shape  than  Po- 
land. However,  at  the  moment,  any 
default  is  more  likely  to  be  caused 
by  political  developments  than  by 
economic  or  financial  ones. 

The  other  big  problem  is  the  non- 
oil  LDCs,  and  that  problem  is  basi- 
cally economic  and  financial.  Before 
the  1971  oil  shock,  the  LDCs  had 
foreign  debts  of  considerably  less 
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than  $100  billion.  But  during  the 
last  decade  they  simply  have  not 
been  able  to  earn  enough  by  exports 
to  pay  for  their  imports  of  oil.  By 
now  their  external  debts  exceed 
$400  billion,  and  those  debts  are 
rising  by  about  $70  billion  a  year. 
About  half  of  that  is  bank  debt,  and 
rather  less  than  half  of  it  is  held  by 
American  banks.  However,  the  bulk 
of  that  is  held  by  24  of  the  largest 
banks  in  this  country.  Fed  Governor 
Henry  Wallich  reports  that  those  24 
banks  have  nearly  10%  of  their  total 
assets  and  about  180%  of  their  cap- 
ital funds  in  loans  to  LDCs.  In  my 
opinion,  that  does  pose  a  threat  to 
the  American  and  the  international 
financial  systems. 

What  should  an  ordinary  investor 
do  under  these  circumstances?  I  be- 
lieve that  the  most  timely  invest- 
ment at  the  moment  for  people 
with  good  incomes  is  municipal 
bonds.  They  now  provide  approxi- 
mately the  same  gross  pretax  yield 
as  taxable  U.S.  government  bonds. 
There  are  two  basic  reasons  for  this. 
First,  as  interest  rates  have  soared 
in  recent  years,  municipal  govern- 
ments have  lent  their  tax-exempt 
status  to  subsidize  investments  that 
formerly  would  have  been  financed 
by  corporate  bonds,  so  that  the  sup- 
ply of  tax-exempts  has  increased 
enormously.  Second,  the  Internal 
Revenue  Service  is  gradually  phas- 
ing out  the  tax  exemption  of  hous- 
ing subsidy  bonds.  Each  state  can 
issue  $200  million  of  them  this  year 
and  next,  and  after  that  none.  The 
rush  to  get  in  under  the  wire  pro- 
duced record  yields  in  December. 
For  example,  the  Connecticut  Hous- 
ing Finance  Authority  issued  $45 
million  of  13%,  32-year  bonds  at 
99V4,  and  they  went  to  a  further 
discount  in  the  after-market.  That 
is  one  of  the  strongest  housing  rev- 
enue bonds  in  the  country  because 
Connecticut  has  a  law  that  says  that 
the  bonds  will  be  paid  out  of  general 
revenues  if  necessary. 

The  yields  required  to  sell  long- 
term  housing  bonds  finally  got  so 
high  that  some  were  sold  with  a  put 
entitling  the  holder  to  sell  them 
back  at  par  after  five  years.  The 
funds  for  the  put  were  secured  by 
bank  letters  of  credit.  When  you  fi- 
nance long-term  mortgage  loans 
with  bonds  that  may  have  to  be 
redeemed  in  five  years,  somebody  is 
taking  an  awful  risk.  ■ 
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Flashbacks 


Edited  ByDero  A.  Saunders 


§  "The  more  things  change. . .  ." 
?  Items  from  past  issues  of  Forbes 


?  xty  years  ago  in  Forbes 

\~»n  the  issue  of  January  21,  1922) 

Organized   labor   is   up   in  arms 

jiinst  the  passing  of  any  laws  mak- 
|;  compulsory  the  arbitration  of  la- 
|r  disputes.  Capitalists  of  a  certain 
jit  of  mind  urge  that  labor's  opposi- 
i  n  be  ignored.  Now,  while  it  would 

ubtless  save  the  public  from  much 
Convenience  were  workmen  com- 
|  led  to  settle  all  their  disputes  with- 
it  stopping  work,  nevertheless,  isn't 
pur  proud  boast  that  America  is  the 
lid  where  freedom  flourishes  as  no- 
liere  else?  Where  tried,  compulsory 
titration  has  not  proved  a  panacea 

all  economic  strife. 
j'Not  only  so,  but  somehow,  deep 
ivvn  in  one's  heart  there  is  a  feeling 
iit  we  ourselves  would  hate  to  be 
jnpelled  to  work  for  anyone  on 
jms  abhorrent  to  us.  .  .  .  Personally, 
\\  ould  rather  accept  the  risk  of  being 
injected  to  very  grave  inconvenience 
In  vote  for  any  legal  measure  hon- 
jly  regarded  by  millions  of  my  fel- 
ij/raen  as  fastening  upon  them 
Ijnething  of  the  nature  of,  to  use 
|J:ir  own  language,  'slavery.'  " 

— Editor  B.C.  Forbes 

htie  price  of  a  14-ounce  loaf  of  bread 

1>  been  lowered  to  its  pre-war  level 
1>  cents  by  the  leading  chain  grocery 
Ires  in  New  York  City." 

$  had  been  hoped  that  the  General 
rotors  dividend  could  be  saved,  but 
111  Street  was  not  taken  much  by 
■prise  when  it  was  passed.  The 
lith  is  that  General  Motors  suffered 
ire  from  competition  in  1921  than, 
■haps,  in  any  other  period  of  read- 
■ment.  Studebaker  cut  into  Buick 
■is,  and  the  Chevrolet  was  not  able 
liold  its  own  against  Ford.  Cadillac 
irered  along  with  other  high-priced 
«3,  and  the  Oakland  and  Oldsmobile 
0  to  meet  increasing  competition 
||he  moderate-priced  car  field." 

flake  no  mistake  about  the  farm:  It  is 

H  bad  way.  The  farmer  had  a  touch  of 
□h  life  in  the  war  days  and  made 
Hney  as  never  before,  but  he  was 
irtyed  upon  by  sharpers  to  a  degree 
Most  unbelievable.  Middle  West 
llkers  of  prominence  declare  that 
Ijby-night  oil  stock  men,  the  swin- 
gs who  had  fake  packing  house  pro- 
tjs,  and  the  others  who  had  all  sorts 
Bgames  to  lure  the  agriculturist 


\  / 

Business  Editor  Richard  Spillane 


astray,  robbed  the  men  of  the  farms  of 
$2  billion.  From  their  stories,  it  was 
the  greatest  swindle  this  country  ever 
knew.  To-day,  by  reason  of  this  loss 
and  the  drop  in  the  value  of  farm 
products,  the  farmer  is  literally  down 
to  earth.  ...  As  the  farm  is  the  base  of 
all  industry,  the  farm  condition  may  be 
taken  as  the  weakest  and  gravest  spot 
in  the  whole  structure  to-day." 

— Philadelphia  Daily  Ledger 
Business  Editor  Richard  Spillane 
The  1920-21  collapse  of  farm 
prices — for  example,  wheat  down  over 
60%  to  below  $1  a  bushel,  corn  down 
over  75%  to  42  cents — was  unfortu- 
nately not  a  brief  aberration  but  the 
result  of  more  durable  factors.  The 
overexpansion  of  farm  acreage  in 
World  War  I  left  U.S.  farmers  with  a 
twin  legacy  of  excess  capacity  and  a 
heavy  burden  of  debt.  Those,  plus  the 
age-old  farm  practice  of  trying  to  offset 
lower  prices  by  producing  even  more, 
meant  that  farmers  faced  depressed 
prices  through  most  of  the  Roaring 
Twenties,  and  were  correspondingly  ill 
prepared  for  the  calamities  of  the  Great 
Depression  described  just  below. 


Fifty  years  ago 

(January  15,  1932) 

"Looking  backward  over  the  agricul- 
tural season  of  1931,  two  things  char- 
acterized it.  One  was  the  stability  of 
production,  the  other  was  the  amaz- 
ing slump  in  prices  of  farm  prod- 
ucts. .  .  .  Farmers  thought  with  good 
reason  that  depression  had  about  done 
its  worst  to  them  by  the  fall  of  1930. 
Little  did  they  or  any  one  else  foresee 
that  the  then  already  disastrous  prices 
would,  on  several  important  products, 
be  cut  in  half  a  year  later.  The  upshot 


was  that  the  gross  value  of  the  crops 
as  of  December  1,  1931  dropped  to 
$4.1  billion  as  compared  with  $5.8 
billion  the  previous  year.  The  1931 
value  was  half  that  of  1929." 

"No  need  here  to  recapitulate  all  the 
distressing  happenings  during  1931  at 
home  and  abroad.  Suffice  it  to  say  that 
they  have  been  of  a  frequency  and 
severity  little  likely  to  be  duplicated 
or  even  approached  during  1932.  We 
can  reasonably  conclude  that  the 
worst  is  behind  us— the  worst  in  com- 
modity deflation,  in  security  defla- 
tion, in  foreign  abandonment  of  the 
gold  standard,  in  banking  troubles  at 
home,  in  curtailment  of  spending,  in 
shrinkage  of,  earnings,  in  excess  pro- 
duction, in  discharging  of  workers. 

"Whether  the  worst  is  over  in  the 
matter  of  our  mental  functioning  can- 
not yet  be  judged.  Deflation  unques- 
tionably already  has  been  carried  not 
only  far  enough  but,  in  most  direc- 
tions, absurdly  far.  This  is  essentially 
true  of  most  commodity  and  security 
prices.  The  level  now  reached  should 
assuredly  be  bedrock.  But  fear,  once 
unleashed,  sometimes  knows  no  lim- 
its. Fear  is  the  X  in  the  economic 
problem  as  1932  opens." 


Twenty  five  years  ago 

(January  15,  1957) 

"By  nearly  every  standard  1956  was 
an  indecisive  year  for  the  stock 
market.  Trading  volume  on  the  New 
York  Stock  Exchange  was  down 
14.4%  to  556  million  shares,  and 
stocks,  as  measured  by  the  Dow 
Jones  Industrial  Average,  gained  a 
bare  2.3%  during  the  12  months. 
But  in  one  very  important  respect, 
1956  still  closely  resembled  the  all- 
out  bull  years  that  preceded  it.  Like 
them,  it  was  very  much  a  blue-chip 
year;  of  the  20  best-selling  stocks 
on  the  Big  Board,  only  three,  Stude- 
baker-Packard,  Avco  and  Benguet 
Mining,  could  by  any  stretch  of  the 
imagination  be  called  speculative, 
low-priced  stocks." 

"Automobile  sales  outpaced  produc- 
tion last  year  for  the  first  time  since 
the  end  of  World  War  II.  Customers 
drove  home  5.9  million  new  cars  dur- 
ing the  year,  roughly  100,000  more 
than  Detroit's  assembly  lines  turned 
out.  The  reason:  automakers  held 
down  production  through  most  of  the 
year,  did  not  speed  up  until  demand 
developed  for  1957  models." 
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There  is  nothing  so 
fatal  to  character  than 
half-finished  tasks. 
David  Lloyd  George 


Success  seems  to  be  largely 
a  matter  of  hanging  on 
after  others  have  let  go. 
William  Feather 


Know  how  to  bide  your 
time  and  sit  tight. 
Otto  H.  Kahn 


Persist,  persevere,  and 
you  will  find  most  things 
attainable  that  are  possible. 
Lord  Chesterfield 


Take  time  to  deliberate, 
but  when  the  time  for 
action  arrives,  stop 
thinking  and  go  in. 
Andrew  Jackson 


A  Text . . . 

But  there  is  a  spirit  in 
man:  and  the  inspiration 
of  the  Almighty  giveth 
them  understanding. 
Job  32:8 


Sent  in  by  Alan  Dearden,  Salt  Lake  City, 
Utah.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Lire  is  presented  to  senders  of 
texts  used. 


Men  are  often  capable  of 
greater  things  than  they 
perform.  They  are  sent 
into  the  world  with  bills 
of  credit,  and  seldom  draw 
to  their  full  extent. 
Hugh  Walpole 


Many  a  false  step  is 
taken  by  standing  still. 
Arnold  Glasow 


Thoughts 

on  the  Business  of  I  jfe 


You  cannot  find  a  shortcut 
to  climb  a  ladder,  can  you? 
The  only  safe  way  is  to  move 
up  one  step  at  a  time.  By 
watching  your  movements 
intently,  by  using  your 
head,  your  hands  and  your 
feet  intelligently,  you 
have  every  chance  of  reaching 
the  top  without  disaster. 
B.C.  Forbes 


Without  a  plan  for  completion, 
it  just  won't  happen. 
Robert  Half 


Miracles  sometimes  occur, 
but  one  has  to  work 
terribly  hard  for  them. 
Chaim  Weizmann 


It  is  by  attempting  to 
reach  the  top  in  a  single 
leap  that  so  much  misery 
is  caused  in  the  world. 
William  Cobbett 


There  are  two  ways  of 
meeting  difficulties: 
You  alter  the  difficulties 
or  you  alter  yourself 
to  meet  them. 
Phyllis  Bottome 


We  make  a  pretext 
of  difficulty  to 
excuse  our  sloth. 
Quintilian 


More  than  3.000  "Thoughts. "  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $12.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


Observe  with  application. 
Absorb  while  you  observe. 
Look  at  everything  as  if 
it  were  the  first  and  last 
time  you'll  ever  see  it. 
Whitt  N.  Schultz 


Perfection  is  obtained  by 
slow  degrees;  it  requires 
the  hand  of  time. 
Voltaire 


Ambition,  energy, 
industry,  perseverance, 
are  indispensable  requisites 
for  success  in  business. 
Phineas  T.  Barnum 


If  you  don't  get  what  you 
want,  it  is  a  sign  either 
that  you  did  not  seriously 
want  it,  or  that  you  tried 
to  bargain  over  the  price. 
Rudyard  Kipling 


When  a  man  succeeds,  he 
does  it  in  spite  of 
everybody,  and  not  with  the 
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E.W.  Howe 
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Frank  Tyger 
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digitals  computers  are 
hanging  the  way  England 
ends  her  soiL 


All  over  England,  Digital  is 
helping  farmers  get  the  most  out 
of  their  land. 

Our  minicomputers  perform 
chemical  analyses  on  over  60,000 
soil  samples  a  year,  processing  the 
findings  together  with  voluminous 
data  on  weather  patterns,  crops, 
and  commodity  prices.  The 
farmer  gets  a  comprehensive 
breakdown  on  the  status  of  lime, 
phosphorus,  potassium,  magne- 
sium, and  other  minerals  in  the 
soil;  information  vital  to  the  effi- 
cient use  of  fertilizers.  The  results 
can  be  seen  in  the  countryside. 
And  tasted  on  the  dinner  table. 

Digital  is  the  perfect  computer 
company  for  this  job.  We  were 
chosen  for  our  expertise  and  lead- 
ership in  distributed  processing, 
for  the  reliability  of  our  hardware 
and  software,  for  the  flexibility  of 
our  services,  and  for  our  reputation 
as  one  of  the  world's  largest,  most 
respected  computer  companies. 

So  if  your  business  is  breaking 
new  ground,  let  us  help  you  plant 
the  seeds. 

Digital  Equipment  Corporation, 
129  Parker  St.,  Maynard,  MA  01754. 
In  Europe:  12  av.  des  Morgines,  1213 
Petit- Lancy /Geneva.  In  Canada: 
Digital  Equipment  of  Canada,  Ltd. 
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Five  hundred  serious  Canadian  Whisky 
drinkers  coast-to-coast  just  compared  Windsor 
Canadian  to  the  higher-priced  Seagram's  V.O. 

Windsor  was  preferred. 

So  try  a  sip  of  Windsor  and  a  sip  of  V.O.  and 
prove  to  yourself  what  the  taste  tests  just  proved. 

With  Windsor,  you  can't  beat  the  taste. 
And  you  sure  can't  beat  the  price.  *± 
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"Johnson  Controls  got  it  all  workir 


Jack,  what  was  your 
problem  here? 

This  building  is  only  15,000  square 
feet,  but  it  has  a  lot  of  heating  and  air 
conditioning  equipment  packed  into 
it.  There's  a  lot  that  could  go  wrong, 
and  club  members  just  won't  stand  for 
breakdowns  that  can  ruin  their  lei- 
sure hours.  They  expect  things  to  run 
smoothly.  This  building  is  11  years 
old,  and  up  to  three  years  ago  we  had 
breakdowns  aplenty. 

How  did  you  handle 
breakdowns? 

With  a  long  list  of  emergency  phone 
numbers,  and  getting  people  out  here 
to  make  prompt  repairs  was  like  pull- 
ing teeth.  Then  three  years  ago  we 
contracted  for  a  Custom  Programmed 
Maintenance  program  with  Johnson 
Controls.  Today  they  do  the  whole 
job — furnace,  boilers,  chillers,  fans, 
thermostats,  the  works.  If  there's  a 
problem  I've  got  just  one  number  to  call. 

Have  you  saved  energy? 

Our  Johnson  Controls  man  told  us  we 
could  save  a  lot  of  energy  by  recircu- 
lating warm  air  in  winter  and  bring- 
ing in  cool  outside  air  in  summer. 
He  would  have  to  run  a  few  control 
lines,  but  the  cost  was  minimal. 
Although  gas  rates  increased  tre- 
mendously, our  bill  in  1978  was  the 
same  as  in  1977.  I  figure  we're  saving 
15%  to  20%  a  year. 


Are  there  other  ways  Johnson 
Controls  has  helped  you? 

Oh,  yes.  You  see,  coming  in  here  on  a 
regular  basis,  they  know  our  building. 
They  know  what's  needed.  They  gave  us  a 
complete  program  for  setting  all  our  thermo- 
stats so  we  could  comply  with  Federal  energy 
regulations  without  compromising  comfort. 
These  Johnson  people  really  know  their  business. 


Jack  Fishburn 
Manager 

Rolling  Hills  Country  Club 
Golden,  Colorado 


Would  you  say  you've  got  control  now? 

Yes,  and  we  certainly  need  it.  In  this  business  you  learn  to  expect 
breakdowns  on  holidays  and  weekends.  Not  any  more.  By  coming  in 
here  every  other  month,  Johnson  Controls  prevents  break- 
downs before  they  happen.  As  I  said,  the  big  thing  for  a  club  like 
this  is  to  maintain  it  in  smooth  running  order.  We're  doing  it  with 
the  help  of  Johnson  Controls. 
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Comfort  &  Protection 


Johnson  Controls,  Inc.   P.O.  Box  423   Milwaukee,  Wl  53201 
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PAID  CIRCULATION  OVER  700,000  

FOUNDED  1917  BY  B.C.  FORBES  (1880-1954) 


Side  Lines 


A  myth  you'll  never  miss 

The  stock  market's  a  tough  enough  place  without  having  one's 
judgments  warped  by  myths.  One  of  the  most  pervasive — and  cost- 
ly— myths  is  the  one  that  says:  The  only  place  to  make  real  money  is) 
in  small,  speculative  stocks.  Younger  people  seem  especially  prone  to 
believe  that.  In  real  life,  though,  those  who  operate  entirely  in  small 
stocks  usually  end  up  losing  more  money  than  they  make.  Alarm  bells 
rang,  then,  when  we  began  to  hear  more  and  more  about  an  academic 
study  which  purported  to  prove  that  small  stocks  are  the  place  to  be — 
especially  so  after  our  competitors  at  Fortune  proceeded  to  swallow 
the  argument  hook,  line  and  sinker.  Curious,  we  investigated.  What 
did  we  find?  That  the  study  was  full  of  holes.  Fact:  There  is  absolutely 
no  evidence  that  long  term  you  can  do  better  in  small  stocks  than  in 
big  stocks.  If  you  invest  or  want  to  invest,  read  Maurice  Barnfather's 
article  "Small  isn't  beautiful."  It  begins  on  page  95. 


Darts  versus  experts 

Whoosh!  Malcolm  Forbes'  dart  landed 
on  the  board  precisely  on  the  listing  for  a 
company  called  Texas  Oil  &  Gas.  That 
was  in  1967.  Since  then  TO&G  has  gone 
up  4,099%.  Which  is  why  the  famous 
Forbes  Dart  Board  Fund  continues  to 
beat  the  market  and  outperform  the  ma- 
jority of  market  sages.  See  page  99. 


Ah,  the  pity  of  it! 

Assistant  Managing  Editor  James  Flanigan,  whose 
born  and  raised  in  County  Mayo,  chuckled  recently  when  he  read  in  a 
U.S.  newspaper  how  bad  things  were  in  the  Republic  of  Ireland.  Why, 
little  kids  were  reduced  to  begging  on  Dublin's  main  drag.  "That  report- 
er," Flanigan  explains,  "doesn't  know  about  the  tinkers."  The  tinkers 
are  Irish  gypsies  who  have  followed  a  nomadic  life  for  centuries  and 
resist  every  effort  of  the  Irish  government  to  settle  them;  a  tinker  kid, 
paw  outstretched,  is  an  income-producing  property.  What  am  I  get- 
ting at?  Simply  that  the  reporter  who  misconstrued  the  begging  child 
as  a  sign  of  national  poverty  saw  pretty  much  what  he  wanted  to  see: 
Aha!  Another  free  World  economy  in  trouble  Our  European  bureau 
manager  swung  over  to  Ireland  to  see  for  himself.  What  did  Lawrence 
Minard  find;  A  country  prosperous  beyond  the  dreams  of  an  older 
generation  and  where  the  current  economic  problems  are  more  grow- 
ing pains  than  symptoms  of  a  terminal  illness.  The  story  is  on  page  50. 


Did  Rembrandt  have  a  press  agent? 

How  do  you  apply  modern  techniques  of  marketing,  publicity  and 
finance  to  art?  Associate  Editor  Eamonn  Fingleton  tells  how  in 
"Portrait  of  the  artist  as  money  man,"  which  starts  on  page  58.  If  you 
still  think  talent  is  all  that  counts  you  don't  know  much  about  the 
contemporary  art  world. 
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The  Hartford  announces  The  Solution". 


Now  you  can  get 
life  insurance  that  earns 
a  current  12%  on 
cash  value  buildup. 

That's  right,12%. 


The  Solution  is  The  Hartford's  revolution- 
ary universal  life  insurance  policy.  It  gives 
you  the  permanent  lifetime  protection  and 
tax  advantages*  of  traditional  Whole  Life. 
And  it  currently  earns  a  competitive  12%** 
on  cash  value. 

The  Solution  is  flexible,  too.  As  your  needs 
change,  you  can  increase  or  decrease  the 
amount  of  protection,  raise  or  lower  pre- 
mium payments,  and  add  or  remove 
insureds.  You  can  also  choose  from  a  wide 
range  of  payout  options. 

The  Solution  is  truly  responsive  to  today's 
consumer  needs.  It  is  a  sophisticated  prod- 
uct specifically  designed  to  give  people 
with  substantial  resources  the  financial 
protection  and  flexibility 
their  situation  requires.  That  ( 
makes  it  an  ideal  financial 
and  estate-planning  vehicle. 


The  Solution  is  a  prime  example  of  the 
highly  praised  "Universal  Life"  concept. 

"Universal  Life"  is  the  name  given  to  a 
new  type  of  life  insurance  policy-epito- 
mized by  The  Solution-that  has  been 
hailed  as  a  breakthrough  by  leading  finan- 
cial periodicals. 

Find  out  more  about  this  remarkable  new 
life  insurance  policy.  For  a  free  booklet  on 
The  Solution,  mail  the  coupon  today.  Or 
contact  an  independent  agent  who  repre- 
sents The  Hartford. 

"The  'universal'  policy  grows  in  popularity." 

The  New  York  Times 
"If  you  tried  to  invent  the  ideal  policy,  it 
might  closely  resemble  universal  life." 

Money  Magazine 

'Rulings  have  been  requested  from  the  IRS  on  income  tax 
treatment. 

"*This  current  interest  rate  is  guaranteed  for  the  first  policy 
year.  Thereafter,  the  rate  may  rise  or  fall  periodically 
based  on  the  anticipated  business  environment. 
Available  in  most  states. 


For  a  free  booklet,  mail  the  coupon  today. 


Mail  to:  Sales/Marketing 

Hartford  Life  Insurance  Company 
Hartford  Plaza,  Hartford,  Connecticut  061 15 

I'd  like  to  know  more  about  The  Solution^1 
The  Hartford's  revolutionary  universal  life  insurance  policy. 
Please  send  me  a  free  booklet. 

Name  


Address. 
City  


.State. 


-Zip. 


F-2/1 


Let  us  protect  your  world,  the  hartford 


Trends 


Edited  By  John  A. Conway 


Why  bankers  wear  gray 

The  Poles  and  their  unpaid  debts  have 
been  getting  the  headlines,  but  the  big 
worry  for  bankers,  at  least  in  the  U.S., 
was  probably  much  closer  to  home. 
The  levels  of  bad-debt  reserves  at  U.S. 
banks  were  moving  upward  by  the 
end  of  1981,  but  the  motive  doesn't 
seem  to  have  been  those  "the-check- 
is-in-the-mail"  communiques  out  of 
Warsaw.  American  bankers  were 
more  concerned  about  the  big  troubles 
of  International  Harvester,  the  belea- 
guered Chicago-based  agricultural  ma- 
chinery firm.  Harvester  actually  had 
bigger  immediate  debts  with  its  200 
bank  creditors  than  Poland  did  with 
the  460  institutions  it  was  beholden 
to — $4.2  billion,  compared  with  $2.4 
billion.  Size  aside,  banks  holding  Har- 
vester debt  had  another  looming  wor- 
ry. "Governments  don't  default,"  one 
Wall  Street  analyst  pointed  out. 
"Companies  do." 


On  the  move 

The  travel  industry  sees  a  banner  year 
ahead  if  the  economy  makes  the 
comeback  many  forecasters  expect. 
The  biggest  surge  will  come  on  the 
roads,  predicated  on  the  outlook  for 
plentiful  gasoline  supplies  at  steady  or 
even  declining  prices.  Travel  by  car 
increased  13.5%  last  summer,  with  a 
16.8%  jump  in  September  alone,  ac- 
cording to  the  American  Automobile 
Association.  With  more  singles  and 
affluent  older  Americans  on  the  move, 
bars  and  restaurants  are  bracing  for  a 
10%  improvement  in  business  for 
1982.  The  automobile  aside,  other  car- 
riers also  expect  good  things.  The  fore- 
cast for  airplanes  is  a  5%  increase  this 
year;  for  trains,  6% .  And  while  Ameri- 
cans are  on  the  move,  foreigners  will 
keep  flocking  in.  Expectations  call  for 
a  5%  increase  in  foreign  visitors  over 
1981  's  record  23.2  million. 


Rodeo  roundup 

Rodeo  Drive  in  Beverly  Hills,  home  of 
the  $1,000  suit  and  the  $200  necktie, 
had  an  unexpected  visitor  over  the 
holidays — the  game  warden.  Lawmen 
swooped  down  on  such  posh  mar- 
quees as  Neiman-Marcus,  Giorgio, 
Hermes  and  Lanvin,  hunting  down 
items  fashioned  from  the  hides  of 
crocodiles,  pythons  and  other  critters 
on  the  California  endangered-species 
lists.  Their  bag  was  biggest  at  Nei- 
man's,  where  the  agents  seized 
clutches  of  $225  crocodile  wallets, 


Crocodile  in  the  wild 


From  the  jungle  to  the  boutique. 

python-skin  shoes  and  $350  croc-skin 
handbags.  The  total  ran  to  an  estimat- 
ed $60,000  worth  of  exotica  designed 
for  ultrachic  Christmas  stockings. 
Normally,  $60,000  would  hardly  cause 
a  blink  along  Rodeo  Drive,  but  if  the 
California  authorities  decide  to  get  se- 
rious, the  tab  could  run  high — a 
$5,000  fine  and  six  months  in  jail  for 
each  endangered-species  violation, 
something  that  could  slow  even  the 
fastest  checkbook  in  the  West. 


All  in  the  family 

A  small  New  Jersey  utility  is  trying 
out  a  new  money-raising  ploy.  With 
capital-intensive  utilities  hard  at 
work  persuading  stockholders  to  rein- 
vest dividends  in  a  company's  shares 
(see  />  140),  South  Jersey  Industries, 
with  around  $300  million  in  revenues, 
is  taking  that  plan  a  step  further.  It 
will  allow  stockholders  to  buy  up  to 
$20,000  a  year  in  new  common  shares 
at  a  price  5%  below  the  market,  the 
same  deal  it  offers  on  dividend  rein- 
vestment. Buyers  will  pay  no  broker's 
commission  or  other  costs  (although 
there  will  be  a  nominal  charge  for 
withdrawal).  Under  the  Economic  Re- 
covery Tax  Act  of  1981  they  also  can 
exclude  at  least  part  of  the  dividends 
on  the  new  stock  (a  $750  exclusion  on 
single,  $1,500  on  joint  tax  returns)  for 
automatic  reinvestment  in  South  Jer- 
sey Industries.  "We  know  of  no  other 
plan  that  allows  using  the  optional 
cash  contribution  to  purchase  stock  at 
a  discount,"  says  Harvey  Haslett,  SJI's 
.vice  president  for  finance.  The  advan- 
tage to  the  company,  he  says,  is  that 
"it  allows  equity  to  trickle  in  on  a 
regular  basis  and,  as  long  as  the  cost  is 
less  than  an  equity  offering,  it  is  a 


viable  program."  SJI,  basically  a  gas 
company,  also  mines  sand  for  glass- 
making,  sells  fuel  oil  and  is  exploring 
and  developing  oil  and  gas  in  Texas 
and  Louisiana. 


Good  bye,  All  Savers? 

The  new  jump  in  the  return  on  those 
one-year  All  Savers  certificates — from 
about  8%  to  more  than  10% — could 
decide  the  fate  of  the  three-month-old 
tax-free  instruments.  Only  double- 
digit  rates  (the  certificates  pay  70%  of 
the  payout  on  one-year  Treasury  bills) 
can  keep  the  All  Savers  going,  experts 
say.  Congress  pushed  them  through 
last  fall  as  a  device  to  put  more  mort- 
gage-lending power  into  thrift  institu- 
tions, and  in  the  first  month  banks 
and  savings  and  loans  sold  $33  billion 
worth,  according  to  the  regulatory 
agencies.  Sales  in  November,  howev- 
er, fell  to  $8.5  billion.  The  original 
heady  predictions  were  for  sales  of 
$250  billion  by  the  end  of  this  year. 
Estimates  of  half  that  amount  look 
more  realistic  today.  "Even  the  pessi- 
mistic estimates  were  optimistic," 
says  Richard  Pickering,  who  tracks 
S&Ls  for  the  Federal  Home  Loan 
Bank  Board.  Theories  vary  on  why 
the  All  Savers  have  slumped.  One  is 
that  holiday  shopping  ate  up  consum- 
ers' money,-  another,  that  investors 
expect  interest  rates  to  soar  again  and 
are  waiting  for  a  bigger  payoff;  and  a 
third  is  that  buyers  who  have  reached 
the  tax-exempt  limit — $  1,000  for  sin- 
gle taxpayers,  $2,000  for  married  cou- 
ples— have  no  urge  or  need  to  buy 
more  All  Savers. 


How  to  tax 

The  reassembled  Congress  faces  a 
new  battle  to  determine  how  states 
collect  corporate  income  taxes.  Two 
Republicans,  Senator  Charles  Mathias 
of  Maryland  and  Congressman  Barber 
Conable  of  New  York,  have  legislation 
in  the  works  to  outlaw  the  "unitary 
apportionment  method"  that  states 
like  to  use  for  multinational  corpora- 
tions". This  accounting  scheme  makes 
a  company  start  with  its  total  world- 
wide income  as  a  base,  then  pay  in 
proportion  to  the  business  it  actually 
has  within  a  state's  borders,  measured 
by  such  criteria  as  property,  payroll 
and  sales.  (Many  companies,  natural- 
ly, want  to  be  taxed  solely  on  the 
amount  of  business  they  do  within 
the  state.)  The  Multistate  Tax  Com- 
mission, along  with  the  National  As- 
sociation of  Tax  Administrators  and 


The  three 
most  important 

letters  in 
typing. 


Whatever  you  have  to  type  (or  untype),  IBM 
makes  a  typewriter  that  will  make  you  letter- 
perfect. 

Take  our  Correcting  Selectric®  III  Type- 
writer. In  seconds,  it  lifts  a  mistake  clean  off  the 
paper.  Without  an  eraser,  without  fluid  and 
without  making  a  mess. 

Or  take  one  of  our  electronic  typewriters. 

There's  the  Electronic  50.  It  can  align  num- 
bers in  columns  automatically,  always  remem- 
bering to  put  the  decimal  point  in  the  right  place. 

And  the  Electronic  60.  It  comes  with  a 
memory  that  can  store  and  automatically  re-type 
names,  dates  and  phrases  you  type  often.  So 
now,  you  only  have  to  type  them  once.  Then  the 
typewriter  can  type  them  for  you,  again  and 
again. 

And  the  Electronic  75.  It  has  a  memory  you'll 
never  forget  —  one  that  stores  up  to  7,500  char- 
acters (up  to  15,500  with  its  optional  memory). 
What's  more  amazing,  this  typewriter  lets  you 
change  words,  rewrite  sentences,  even  add  or 
subtract  entire  paragraphs  without  re-typing 
your  entire  document. 

Of  course,  with  all  of  our  IBM  Electronic 


Typewriters  you  automatically  get  automatic 
centering,  erasing,  indenting,  underlining  and 
column  layout. 

If  you're  still  not  convinced,  ask  some  secre- 
taries. They'll  probably  tell  you  that  with  all  the 
forms,  charts,  tables,  documents  and  letters 
they  have  to  type,  what  they  really  want  to  type 
with  is  an  IBM.  _ 

Free  demonstration 

For  a  demonstration  of  any  IBM  Typewriter,  write 
I       todav  to:  IBM,  4(K)  Parsons  Pond  Drive/Dept.  I 
I      804,  Franklin  Lakes,  N.J.  07417.  I 


NAME 
TITLE 


COMPANY 


STREET  ADDRESS 


cm 


STATE  ZIP 
I       BUSINESS  PHONE 


ill  mUDinci  800-631-5582  Ext.  10.  In  New  Jersej  800-352-4960  Ext.  10.  In  Hawaii/Alaska  800-526-2484  Kxi.  10. 


Myre  Companies  leased 

10  trucks  from  GECC 
last  year  for  the  same 
reasons  American  Airlines 

leased  8  727s. 


Bill  Mure  President  Miire  Companies  lack  Pope  VPC  Treasurer  American  Airlines 


It  takes  an  expert  to  know  one. 

Bill  Myre  and  Jack  Pope  are  experts  in  their  businesses.  Despite 
differences  in  size,  both  companies  are  faced  with  a  constant 
need  for  new  equipment  in  order  to  remain  competitive,  and 
both  men  recognize  the  importance  of  maximizing  their  cash 
flow.  That's  why  they  decided  to  talk  to  the  experts  at  General 
Electric  Credit  Corporation  who  understand  the  subtleties  of 
their  needs. 

The  biggest  name  in  leasing. 

In  fact,  Myre  Companies  and  American  Airlines  were  only 
two  of  over  a  thousand  companies  nationwide  who  made  that 
same  decision— to  take  advantage  of  the  size,  the  expertise  and 
the  flexibility  of  the  people  who  wrote  more  leasing  business 
last  year  than  any  other  company  in  the  U.S. -GECC. 


Whatever  you  need,  you  can  lease  from  GECC. 

Virtually  any  equipment  for  your  business  can  now  be  leased. 
Anything  from  trucks  and  planes  to  drilling  rigs,  data  pro- 
cessing installations,  machine  tools,  even  plant  and  office 
buildings  themselves.  So  before  you  decide  how  to  acquire  the 
equipment  you  need,  talk  to  GECC.  Because  there  are  options 
to  consider. .  .and  we  know  how  to  structure  what's  best  for 
your  business. 

We're  ready  to  help. 

GECC  is  a  wholly-owned' subsidiary  of  General  Electric 
Company.  We've  been  a  recognized  leader  in  commercial  and 
industrial  leasing  and  financing  for  over  a  decade.  We  got 
there  by  helping  people  like  Bill  Myre  and  Jack  Pope-so  call 
us  and  tell  us  about  your  needs— we'll  help  you  do  what's  best 

for  your  business  Qa||  GECC  at  203-357-6666. 


General 
Electric 


Credit 

CORPORATION 

ENTERPRISING  CAPITAL 


Dictaphone  is  rewriting 
the  way  people  write. 


Introducing  the  new  Dictamite 
dictation  portable.  The  machine 
that  lets  you  write  six  times  fas- 
ter than  longhand. 

With  pocket-size  conven- 
ience. One-hand  operation.  Mini- 
cassettes to  capture  your  most 
fleeting  thought,  or  take  a  full 
half-hour's  dictation.  All  this, 
a  mere  8.2  oz. 

Fill  out  the  coupon  today.  It 
may  be  one  of  the  few  times  you'll 
ever  use  your  pen  again. 


Trends 


the  Western  Governors'  Policy  Office, 
opposes  the  Mathias-Conable  bill, 
claiming  that  the  unitary  approach 
makes  it  harder  for  corporations  to 
reduce  their  local  taxes  by  juggling 
accountingfigures.TheMultistateTax 
Commission  says  that  33  states  could 
lose  more  than  $700  million  a  year  in 
taxes  if  the  unitary  method  should  be 
outlawed,  with  California  alone  drop- 
ping $485  million.  The  multinationals 
themselves  seem  to  be  of  two  minds.  A 
number  of  oil  companies,  for  example, 
are  backing  the  Mathias-Conable  pro- 
posal. Others,  like  Caterpillar  Tractor 
and  McDonald's,  have  supported  the 
unitary  method. 

The  shopping  list 

Consumers  seem  ready  to  loosen  the 
purse  strings,  according  to  the  survey  of 
5,000  households  by  The  Conference 
Board,  the  New  York-based  business 
research  organization.  Nearly  a  third, 
the  Board  found,  planned  to  buy  a  major 
appliance  during  the  next  six  months, 
with  refrigerators,  washers,  dryers,  col- 
or television  sets  and  vacuum  cleaners 
high  on  the  wish  list.  Shoppers  plan- 
ning to  get  new  or  used  cars  registered  a 
slight  0.3%  increase.  Home  sellers, 
however,  got  more  bad  news:  The  num- 
ber expecting  to  buy  homes  over  the 
next  half-year  went  up  only  0.2%,  al- 
most the  same  depressed  figure  as  last 
November's.  Consumer  confidence, 
the  Board  says,  sank  for  the  fourth 
straight  month,  although  the  drops 
have  been  less  than  those  during  the 
last  two  recessions. 

Stalking  the  gray  panther 

Retailers  are  overlooking  a  good  bet  in 
the  senior  shopper,  according  to  San- 
dra Timmermann  of  the  American 
Association  of  Retired  Persons.  Only 
15%  of  Americans  over  65  fall  below 
the  poverty  level,  she  claims,  just  a 
shade  higher  than  the  general  popula- 
tion, and  those  between  55  and  64 
enjoy  a  higher  percentage  of  discre- 
tionary income  than  any  other  age 
group.  Sellers  are  wide  of  the  mark  in 
their  marketing  strategy,  she  charges. 
Most  seniors,  she  says,  will  shy  away 
from  foods  advertised  especially  for 
the  elderly  because  they  like  to  con- 
sider themselves  as  young  as  they  feel. 
Some  Timmermann  hints:  Package 
smaller  portions  for  the  older  market, 
and  push  items  like  extra  heavy  coats, 
hand-size  emergency  radios  and  com- 
puter-run household  equipment. 


Our  special  money  market  fund  will 
help  get  the  IRS  out  of  your  pocket.  It 
offers  tax-free  income*  with  solid 
stability. 

□  Income  free  of  Federal  income  taxes. 

□  $1.00  a  share  value,  f 

□  Minimum  investment  just  $1,000. 

□  Prompt  liquidity.  A  toll-free  phone 
call  gets  your  money  back. 

□  Free  checkwriting  over  $500. 

□  No  interest  penalty  for  early  with- 
drawal. No  sales  commission. 

□  Easy  to  change  investment  strategy. 
Switch  to  other  T.  Rowe  Price  Funds 
by  phone  without  charge. 

Call  toll-free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 


X  Rowe  Price  Tax-Exempt  Money  Fund,  Inc. 


A  NihLixul  Fund.  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6.  100  E.  Pratt  St.,  Baltimore,  MD  21202 


Name. 


Address. 


City. 


-State. 


-Zip. 


For  more  complete  information,  including  management  fee  and  other  charges  and  expenses,  obtain  a 

prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

'Income  mav  be subieet  to  state  and  local  taxes.    tKounded  to  the  nearest  cent. 


A  banker's  dissent 

Those  460  Free  World  banks  watching 
the  mail  from  Warsaw  for  a  sign  of 
even  token  repayment  of  the  $16  bil- 
lion Poland  owes  them  get  short  shrift 
from  George  Champion,  the  78-year- 
old  retired  chairman  of  Chase  Man- 
hattan (itself  now  on  the  hook  for  two 
of  those  Polish  loans).  Last  summer 
Champion  flatly  told  Forbes  (July  6. 
1981)  that  "loans  to  Iron  Curtain 
countries  .  .  .  can't  be  repaid."  He 
feels  the  same  way  today.  Such  lend- 
ing, he  says,  "makes  no  sense  in  the 
world." 

Not  that  Champion  opposes  inter- 
national cooperation.  Twenty  years 
ago,  he  recalls,  he  told  the  Japanese 
prime  minister,  "Either  we  swim  to- 
gether or  we  sink  separately."  But  he 
wanted  then  and  still  wants  coopera- 
tive efforts  by  the  prosperous  West- 
ern countries  to  train  the  people  of 
underdeveloped  nations  to  manage 
their  own  economies.  Money,  in  his 
view,  should  be  lent  only  to  private 
individuals  or  companies,  and  he  sees 
"no  place  for  loans  or  investments  for 
governments." 

Can  Washington  help?  Champion 
says  he  feels  that  U.S.  bank  regulators 
like  the  Federal  Reserve  and  the 
Comptroller  of  the  Currency  are  con- 
cerned about  the  mountain  of  money 
the  banks  have  loaned  out  overseas 
and  that  banks  should  be  warned  not 
to  grant  any  more  increases  in  these 
loans.  He  also  continues  to  urge  bigger 
reserves  for  bad  debts.  The  current 
mandated  0.6%  requirement  he  con- 
siders far  too  low  and  thinks  banks 
should  be  made  to  increase  reserves  to 
5%.  "Banks  are  not  asking  for  this," 


Follow^hrough 


he  says,  "but  they  should  be."  (Actual- 
ly, banks  have  been  sluicing  more 
funds  into  bad-debt  reserves  in  recent 
months,  though  nowhere  near  the  5% 
Champion  proposes.) 

A  rugged  individualist  who  still 
looks  like  the  football  linesman  he 
was  on  Dartmouth's  undefeated  1925 
team,  the  ex-Chase  chairman  is  just 
as  hard-charging  in  opposing  other 
practices  now  basic  to  the  banking 
scene.  The  idea  of  cross-country 
banking,  now  barred  by  law  but  the 
dream  of  the  big  banks,  is  not  for  him. 
His  main  objection  is  that  bank  man- 
agers in  a  nationwide  operation  would 
move  so  frequently  that  they  could 
never  get  involved  locally  to  the  ex- 
tent he  thinks  necessary  for  real  bank- 
ing. "A  national  operation,"  he  says, 
"would  be  run  by  rules  and  regula- 
tions; there  would  be  no  personal  in- 
volvement. There  is  no  way,"  Cham- 
pion adds,  "that  a  guy  in  six  or  seven 
years  could  know  the  community;  nor 
would  the  community  develop  the 
conviction  and  the  confidence  that 
this  man  would  be  there  when  they 
needed  him." 

Nor  is  Champion  sold  on  the  idea  of 
bank  holding  companies,  another  lat- 
ter-day development.  He  thinks,  in 
fact,  that  there  should  be  a  study  of 
such  setups,  to  determine  whether 
the  holding  company  system  is  good 
or  bad.  His  own  reservations  are  evi- 
dent. "If  you  can  do  your  own  job,"  he 
says,  "that's  all  you  should  do."  Con- 
glomeration, one  inevitable  by-prod- 
uct of  the  drive  for  diversification,  is, 
in  his  word,  "crazy." 

With  it  all,  Champion  remains 
staunch  in  his  enthusiasm  for  the 
American  banking  system.  "Banking 


Banker  George  Champion 

A  rugged  individualist  likes  the  system,  but  not  all  the  changes  in  it. 


is  the  lifeblood  of  a  free  economy,"  he 
says,  "and  we  have  the  only  competi- 
tive banking  system  in  the  world." 

Vrooooo . . . oooom! 

The  driver  who  dreams  of  hair-whip- 
ping,  cat-cornering  sports  cars  out  of 
Detroit  will  have  to  dream  a  little 
longer.  In  the  winter  of  1980,  U.S. 
automakers  had  a  trackful  of  such 
models  on  their  drawing  boards 
(Forbes,  Trends,  Nov.  24.  1980).  The 
gear-grinding  sales  slump  since  then 
has  slowed  things  considerably.  Pon- 
tiac's  "Pear,"  for  example,  a  fiberglass- 
bodied,  4-cylinder  job  with  a  90-inch 
wheelbase,  designed  to  sell  for  about 
S  10,000,  had  reached  the  test  track 
two  years  ago,  but  its  introduction  into 
the  showrooms  has  slipped  until  1983. 
This  will  be  the  first  U.S. -built  special 
two-seater  for  General  Motors  since 
the  pioneering  Ford  Thunderbird  of 
the  1950s  and  the  still-rolling  Chevro- 
let Corvette.  Chrysler  also  had  dreams 
in  1980  of  a  brace  of  vroom-vroom 
models,  one  with  a  turbo-charged,  4- 
cylinder  power  plant.  Both  have  been 
braked  down,  at  least  as  far  as  intro- 
duction dates  are  concerned. 

The  goggle-and-scarf  set,  however, 
can  keep  up  their  hopes.  Pontiac  and 
Chrysler  still  have  their  two-seater 
sports  cars  in  the  works  and  another 
General  Motors  division,  Buick,  has 
one  tentatively  penciled  in  for  its 
1984  model  year.  The  market  is  evi- 
dently there.  Ford  introduced  two 
new  two-seater  models  in  the  spring 
of  1981,  the  Ford  EXP  and  Mercury's 
LN-7,  and  both  have  sold  briskly,  the 
company  says.  By  the  end  of  1981 
buyers  had  driven  off  54,000  EXPs  and 
more  than  18,200  LN-7s.  General  Mo- 
tors is  also  happy  about  its  Chevy 
Corvette,  one  of  the  granddaddies  on 
the  rally  scene,  now  priced  at  a  sporty 
$24,000.  (This  year,  incidentally,  will 
see  the  last  of  the  burly,  low-slung 
profile  that  has  been  the  'Vette's  mus- 
cular hallmark;  a  new  design  will  hit 
the  showroom  floors  next  year.) 

Detroit's  entries  on  the  fast  track 
will  have  to  compete  against  both  ex- 
isting and  forthcoming  foreign  com- 
petition. Two  fast-moving  laid-back 
Japanese  entries,  the  Nissan  280Z  and 
Mazda's  rotary-engine  RX-7,  will  be 
joined  over  the  next  two  years  by  a 
second — and  cheaper— sports  model 
from  Nissan,  along  with  new  models 
from  Mitsubishi,  Toyota  and  a  two- 
seat  variation  of  Honda's  supersmall 
City  commuter  car. 


NOW  YOU  UN  PROVIDE  A  SUPERIOR 
IRA  PROGRAM  WHILE  HARDLY  LIFTING  A 


Now  that  IRAs  are  available 
ven  to  wage  earners  with  pension 
lans,  your  employees  are  proba- 
ly  thinking  about  them  right  now. 

And  wondering  if  you  are  going 
>  make  available  an  IRA  program 
}  supplement  their  retirement 
icome. 

Realizing  this,  Metropolitan  is 
;ady  to  provide  your  employees 
ith  a  program  that  requires  mini- 
al  effort  on  your  part  and  involves 
'actically  no  cost  to  you. 

It's  Metropolitan's  Metromatic 
j^A  Program. 

All  you  do  is  arrange  for  payroll 
pductions  by  your  employees, 
'etropolitan's  trained  profession- 
s  will  hold  one-on-one  interviews 
ith  your  employees  to  discuss 
e  benefits  provided  by  an  IRA 


and  assist  them  in  establishing 
their  own  IRAs  for  amounts  up  to 
$2,000.  The  administrative  details 
will  be  handled  by  Metropolitan 
and,  with  your  cooperation,  the 
program  will  be  communicated  to 
your  employees. 

In  addition,  Metropolitan  will 
provide  a  sound  and  attractive 
vehicle  for  the  IRA  contributions— 
the  Flexible  Retirement  Annuity 
Contract. 

All  of  your  employees  who  are 
interested  in  providing  for  retire- 
ment on  a  tax-deferred  basis  will 
welcome  this  unusually  beneficial 
IRA  program.  It  features  an  op- 
tional provision  that  will  continue 
payments  to  the  employee's  IRA 
in  the  event  of  total  disability.  It 
has  flexible  options  which  allow  use 


of  the  IRA  to  provide  retirement 
income.  Under  this  program, 
employees  can  even  continue  their 
IRAs  should  they  leave  the 
company. 

Metropolitan,  because  of  its  vast 
financial  and  human  resources,  is 
equipped  to  serve  a  company  of 
any  size  and  in  any  location. 
Arranging  for  Metromatic  IRA  is  a 
simple  matter.  Just  contact  your 
local  Metropolitan  office  and  ask  to 
have  a  representative  call. 

This  is  a  chance  to  make  a  favor- 
able impression  on  your  employees 
at  practically  no  cost  and  with  vir- 
tually no  effort. 


Metropolitan 

insurance  I  Companies 


METROPOLITAN  REALLY  STANDS  BY  YOU. 


Life/Health/Auto/Home/Retirement 


Metropolitan  Life  Insurance  Co.,  New  York,  N.Y, 


WHEN 
DIG 
YOU 
UST. 


Readers  Say 


Let  us  do  the  spadework 
foryou.  We'll  turn  up  the  un- 
varnished facts— discreetly,  confi- 
dentially and  economically— and  give  you 
the  objective  and  essential  information 
about  people  and  companies  you  need 
for  considered  opinion  and  judgment 

Before  you  recommend  or  take  action 
on  a  joint  venture,  an  acquisition,  a  merg- 
er, an  investment  or  tax  shelter  oppor- 
tunity, an  important  new  executive  or 
other  critical  matters— get  a  "Bishop's 
Report."  Please  call  us  or  send  our  coupon. 

BISHOP'S  SERVICE,  INC. 

The  leading  confidential  reporting  service  since  1898 


NEW  YORK  WASHINGTON  LOS  ANGELES  BRUSSELS 


BISHOP'S  SERVICE,  INC.  F-2/1 
41  East  42nd  Street,  New  York.  NY  10017 
212-867-2700 

Yes,  I'd  like  more  information  about  your  service. 

Name  

Company  ;  ■.  

Address   

City  State  _ 


Zip 


Telephone 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $33  □  3  years  $66 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  1  year  $44,  3  years  $92.  Or- 
ders for  other  countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (plea.se  print) 


New  Address 


City 


State 


Zip 


Date  of  Address  Change 
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Genuine  concerns 

Sir:  Your  utility  sidebar,  "It  never 
rains  ..."  (Jan.  4),  says,  "But,  the 
utilities  suggest,  Canadians  may  be 
less  than  candid  about  their  real  mo- 
tives [in  complaining  about  clouds 
with  American  acid  raining  on  Can- 
ada]: ...  it  would  be  in  the  Canadi- 
ans' interests  to  close  down  U.S.  coal- 
burning  plants  to  create  a  market  for 
excess  Canadian  hydro  power." 

Canada  may  indeed  have  some 
genuine  concerns  over  acid  rain — 
namely  fishing  and  tourism  (second 
largest  industry)  and  forestry  (15%  of 
the  gross  national  product). 

[Rather  than)  minimizing  the  reali- 
ty of  acid  rain  and  calling  environ- 
mentalists names,  you  might  have 
better  focused  on  understanding  acid 
rain  and  the  possibilities  of  correcting 
the  problem. 
— Marcia  Garrigan 
North  Muskegon,  Mich. 


Horsing  around 

Sir:  Your  description  of  the  horse- 
manure  syndrome  in  Side  Lines  (Dec 
21,  19X1)  resulting  from  straight  line 
projections  of  short-range  data  struck 
a  responsive  chord. 

This  particular  syndrome  is  endem- 
ic to  the  electronics  industry,  which 
we  survey  and  report. 

Warren  Schoonmaker,  the  publish- 
er/editor of  Mainly  Marketing,  has  de- 
fined this  phenomenon  as:  "Forecast- 
ing is  the  only  felony  for  which  no  one 
goes   to   prison   and,  occasionally, 
someone  wins  a  'noble'  prize." 
— Dorothy 1  School  intake)  ■ 
Associate  Publisher, 
Mainly  Marketing 
Coram,  N.Y. 

Sir:  Your  article  should  invoke  the 
interest  of  our  environmentalists 
about  our  increasing  ability  to  solve 
old  problems  with  new  technology. 

In  modern  times,  for  example,  the 
endangered  streets  of  London  could 
have  been  saved  from  the  slippery  ma- 
nure buildup  through  genetics — a 
whole  new  breed  of  constipated 
horses  would  have  ended  the  menace. 
— Donald  M.  Van  Dusen 
Boca  Raton.  Fla. 


Nix! 

Sir:  Your  story  on  the  natural  gas 
industry  (Jan.  4)  states,  "Immediate 


decontrol,  if  accompanied  by  a  wind- 
fall profits  tax,  could  add  $30  billion 
to  $60  billion,  by  some  estimates,  to 
the  federal  treasury  in  the  first  year 
alone,  wiping  out  much  of  the  budget 
deficit." 

Anyone  who  believes  that  is  too 
young  to  remember  how  the  money 
from  the  windfall  profits  tax  on  the  oil 
companies  was  spent,  or  is  so  naive 
that  they  would  believe  that  our  poli- 
ticians would  not  find  ways  to  spend 
this  bonus. 

Nix  on  decontrol.  Nix  on  a  windfall 
profits  tax. 

Nix  on  giving  Congress  any  more 
money  to  waste. 
— ,  l  Iartii  i  J.  Armstro  i  tg 
Neosho,  Mo. 


Truth  in  dining 

Sir:  On  your  recommendation  in  Fact 
and  Comment  (Dec.  21.  19X1),  I  re- 
cently dined  at  Parioli  Romanissimo. 
There  I  found  on  the  table  a  sign  deny- 
ing me  my  after-dinner  cigar.  To 
many,  a  dinner  without  a  cigar  is  like 
a  dinner  without  wine. 

A  restaurant  may  adopt  any  policy 
it  chooses.  When  a  publication  recom- 
mends such  a  restaurant,  however,  it 
would  seem  that  it  owes  its  readers  an 
appropriate  warning. 
—Walter  E.  Hopper 
New  York,  N.Y. 

You  're  right. — MSF 


"Tilt"  still  with  us 

Sir:  Re  "The  Only  Thing  Wrong  With 
The  Video  Game  Craze"  (Fact  and 
Comment,  Jan.  4).  See  Atari's  "Video 
Pinball"  cartridge.  I  promise  you,  get 
too  agitated  in  your  scoring  attempts 
and  it  too  shall  "tilt." 
— William  A.  Suffer 
Beverly  Hills,  Calif 


A  tip  that  worked 

Sir:  I  was  so  intrigued  by  your  Fact 
and  Comment  item  on  Houston  Natu- 
ral Gas  ("Want  a  hot  stock  tipV'Jan 
8,  1979)  that  I  reversed  a  decision  to 
sell  and  in  fact  bought  more. 

And  what  happened?  In  just  24 
months  after  your  tip,  the  stock 
moved  from  20  to  63,  and  share  earn- 
ings, dead  in  the  water  in  FY  1977  and 
1978  and  up  modestly  at  S3. 52  in 
1979,  jumped  to  $5.06  in  1980,  $5.94 


195  7.  Andrew  F.  Brimmer  in  the  Stulan  as  a  member  of  a  mission  to 
help  that  country's  government  create  a  central  bank. 


Andrew  Brimmer, 
when  did  you  start  reading 

The  Wall  Street  Journal? 

"In  1948,  my  economics  professor  at  the  University  of 
Washington  suggested  we  read  The  Wall  Street  Journal.  I  took  the 
suggestion,"  recalls  Andrew  F.  Brimmer,  president  of  Brimmer  & 
Company,  Inc.,  and  former  member  of  the  Board  of  Governors 
of  the  Federal  Reserve  System. 

"Years  later,  when  I  taught  at  the  Wharton  School,  I  made 
The  Journal  required  reading.  It's  simply  the  best  continuous 
source  of  business  and  financial  information  around. 

"There's  hardly  a  day  or  a  meeting  that  goes 
by  that  I  don't  hear  someone  cite  The  Journal 
about  something.  That  tells  you  business 
people  don't  just  read  The  Journal.  They  use 
it— all  the  time. 

"If  you  want  to  keep  informed  about 
what's  important  in  business  — informed 
in  depth  —  I'd  say  The  Journal  is  prac- 
tically indispensable." 

Learn  from  Andrew  Brimmer.  % 
If  you  want  all  the  important  busi-  H 
ness  news,  put  The  Wall  Street 
Journal  on  your  required  read- 
ing list.  Every  business  day. 


Today  Andrew  F  Brimmer, 
president  of  Brimmer  &  Company.  Inc. 
Economic  and  Financial  Consultants 


The  Wall  Street  Journal. 

All  the  business  news  you  need.  When  you  need  it. 

Have  The  Journal  delivered  every  business  day.  One  year,  $89.  Or  26  weeks  for  $47.  Call  toll-free  800-358-9999  except  in  Hawaii  and  Alaska.  (In  California, 
800-862-4999.)  Or  write:  The  Wall  Street  Journal,  200  Burnett  Road,  Chicopee,  Massachusetts  01021.  ©  1982  Dow  Jones  &  Company,  Inc.  All  Rights  Reserved. 


Our  maximum 
commission  on 
a  hundred 
share  trade  f~ 
is  $25 


Readers  Say 


in  1981  and  seem  headed  for  $7  in  the 
current  FY  1982. 
Thanks,  and  do  not  cancel  my  sub. 

— Chaplin  Tyler 
Hockessin,  Del. 


Discount  commissions 

As  an  independent  investor, 
you  appreciate  the  value  of 
making  your  trades  with 
minimum  commission  charges. 
You  want  to  be  charged  only  for 
the  services  you  need.  You  can 
enjoy  discount  commission  rates 
at  Rose  &  Company. 


Services  you  need 

As  an  independent  investor, 
you  want  fast,  accurate, 
objective  market  data  and  trans- 
actions. At  Rose  &  Company, 
you  benefit  by  talking  with 
salaried  Account  Representatives, 
trained  to  work  efficiently  and 
professionally. 


Compare  that  to  what  you  pay  now. 

Rose 

&comPany 

investment  brokers,  inc. 


BOARD  OF  TRADE  BUILDING  •  CHICAGO  ILLINOIS  60604 
CHICAGO     •     LOS  ANGELES     •  PITTSBURGH 

Member  New  York  Stock  Exchange.  Inc  and  Other  Principal  Exchanges 


Please  send  your  free  discount  trading  brochure. 
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Name 


Address 


City  State  Zip 

Member  Secuntits  Investor  Protection  Corporation  (SIPC) 
Secunties  held  in  cu>tomer  accounts  are  protected 
up  to  $500,000 

©1981  Rose  &  Company  Inwslmenl  Brokers.  Inc 


Nationwide  toll  free 

(800)  621-3700 

Illinois  toll  free 

(800)  572-3188 

Chicago  area 

(312)987-9400 


Misleading  quarter 

Sir:  Your  article  on  Salant  Corp., 
"Less  denim,  more  crepe"  (Dec.  7, 
1981),  said,  "This  year  [Salant]  will 
post  losses  of  $8.5  million  on  sales  of 
$225  million." 

The  $8.5  million  loss  figure  was 
confused  with  the  reported  loss  for 
the  first  nine  months  of  fiscal  1981, 
after  the  $12  million  aftertax  writeoff 
accounting  for  the  liquidation  of  Sa- 
lant &  Salant.  A  quick  perusal  of  our 
fourth-quarter  results  in  past  years 
certainly  indicates  a  consistent  level 
of  significant  profitability. 
— Carl  S.  Porcheskie 
President  and  CEO, 
Salant  Corp. 
New  York.  NY. 


Good  ol'  Qaddafi 

Sir:  Libya's  ruler  Muammar  Qaddafi 
can't  be  all  bad  (Fact  and  Comment, 
Nov.  9,  1981).  Similar  to  your  reason- 
ing on  the  same  page  about  econo- 
mists' unanimity,  I  reckon  if  the  U.S. 
press  and  politicians  are  unanimous 
that  Qaddafi  should  be  eliminated,  it's 
a  warning  that  he  probably  has  many 
redeeming  qualities. 

One  would  never  guess  from  read- 
ing the  U.S.  press  that  Qaddafi  is  pop- 
ular in  Libya,  plus  large  parts  of  Airica 
and  the  Middle  East. 

International  responsibility-  It  may 
interest  you  to  know  that  Libya,  as  a 
percentage  of  GNP,  gives  over  3  times 
more  foreign  aid  than  does  the  U.S. 

The   only   threat   that  confronts 
Americans  living  and  working  in  Lib- 
ya is  boredom. 
— Bill  Hieronymus 
Sao  Paulo.  Brazil 

Financing  international  terrorism  is 
"foreign  aid"? — MSF 


No  to  terrorists 

Sir:  We  should  say  "No  sir"  to  Yasser 
Arafat  until  he  discontinues  his  ter- 
rorist activities. 

— R.  Stair  Parish 
Caldwell.  Idaho 


For  centuries,  flight  has  been 
part  of  our  everyday  life.  The 
practical  expressed  with  grace- 
fulness and  beauty.  Found 
again  and  again  in  the  legend- 
ary Ramakien  episodes  where 
travel  between  heaven  and 
earth  was  a  daily  necessity.  And 
uniquely  Thai. 


te  richness  of  Thai  tradition 
s  permeated  each  plane.  The 
ysical  is  obvious:  murals  of 
thentic  Temple  art;  a 
eeting  of  fresh  orchids;  the 
wing,  graciousness  of  the 
iai  "hello"  (that  exotic  "wai" 
sture).  The  essence  of  the 
perience  becomes  Royal 
•chid  Service.  However,  Thai 
laginativeness  stretches  even 
devising  a  route  that  cuts 
jre  than  a  thousand  miles 
>m  travel  to  the  Orient. 


s  the  "Great  Circle  Express," 
rting  in  Dallas/Fort  Worth 
I  flying  a  straight  line  to 
ittle,  Tokyo,  Bangkok, 
like  everything  else,  is  extra  ■ 
inary  and  Thai. 


8  Thai 

''light  of  Graciousness 


TAKEUP 
A  LIVELY  NEW  SPOR 


1982  GRAND  PRIX  LJ 

Great  news,  sports  fans.  Grand 
Prix's  newly  available  4-barrel 
V-6  is  ready  to  make  driving 
fun  again! 

Our  '82  LJ  is  sleek.  Slippery. 
And  just  slightly  sensational. 
With  available  reclining  bucket 
seats  and  floor-mounted  gear- 
shift. And  a  dazzling  instrument- 
panel  that  will  constantly  con-  ' 
vince  you  that  you're  in  the 
righ)  place  at  the  right  time. 

Now  go.  on  and  find  some 
higj^ay.  And  feel  the  way  LJ 


I 
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tames  those  turns.  Its  standai 
power  steering  and  brakes 
and  full  coil  suspension  help 
make  driving  easier.  And 
exciting,  With  either  the  sta 
ard  V-6,  or  even  more  efficifl 
available  V-8  diesel* 

*V-8  diesel  mileage:  34  HWY.  ESI,  @  E 
EST.  MPG.  Use  the  estimated  mpg  for  co 
parison.  Your  mileage  may  differ  depend 
on  speed,  distance,  weather.  Actual  high' 
mileage  lower.  Requires  air  conditioning. 
Pontiacs  are  equipped  with  engines  . — 
produced  by  other  GM  divisions,  p 
subsidiaries,  or  affiliated  companies  |  {] 
worldwide.  See  your  dealer  for 
details. 


NOW  THE  EXCITEMENT  BEGI 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


CORPORATE  GOBBLERS  OFTEN  CHOKE 


Ambitious  CEOs,  spurred  as  often  (or  more  frequently)  by 
pride  in  increasing  corporate  size  as  by  bottom-line  possi- 
bilities, more  often  than  not  find  they've  grabbed  an  empty 
bag.  The  explanation's  simple  enough. 

A  founder's  vision,  his  singular  driving  ambition  are 
what  build  bigger  businesses  out  of  little  ones.  Older,  good 
going  companies  get  and  keep  that  way  through  the  efforts 
of  executives  who  love  having  their  hands  at  the  helm  as 
much  as  or  more  than  the  perks  and  income. 

In  most  companies,  those  with  top  responsibilities  have 
a  piece  of  the  action  in  one  form  or  another. 


Whether  acquired  by  hostile  takeover,  a  white  knight  or 
through  succumbing  to  the  lure  of  twice  the  lucre  their 
outfit's  worth,  acquisitioned  chiefs  find  the  drive  goes  out 
of  them.  While  their  purses  may  be  full,  their  hearts  no 
longer  are.  It's  as  true  of  big  ones  as  of  little  ones. 

Managerial  genius  beyond  the  capacity  of  most  is  vital  if 
the  sold-out  or  bought-out  are  to  remain  motivated.  Have 
you  ever  counted  how  many  acquisitions  over  a  period  of 
time  are  sold  off,  wither  away  or  disappear  into  the  corpo- 
rate woodwork? 

Most. 


THAT  ADDITIONAL  FEDERAL  INCOME  WILL  BE  NEEDED 


to  lessen  a  projected  deficit  of  dangerously  soaring  size  is 
indisputable. 

One  way  to  do  the  nation  good  even  as  federal  revenues 
are  increased  is — promptly — to  slap  a  $4-a-barrel  tax  on 
imported  crude  oil.  And  raise  the  present  4-cent  federal  tax 


on  a  gallon  of  gasoline  to  9  cents  or  more. 

Only  the  galloping  cost  of  oil  resulted  in  vastly  increased 
efficiency  in  its  use,  a  startling  decline  in  waste  and 
billions  of  barrels  less  in  imports. 

More  of  the  same  will  produce  more  of  the  same. 


IT'S  HIGH  TIME 


There  are  a  lot  of  things  our  beleaguered  airlines  can't  do 
about  some  of  their  problems.  But  it's  way  past  time  for 
the  government  to  not  only  permit  them  but  to  push  them 
to  do  plenty  by  way  of  penalties  for  No-Shows. 

Of  all  people  who  should  know  better,  businessmen  are 
the  worst  offenders  in  booking  more  than  one  flight  for  a 
planned  trip  and  then  failing  to  cancel  the  others  when 
(and  if)  they  show  up  for  one  of  the  flights.  The  air 
controllers'  strike  aggravated  the  problem,  with  No-Shows 
accounting  for  up  to  half  a  plane's  capacity. 

Such  arrogant  abuse  is  costly  to  everyone — to  the 
airlines;  to  the  nation  by  increasing  our  fuel  bill  through 
flying  unnecessarily  empty  seats;  to  passengers  who 


can't  get  space  on  "overbooked"  flights. 

The  Civil  Aeronautics  Board  has — finally — allowed  air- 
lines to  get  together  and  decide  what  to  do  about  the 
wanton  waste  involved  in  No-Shows.  They  should  settle 
on  penalties  with  a  real  bite,  perhaps  something  like  the 
practice  followed  with  tickets  to  a  show.  You  pay  for  your 
seats  in  advance  and  if  you  don't  cancel  in  plenty  of  time, 
you're  out  of  luck. 

While,  rightly,  airlines  pay  a  costly  penalty  for  overbook- 
ing, the  principal  causer  of  that — No-Shows — should  be 
penalized  with  comparable  toughness. 

This  time,  acting  all  together,  the  airlines  can  make  it 
stick,  get  themselves  less  stuck. 


WATCHING  ALL  THE  BOWL  GAMES  NEW  YEAR'S  DAT 

I  found  it  hard  to  think  of  any  of  them  as  "college"  teams,  or  1981  was  Princeton's  Dink  Stover-ish*  victory  over  Yale, 

manyof  theplayersas"amateurs."Morelikepre-profession-  Anyway,  there  are  actual  college  football  teams  all  over  the 

als — if  "pre"  at  all.  Maybe  it's  being  a  bit  too  sectional  or  country,  but  hardly  a  "bowl"-er  among  'em. 

parochial,  but  methinks  the  best  college  football  game  in  *The  hero  of  Stover  at  Yale,  published  in  1911. 

BY  FAR,  MOST  OF  THE  BEST  AND  BEST  PAYING  JOBS 


today  and  for  foreseeable  tomorrows  will  be  going  to  those 
with  technical  skills. 

Those  who  combine  a  bent  for  math  with  a  comprehen- 
sion of  what  a  computer's  doing  when  it's  doing  it  can 
become  pricey  programmers.  Those  who  can  listen  to  the 
sound  of  a  machine — from  a  toaster  to  a  lawn  mower  to  car 
or  calculator — and  then  diagnose  and  repair  the  thing  will 
have  to  labor  out  from  under  endless  well-paid  work  to  get 
any  days  off. 

TV'S  "EDWARD  AND  MRS. 

a  number  of  miscellaneous  memories.  It  strains  credibility 
now  to  recall  how — with  World  War  II  just  32  months  from 
its  outbreak — the  world  treated  the  matter  of  Edward  VIII's 
going  or  staying  as  being  of  monumental  consequence.  He 
certainly  turned  out  to  be  a  man  of  little  or  none,  con- 
sumed for  and  by  a  woman  to  whom  glitter,  pelf  and  self 
enjoyed  a  precedence  that  was  increasingly  less  enjoyed  by 
everyone  else. 

In  1936,  though,  I  (aged  17)  was  one  with  Churchill  and 
Beaverbrook  in  ardent  support  of  the  King. 

A  dozen  years  later,  at  Robert  Young's  opening  of  his 
then  proxy-fight-captured  Chesapeake  &  Ohio's  Green- 


Mr.  and  Ms.  Fixits  are  fixed  for  jobs  as  never  before.  Be  it 
the  home  front,  the  business  front,  the  farm  front  or  the 
military  front,  there's  nothing  quiet  about  any  front  re- 
quiring technical  skills  of  the  most  elementary  or  the  more 
esoteric  sort. 

Oh,  sure — there's  a  place  for  us  B.A.ers  and  B.S.ers.  But 
if  we  can't  wield  and  weld  the  widgets  that  surround  us, 
we'll  be  a  long  time  catching  up  in  income  to  those  who 
can  put  in  a  fix. 

SIMPSON"  BRINGS  BACK 

brier  resort,  my  bride  and  I  had  our  first  exposure  to  the 
chic  world's  Super  Two,  the  Duke  and  Duchess  of  Wind- 
sor. During  subsequent,  more  intimate  occasions  of  din- 
ner, bridge  and  chitchat,  their  lack  of  mental  dimension 
and  their  interest  in  the  trivia  of  trappings  never  ceased  to 
astound  us. 

Who'd  ever  have  thought  that  history — so  overwhelm- 
ingly and  so  soon — would  vindicate  stubborn,  plodding 
Baldwin,  who  made  the  King  go. 

Obsessed,  possessed,  Edward  spent  the  rest  of  his  life  on 
the  go-go.  As  King,  he  would  probably  have  been  the  same 
fatuous  failure  he  turned  out  to  be  as  Duke. 


BOOKS 


In  the  Belly 
of  the  Beast 

l.e! lers  from  Prison 


In  the  Belly  of  the  Beast — by  Jack 
Henry  Abbott  (Random  House, 
$11.95).  This  prisoner-author  was, 
literally  and  figuratively,  brought  out 
by  Norman  Mailer  as  a  result  of 
these  writings  reflecting  white-heat- 
ed intensity,  understandably  fogged 
social  perspectives  and  a  bitter  indi- 
vidualism unique  even  in  federal 
pens.  That  Abbott  has  been  rearrested,  accused  of  a  murder 
triggered  by  what  was  reported  to  be  a  waiter's  slight, 
shouldn't  surprise  any  reader  of  this  book.  In  prison,  sav- 
age, instant  reaction  is  the  way  to  survival  and  status. 

Excerpt:  You  think  I  just  see  "one  side"  of  [guards j!  They 
have'  a  "good  side" — but  as  I  said,  only  when  there  is  a 
knife  at  their  throats:  They  obey  violence.  They  obey  it  in 
then  hearts,  as  do  all  animals.  A  prisoner  does  not.  A 
prisoner  rebels  even  with  the  knife  at  his  throat.  That  is 
why  at  this  time  he  is  a  prisoner.  It  is  the  essence  of  being 
a  prisoner  today.  He  cannot  be  subdued.  Only  murdered. 


How  TO 

STAND  UP 
FOR  YOUR 
RIGHTS  & 

WIM!£ 

Roy  M. Cohn 


How  to  Stand  Up  for  Your  Rights  and 
Win! — by  Roy  M.  Cohn  (Simon  & 
Schuster,  $13.95).  Roy  Cohn  has  built 
a  record  as  probably  the  most  success- 
ful combative  lawyer  in  a  profession 
where  there  are  plenty  of  brighties 
among  the  would-bes  and  the  dum- 
mies. Enlisting  his  litigation  savvy 
has  for  some  lucky  and  wealthy  cli- 
ents not  been  beyond  price,  and  for  most  of  'em  proves  to 
be  well  worth  it.  The  book  is  illuminating  as  well  as 
fascinating.  But  it  worr't  be  a  substitute  for  the  author 
himself  in  the  event  of  need. 

Excerpt:  One  problem  with  the  most  "prestigious"  law- 
yers is  that  they  seldom  have  guts.  They  are  too  concerned 
about  maintaining  their  "ethical"  reputations  and  upper- 
crust  bar  association  standing  to  fight  effectively.  Many 
"Wall  Street"-type  law  firms  are  more  concerned  with  the 
appearance  of  gentility  than  the  reality  of  a  genuine 
concern  for  their  clients'  welfare  divorced  from  their  own. 
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TWO  POST  CHRISTMAS  COMMENTS 


It  may  not  exactly  reflect  the  proper 
spirit,  but  wouldn't  you  (at  least  some 
of  you,  please)  agree  that  this — of  the 
bah-humbug  school — is  a  very  funny 
Christmas  card? 

*    *  * 

Maybe  we  were  improperly  raised,  be- 
cause this  cartoon  hits  bang  on  one  of 
my  less-happy  childhood  recollections. 
The  first  Christmas  that  my  "big"  pres- 
ent was  a  suit,  I'd  have  filed  a  suit  if  we'd 
had  lawyers  then  as  we  have  now.  Par- 
ents were  supposed  to  clothe  you,  and  to 
clothe  you  in  the  guise  of  Christmas 
presents  didn't  smack  of  fraud,  it  was  fraud.  As  for  those 
relatives  who  always  gave  socks,  my  brothers  and  I  felt  like 
giving  'em  one. 

ADIDAS  DON'T  A  RUNNER  MAKE 

only  running  does. 


Bah.  Humbug  and  a 
prosperous  New  Year 


"If  you  let  your  parents  know  you  don't 
believe  in  Santa  Claus,  you  start  getting 
clothes  for  presents. " 

Now,  wouldn't  you  know,  our  kids,  when  asked  what 

they  want  for  Christmas,  as  often  as  not  mention  suits  or 

coats  or  such.  Given  current  prices,  we  got  smart  kids. 

GOOD  SOULS 

and  heels  are  seldom  joined. 


WHAT  TO  DO  WITH  YOUR  IRA  MONEY 


By  M.S.  Forbes  Jr. 


Now  virtually  everyone  with  a  job 
can  open  an  Individual  Retirement 
Account.  If  you  qualify,  you  can  set 
aside  up  to  $2,000  a  year  tax-free. 
The  question  is,  where  should  you 
put  your  money?  You  have  quite  a 
variety  of  choices;  banks,  insurance 
companies,  mutual  funds  and  bro- 
kerage houses  are  all  competing  for 
your  IRA  funds.  (See  also  p. 144.) 

This  writer's  suggestion:  Open  a 
self-directed  brokerage  account  and 
buy  zero  coupon  bonds.  These  debt 
instruments  came  on  the  scene  last 
year  and  range  in  maturity  from  five 
to  ten  years.  They  pay  no  interest  but 
are,  instead,  issued  at  a  fraction  of 
their  face  value — say,  30  cents  on  the 
dollar — and  paid  off  in  full  when  they 
mature.  You  triple  your  money  at 
current  yields.  Not  many  stocks  can 
guarantee  that  kind  of  return  just  by 
surviving  the  1980s. 

What's  the  advantage  of  zeros 
over  regular  bonds?  The  return  on 
zeros  is  compounded.  There  is  no 
guarantee  that  the  interest  you  earn 
on  normal  bonds  can  be  reinvested 
each  year  at  high  rates. 

If  you  fear  interest  rates  might 
shoot  up  again,  the  zeros'  relatively 
short  maturity  is  also  a  comfort. 

Note:  Don't  buy  zero  coupon 
bonds  unless  you  can  shelter  them 


in  an  IRA  or  in  a  Keogh  plan.  Other- 
wise, you  will  pay  income  tax  each 
year  on  the  assumed  interest.  One 
other  hint:  The  prices  of  zeros  fluc- 
tuate widely.  You  will  probably  do 
better  buying  them  when  they  are 
originally  issued  rather  than  in  the 
after-market.  Your  broker  can  tell 
you  when  a  new  issue  is  coming. 

Whatever  you  do  with  IRA  mon- 
ey, it's  probably  not  wise  to  put  it 
into  stocks,  unless  they  pay  a  secure 
and  hefty  dividend.  With  the  maxi- 
mum levy  now  at  20%,  the  advan- 
tage of  using  up  your  tax  shelter  for 
capital  gains  is  small. 

GOOD  READS 

Tocayo,  by  Antonio  Navarro  (San- 
down  Books,  $14.95),  is  the  author's 
absorbing  tale  of  his  encounter  with 
the  Cuban  Revolution  and  its  lead- 
ers, Castro  and  Che'  Guevara.  Well- 
connected  by  birth  and  marriage, 
Navarro,  now  an  executive  with 
W.R.  Grace  &  Co.,  supported  the 
Castro  regime  when  it  came  to 
power,  was  swiftly  disillusioned  and 
subsequently  joined  the  anti-Castro 
underground.  Especially  gripping  is 
the  account  of  his  arrest,  an  experi- 
ence that  nearly  cost  him  his  life. 

After  his  miraculous  release,  he 
eventually  joined  his  family  m  the 
U.S.  to  begin  a  new  life. 

National  Defense,  by  James  Fal- 


lows (Random  House,  $12.95).  An 
often  on-target  analysis  of  what's 
wrong  with  our  defense  establish- 
ment, faults  that  for  the  most  part 
the  Reagan  Administration  is  per- 
petuating. Fallows'  chief  shortcom- 
ing is  that  he  doesn't  apply  his  hard- 
headed  skepticism  when  he  exam- 
ines the  arms-control  process. 

The  most  harrowing  part  of  the 
book  is  Fallows'  chilling  account  of 
the  Army  bureaucracy's  sabotaging 
the  M16  rifle  with  gratuitous  modi- 
fications that  made  the  weapon  jam 
during  combat.  Why  this  murderous 
meddling?  Because  Army  Ordnance 
was  annoyed  that  the  rifle  had  origi- 
nated outside  their  channels. 

Too  bad  Defense  Secretary  Wein- 
berger hasn't  learned  some  of  the 
truths  in  this  book:  "If  there  is  any 
compelling  lesson  from  the  history 
of  combat,  it  is  its  fundamental  un- 
predictability. Yet,  the  constant 
temptation  in  defense  planning  is  to 
try  to  predict  the  future  with  mi- 
nute precision  and  then  make  pi. ins 
based  on  these  predictions.  .  .  .  The 
truly  urgent  military  questions  have 
little  to  do  with  how  much  money 
we  spend.  More  money  for  defense, 
without  a  change  in  the  underlying 
patterns  of  spending,  will  not  make 
us  more  secure  and  may  even  leave 
the  U.S.  in  a  more  vulnerable  posi- 
tion than  before." 
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Other  Comments 

Often  comments  hy  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind. -MSI- 


Antis  Cause  the  Need 

The  true  vulnerability  of  the  West 
still  lies  where  it  always  has,  in  the 
field  of  conventional  armaments. 
The  likelihood  of  the  Soviet  Union 
believing  that  they  could  launch  a 
nuclear  attack  on  Europe  without 
suffering  instant  retaliation  is,  by 
any  standards,  utterly  remote.  So 
long  as  the  conventional  balance  re- 
mains so  uneven,  the  Western  strat- 
egy of  relying  on  the  first  use  of 
nuclear  weapons  to  defend  ourselves 
is  not  only  morally  dubious  but  po- 
litically and  militarily  incredible.  But 
the  responsibility  for  this  strategy 
does  not  lie  with  the  U.S.  It  lies 
with  the  governments  and  peoples  of 
Western  Europe  who  have,  for  the 
last  thirty  years,  refused  to  take  the 
necessary  measures  to  provide  for 
their  own  conventional  defense. 
— Oxford  Professor  Michael  Howard, 
in  a  letter  to  the  London  Times, 
The  New  York  Review  of  Books 

Fixed  for  Life 

Enrollment  at  post-high-school 
technical  institutes  is  up  68%  since 
1972,  says  the  American  Vocational 
Association.  During  the  same  period, 
higher-education  enrollment  in- 
creased 22%,  with  only  two  percent- 
age points  of  that  growth  coming  in 
the  last  two  years.  "Students  are  much 
more  job-oriented  now,  and  technical 
skills  are  where  the  jobs  are,"  says 
Gene  Bottoms,  the  association's  direc- 
tor. He  cites  demand  in  the  health, 
mechanical  maintenance  and  comput- 
er fields.  At  the  State  Technical  Insti- 


tute, Memphis,  Tenn.,  enrollment  is 
6,000,  up  from  300  in  1968.  The  place- 
ment rate  is  over  90%  and  the  average- 
starting  salary  is  $13,300. 

— Wall  Street  fournal 

"Nothing,"  Said  In  9  Words 

"A  Talent  for  Murder" — this  play  is 
one  big  piece  of  Swiss  cheese,  minus 
the  cheese. 

— Walter  Kerr,  New  York  Times 

Why  U.S.  Cars  Cost  More 

In  Japan,  the  workers  get  10  min- 
utes a  day  of  relief  time;  in  the  U.S., 
46  minutes.  Absenteeism  costs  us  $1 
billion  a  year.  Would  you  believe  that 
with  all  the  great  strides  made  in 
medicine  in  the  U.S.,  the  General  Mo- 
tors worker  is  now  50%  sicker  than 
ten  years  ago,  measured  in  days  off  for 
sickness?  Take  the  number  of  days  off 
each  year — paid  holidays,  bereave- 
ment pay,  paid  absence  allowances, 
excess  vacations.  I  think  we  can  cut 
back  on  that.  The  question  is:  Do  you 
want  a  job? 

—Roger  Smith,  CEO, 
General  Motors, 
U.S.  News  &>  World  Report 

Wanna  Catch  a  Man? 

Want  an  almost  infallible  way  of 
meeting  new  men?  Get  a  prop — some 
everyday  item  you  can  carry  or  wear 
to  intentionally  attract  a  man's  atten- 
tion and  provoke  him  to  speak  to 
you.  .  .  .  Carrying  Sports  Illustrated, 
Forbes,  Popular  Mechanics  will  al- 


most always  attract  a  man's  atten- 
tion. And,  he  may  just  ask  you  to 
lunch  to  discuss  a  cover  story. 

— Mara  Lynn  Shaw,  EveryWoman 
*  *  * 

Here  are  some  ideas  for  organizing  a 
dinner  party.  ...  A  couple  of  days  be- 
fore the  big  bash,  go  out  and  buy  per- 
ishable foods  and  flowers.  Buy  a  copy 
of  the  New  Yorker,  Forbes,  Town  &) 
Country  and  Art  News  to  strategical- 
ly scatter  around  the  house. 

— Kevin  W.  Weaks, 
St.  Louis  Post-Dispatch 


Often  it  seems  a  pity  that 
Noah  and  his  party  didn't 
miss  the  boat. 

— Mark  Twain 


Prime  Legal  Advice 

Any  book  which  has  as  major  objec- 
tive helping  you  help  yourself,  fight- 
ing back,  getting  what  you  deserve, 
should  include  a  discussion  of  how  to 
protect  yourself  against  lawyers,  espe- 
cially your  own. 

— Roy  Cohn,  How  to  Stand  Up 
for  Your  Rights  and  Win! 

Buying  or  Renting 

Hirsch's  service,  whimsically  called 
the  Godmothers,  brings  couples  with 
similar  fantasies  together  in  the  hope 
that  they  will  become  each  other's 
realities.  ...  Of  the  1,200  hopeful 
hearts  who  have  at  some  point  regis- 
tered .  .  .  numbers  have  had  fairy-tale 
flings.  No  one  has  as  yet  tied  the  legal 
knot,  however.  "Marriage  is  a  whole 
different  ball  game,"  says  the  sultry 
Abby  Hirsch,  who  has  been  married 
once.  "It's  the  difference  between 
buying  and  renting." 

— Linda  Bird  Francke,  New  York 

Fingering  Futility 

Twice  this  year  my  tape  deck  has 
been  stolen  [from  my  Volkswagen 
Rabbit).  The  L.A.  police  told  me  my 
car  would  have  to  be  checked  by  the 
Fingerprint  Unit.  I  asked  how  long  the 
fingerprint  process  would  take,-  the 
fingerprint  man  looked  stricken.  "Do 
you  really  want  me  to  do  it?  You've 
got  such  a  pretty  little  car.  Once  you 
get  that  powder  on  the  dashboard  and 
the  upholstery,  you'll  never  get  it  off. 
What's  the  use  of  making  a  mess?  It's 
not  as  if  we  ever  catch  anybody." 

— "The  Talk  of  the  Town," 
The  New  Yorker 
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We're  first 

before  we  start. 


ficoh.  The  name  may  be  new  to  the  U.S.  copier  market,  but 
flcoh  is  no  newcomer  to  the  copier  industry. 

In  1975  Ricoh  had  already  attained  a  leadership  position 
i  copiers  by  becoming  the  first  copier  manufacturer  to  earn 
apan's  coveted  Deming  Prize  for  quality  control. 

Since  1977  Ricoh  has  led  its  industry  by  manufacturing  and 
>lacing  more  copiers  than  any  copier  company  worldwide.  Now  we  are 
itroducing  the  name  Ricoh  to  the  U.S.  with  the  FT  4700  and  FT6200  plain 
)aper  copiers— copiers  that  are  innovative,  cost-efficient  and  utterly  reliable. 

In  the  future  Ricoh  will 
continue  to  respond  to  your 
ever-increasing  demands 
for  reliable  office  equipment. 

Ricoh.  First  before  we 
start  and  always  a  winner 


i  1 

For  a  free  report 

The  Deming  Prize— "The  Quest  For  Higher  Quality" 

send  us  this  coupon  or  call  201-575-9550  ext.  308 

FB-2 


FT4700  and  FT6200  plain  paper  copiers 


Company 


Title 


•Vlii'i'  .' 


City 


State 


Zip  Tel 


RICOH 


We  respond. 

RICOH  OF  AMERICA,  INC.  20  Gloria  Lane,  Fairfield,  NJ  07006  (201 )  575-9550 


AVIS  BELIEVES 
TRYING  HARDER 
IS  SnilTHE  BEST  WAY 

TO  DO  BUSINESS. 


Trying  harder.  To  Avis  that  means  giving  you  the  service  you 
expect  and  deserve. 

The  Avis  maintenance  system  is  a  good  example.  Every  car  receives 
9  safety,  7  comfort  and  6  cleanliness  checks  before  you  drive  it  away.  The 
proof  is  on  every  mirror:  the  Avis  maintenance  checklist,  signed  by  the 
service  agent  who  personally  inspected  your  Avis  car. 

It's  that  kind  of  attention  to  detail  by  nearly  2,000  Avis  employees 
that  keeps  the  Avis  car  better  maintained  than  the  average  family  car. 


AVIS 


Avis  features  GM  cars  like  the 
Pontiac  Bonneville. 


For  reservations  and  (nil  details,  call  Avis  toll-free  at  800- i 51  - 1212.  Or  see  your  travel  consultant. 
Maintenance  procedures  mav  vary  at  certain  locations. 


ISX I  vis  Rent  \  tar  System.  Inc.,  Al 


What's  Ahead  for  Business 


Edited  By  Thomas  O'Donnell 


Money  markets  will 
be  less  crowded 
than  you  think 


The  decline  in  inflation 

is  having  a  strong 
effect  on  the  markets 


How  the  media 
distort  our  perception 
of  the  economy 


WHY  THE  DISASTER  SCENARIO  IS  WRONG 

Fears  that  federal  borrowing  will  crowd  out  private  borrowing  are 
greatly  exaggerated.  Yes,  federal  borrowing  will  be  heavy,  thanks  to  the 
widening  deficit.  But  offsetting  this  will  be  a  weakening  of  demand  for 
loans  from  the  private  sector. 

Indeed,  the  problem  will  be,  as  it  is  in  every  recession,  lack  of 
private  borrowing — something  that  stems  from  low  production,  rising 
unemployment  and  skimpy  consumer  spending.  Take  housing.  In 
recent  years  it  has  consumed  huge  amounts  of  credit  for  mortgages. 
But  even  if  mortgage  rates  drop  to  15%,  you  won't  see  any  real  new 
boom  in  housing.  So,  the  dollars  home  buyers  won't  be  borrowing  will 
be  available  to  Uncle  Sam  and  to  private  business. 

The  Treasury  is  expected  to  absorb  $39.6  billion  in  new  cash  during  the 
first  quarter  alone.  Big  as  it  is,  that  takedown  will  not  crowd  anybody 
out.  What  the  heavy  federal  borrowing  may  do,  however,  is  keep 
interest  rates  from  declining  as  fast  as  inflation. 

At  midyear,  the  economy  will  strengthen  as  the  recovery  begins. 
Consumers  will  lead  the  way  because  of  higher  Social  Security  payouts 
and  the  10%  cut  in  taxes,  effective  July  1.  But  the  recover/  will  be 
slower  than  previous  upturns,  so  the  credit  markets  will  not  be 
strained. 

Thus,  rates  will  not  rise  to  new  heights  and  the  doomsayers  will 
be  proven  wrong.  What  they  underestimate  is  the  effect  that  declining 
inflation  is  having  on  the  financial  markets.  The  prices  of  tangibles  are 
falling,  while  yields  on  financial  instruments  are  rising.  According  to 
the  Claremont  Economic  Institute,  every  percentage  point  drop  in  the 
permanent  inflation  rate  lures  $100  billion  out  of  such  former  hedges  as 
housing,  antiques  and  art,  transferring  it  into  more  productive  invest- 
ments like  stocks  and  bonds.  As  long  as  inflation  continues  to  fall, 
credit  supplies  will  grow  and  rates  will  not  shoot  up. 

The  Federal  Reserve,  however,  could  upset  the  apple  cart,  if  it  caves  in 
to  political  pressure  and  runs  the  printing  presses  overtime.  If  it  does 
so,  inflation  could  soar,  and  Henry  Kaufman's  forecast  that  "long-term 
rates  will  probably  be  threatening  their  1981  highs"  could  come 
uncomfortably  close  to  the  mark.  But  the  Fed  is  not  about  to  give  up 
the  inflation  fight.  Investors  have  not  yet  grasped  that  simple  fact. 

One  problem  is  that  the  news  media  have  waded  into  economic 
coverage  without  really  grasping  the  subject.  The  result  is  what  might 
be  called  Personality  Economics:  Henry  Kaufman,  a  brilliant  man  with 
an  excellent  record  for  forecasting,  is  turned  into  a  cult  figure.  But  he 
isn't  infallible.  Last  year  he  missed  the  fourth-quarter  recession  and 
foresaw  no  decline  in  inflation,  which,  according  to  the  Consumer 
Price  Index,  fell  during  the  year,  from  13%  to  8.5%.  But  instead  of 
weighing  Kaufman's  views,  the  media  simply  trumpets  them.  And  one 
point  of  view  gets  disproportionate  coverage.  The  disaster  scenario  is 
overblown.  Look  for  a  continued  decline  in  the  inflation  rate  and 
smaller  declines  in  both  long-  and  short-term  interest  rates. 


The  Forbes  Index 


Forbes  Index 
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Another  sinking  spell.  As  expected,  the  Forbes  Index 
fell  once  again.  The  slide,  however,  was  narrower  than  the 
previous  downturn.  And  there  are  indications  that  the 
recession  may  be  nearing  its  bottom.  One  indication  is 
that  unemployment  claims  rose  another  1.1%,  to  the 
highest  level  since  mid- 1980.  Another  is  that  inventories 


increased  by  only  0.2%.  On  the  credit  front,  consumers 
boosted  their  debt  loads  by  4.7%,  while  repaying  only  2% 
of  their  borrowings.  The  severity  of  the  decline  was  also 
lessened  by  a  1.7%  gain  in  manufacturers'  new  orders. 

The  recession  continues  to  wear  on.  Take  heart,  howev- 
er: Optimists  predict  the  recovery  will  begin  by  midyear. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U  S  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right 
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Manufacturers  new  orders  and  Inventories 

(Sbillions)  seasonally  adjusted  (Dept.  of  Commerce) 
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Retail  store  sales  (Sbillions) 

seasonally  adjusted  (Dept.  of  Commerce) 
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THE  COMPUTER 

AND 

COMMUNICATIONS 

COMPANY, 

sharpens  your  edge  with  automation. 


3M 
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Personal  computers, 
word  and  data  proc- 
essors, facsimile  termi- 
nals, electronic  mail,  the 
private  business  satellite 
system,  teleconference — 
all  are  rapidly  taking  hold 
in  the  office,  boosting 
productivity  and  profits 
to  record  levels.  Based 
on  advanced  technolo- 
gies such  as  those  used 
to  develop  giant  comput- 
ers and  fiber  optic  com- 
munication systems, 
NEC  offers  a  fully 
integrated  line  of  office 
systems  and  equipment 
serving  business  in  every 
conceivable  application. 
After  all,  we've  been 
contributing  to  it  for  over 
80  years. 

Another  reason  why 
NEC  has  earned  the 
trust  of  customers  the 
world  over. 


NEC 

Nippon  Electric  Co  Ltd 

PO  Box  1,  Takanawa.  Tokyo,  Japan 


THREE  YEARS  IN  A  R01 
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There  are  dozens  and  dozens 
of  airlines  in  this  country 
and  around  the  world  who 
want  you  to  fly  with  them. 

That's  a  lot  of  competition. 

Even  so,  for  the  third  year 
in  a  row,  more  passengers 
have  flown  Eastern  than 


any  other  airline  in  the  free 
world. 

That's  right,  Eastern. 

Why? 

It's  us,  the  people  of 
Eastern. 

We  know  you  may  fly  an 
airline  once  because  you 


have  to.  But  you  won't  cor 
back  unless  you're  treated 
right. 

So,  we  have  one  very  cli 
goal:  We're  going  to  take  d 
of  you  better  than  any  oth 
airline,  anywhere. 

If  you've  helped  make  u 


t  again! 


HERICA'S  FAVORITE  WAY  TO  FLY. 


nerica's  favorite  way  to  fly, 
;  thank  you.  If  you  haven't 
wn  Eastern  recently,  give 
a  try. 

We  ll  show  you  that  we 
illy  do  earn  our  wings, 
ery  day. 

)82  Eastern  Air  Lines,  Inc. 


America's  favorite  way  to  fly 


Audi  4000S  Diesel  5-speed  $1 1 , 510  si 
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•d  retail  price,  P.O.  E.  Add  transp.,  local 


.dealer  delivery  charges.  Photographed  in  Weikersheim,  West  Germany.  ©  1981  Porsche  Audi., 


/JfP^  Considering  the  worrisome 
energy-supply  problem,  this 
good  news  from  Ingolstadt,  Bavaria 
comes  not  a  moment  too  soon. 

The  impressive  EPA  fuel  efficiency 
figures  for  Audi's  new  4000  Diesel  sedan 
are,  indeed,  heartwarming: 

EPA  estimated  |Th)  mpg  and  52 
mated  highway. 

This  Diesel  sports  sedan  provides  high 
efficiency  because  of  the  intelligent 


engineering  we  build  into  every  Audi. 

The  4000  has  an  aerodynamic  body, 
with  a  low,  wind-resistant  drag 
coefficient. 

It  has  a  sophisticated  front-wheel 
drive  system  and  torsion-crank  rear  axle 
for  outstanding  roadworthiness. 

And  while  the  4000  Diesel  has  a  very 
comfortable  interior,  there's  nothing 
superfluous  about  it. 

The  raison  d'etre  of  any  diesel  sedan 


is,  inevitably,  to  be  fuel  efficient. 

But  to  be  an  Audi  4000  Diesel,  is  to  be 
a  refined  car  that's  also  fun  to  drive. 

For  your  nearest  Porsche  Audi  dealer 
call  toll  free  (800)  447-4700.  In  Illinois 
(800) 322-4400. 

*Use  "estimated  mpg"  for  compari- 
son. Mileage  varies  with  speed,  trip 
length,  weather.  Actual  highway  mile- 
age will  probably  be  less. 

PORSCHE  AUDI 


Audi:  the  art  of  engineering. 


Forbes 


Is  the  free-enterprise  Reagan  Administra- 
tion going  soft  on  an  Old  World  cartel? 

Collusion  on  the 
North  Atlantic 


A  yawning  departure  lounge  at  Kennedy  Ahport  last  month 
Is  this  the  opposite  of  free  competition  at  its  best? 
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By  Lawrence  Minard 

Say  what  you  will  about  former 
President  Jimmy  Carter,  he  did 
deregulate  the  airlines,  their 
North  Atlantic  routes  in  particular. 
You  can  currently  fly  New  York-Lon- 
don on  Pan  Am  for  a  regularly  sched- 
uled economy  fare  of  $682  round  trip. 
That  is  nearly  $100  less  than  in  1975, 
a  reduction  of  maybe  50%  in  constant 
dollars. 

For  the  common  man  such  dereg- 
ulation has  been  a  bonanza,  an  un- 
precedented chance  to  see  the  world. 
But  for  airlines  it  has  been  a  disaster. 
Since  1978  the  46  carriers,  10  of  them 
American,  plying  the  North  Atlantic 
have  lost  an  aggregate  $1.9  billion  on 
these  routes.  This  despite  steadily  in- 
creasing passenger  loads.  Last  year 
alone  the  lines  lost  over  $650  million. 
Compare  that  with  the  $2.1  billion  all 
the  major  world  airlines  lost  on  all 
their  routes  last  year.  With  excess  ca- 
pacity equivalent  to  50  jumbo  jets 
crossing  the  North  Atlantic  every  day, 
even  efficient  Delta  is  losing  money 
on  the  routes. 

The  traditional  solution  to  such 
problems  in  Europe  is  a  good  cartel  to 
prop  up  prices  and  mop  up  excess  ca- 
pacity. Surprisingly,  the  Reagan  Ad- 
ministration seems  to  agree. 

In  a  recent  series  of  meetings  in  the 
U.S.  and  Europe,  Civil  Aeronautics 
Board  staffers  have  let  their  European 
counterparts  know  that,  for  a  price, 
the  U.S.  will  drop  the  Carter  Adminis- 
tration's vehement  objections  to  the 
air-fare  price-fixing  taking  place  be- 
hind the  closed  doors  of  the  Geneva- 
based  International  Air  Transport  As- 
sociation. Says  Mark  Kahan,  a  CAB 
associate  director  and  participant  in 
the  negotiations:  "What  we  [the  CAB] 
are  saying  is  that  the  carriers,  sitting 
together  within  LATA,  could  attempt 
to  fix  prices  and  set  a  floor,  and  they 
would  not  be  prosecuted  by  the  Justice 
Department  if  they  tried  to  do  that." 

This  is  an  important  change  from 
the  Carter  Administration,  which  did 
everything  it  could  to  smash  the 
IATA  cartel.  On  June  9,  1978  Carter's 
CAB  threatened  every  IATA-member 
U.S.  carrier  with  prosecution  by  can- 
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celing  the  carriers'  long-standing  anti- 
trust immunity.  The  immediate  ef- 
fect was  to  force  all  U.S.  carriers  out  of 
IATA's  price-fixing  conferences.  With 
the  Americans  out  and  Freddie 
Laker's  Skytrain  undercutting  the 
market,  prices  on  the  North  Atlantic 
fell  when  they  should  have  risen  to 
cover  rising  costs.  British  Airways' 
round-trip  New  York-London  econo- 
my fare,  for  example,  remained  a  flat 
$764  from  1975  to  1979.  After  climb- 
ing above  $1, 100  last  year,  it  has  since 
dropped  back  below  $700  to  meet  Pan 
Am's  new  fares.  The  average  load  fac- 
tor on  North  Atlantic  runs  has  in- 
creased steadily  from  50%  in  1971  to 
65%  now.  But  the  carrier's  break- 
even load  factor  has  climbed  faster,  to 
an  average  of  around  80% . 

Isn't  this  free  competition  at  its 
best — low  prices  for  consumers,  prof- 
its only  for  the  efficient  producers? 

No,  declares  Adam  Thomson,  the 
respected  chairman  of  privately 
owned  British  Caledonian  Airways. 
"It  is  the  opposite  of  free  competition 
at  its  best.  In  a  free  market  the  most 
efficient  carrier  survives.  But  here, 
the  carriers  that  will  survive  are  the 
ones  that  are  owned  by  governments. 
They  can  lose  money  until  the  cows 
come  home." 

Thomson  and  other  carriers'  ex- 
ecutives (including,  says  Thomson, 
IATA's  arch-antagonist  Sir  Freddie 
Laker)  would  like  to  bring  back 
some  order  to  the  chaotic  North  At- 
lantic market  by  reconstituting  the 
LATA  price-fixing  conferences.  But 
to  do  that  requires  the  consent  of 
the  U.S.  government.  This  is  where 
the  Reagan  Administration  has  been 
playing  along  with  the  Europeans.  It 
has  repeatedly  extended  the  deadline 
for  carriers  to  meet  the  1978  order 
that  would  force  them  to  "show 
cause"  why  they  shouldn't  be  open 
to  prosecution.  Most  recently,  the 
CAB,  on  fan.  8,  put  off  that  deadline 
to  late  March. 

Encouraged,  U.S.  carriers  have  cau- 
tiously returned  to  IATA's  table,  with 
Pan  Am  and  TWA  participating  in  the 
December  fare  talks  and  attending, 
along  with  Braniff,  IATA's  January 
meeting. 

But  the  Reaganites  are  demanding  a 
price.  To  get  immunity  for  carriers, 
the  European  governments  must 
agree  to  the  CAE's  so-called  zones  of 
reasonableness  proposal,  a  draft  of 
which  was  sprung  on  the  Europeans 
in  Pans  in  December.  CAB's  Mark 
Kahan  explains:  "We  are  seeking  pric- 
ing flexibility  from  governments  so 
that  governments  will  not  interfere 
with  our  carriers  within  certain  zones 
of    [fare]    reasonableness,  notwith- 


standing any  rights  they  may  now 
have  to  do  so  [to  interfere)." 

The  CAB's  zones  of  reasonableness 
proposal  is  complex,  but  basically  it 
would  create  reference  prices,  based  on 
1979  fares  written  up  for  inflation,  for 
five  fare  classes  (first  class  down  to 
super  discount)  for  all  U.S. -European 
routes.  Then  amounts  by  which  indi- 
vidual carriers  could  deviate  above  or 
below  the  reference  fare — the  zones  of 
reasonableness — wouldbeestablished. 

Take  an  example.  Suppose  the  New 
York-Rome  regular  round-trip  econo- 
my reference  fare  was  set  at  $600.  The 
CAB  proposes  having  permissible  de- 
viations of  20%  above  and  below  that 
fare,  a  zone  of  reasonableness  from 
$480  to  $720. 

Now  suppose  Pan  Am  wants  to  intro- 
duce a  new  New  York-Rome  fare  of 
$500.  Under  current  rules,  the  Italian 
government  has  the  right  to  veto  the 
new  fare,  and  would  probably  do  so  if  it 
thought  Alitalia's  interests  were 
threatened.  But  under  zones  of  reason- 
ableness, Pan  Am's  $500  fare  would 
automatically  be  approved.  If  Pan  Am 
wanted  to  introduce  a  fare  outside  the 
zone,  the  old  rules — Italian  veto  pow- 


er— would  most  likely  apply. 

As  the  example  demonstrates,  the 
wider  the  zones,  the  more  regulatory 
power  the  governments  would  be  giv- 
ing up.  The  CAB  wants  to  have  wide 
zones,  the  Europeans  want  narrow 
ones.  Such  details  are  being  ham- 
mered out  in  negotiations. 

And  if  the  European  governments 
don't  go  along?  Then  there  will  be  no 
return  to  stable  fares,  the  U.S.  "show 
cause"  order  will  take  effect  and  good- 
bye LATA  cartel. 

British  Airways'  general  manager- 
western  division,  O.C.  (Ossie)  Coch- 
rane, expects  agreement  to  be  reached. 
He  believes  North  Atlantic  fares  will 
rise  by  around  15%,  mostly  on  bargain 
classes,  in  time  for  the  summer  high 
season  beginning  in  May. 

Why  is  the  free-enterprise  Reagan 
Administration  going  along  on  this 
kind  of  price-fixing?  U.S.  airlines, 
bleeding  red  ink  and  lacking  govern- 
ment support,  would  eventually  have 
to  surrender  the  market  to  the  state- 
owned  airlines  of  Europe.  And — de- 
pend on  it — that  would  not  be  to  the 
long-term  benefit  of  purse-conscious 
travelers.  ■ 


Few  people  understand  the  stock  loan 
business.  But  it  can  be  one  of  the  most 
profitable  games  on  Wall  Street. 


The  slower 
the  better 


By  Richard  L.  Stern 
with  Laura  Saunders 


It  is  lunchtime  at  a  restaurant 
near  the  docks  of  lower  Manhat- 
tan, a  hangout  for  some  of  Wall 
Street's  least-known  entrepreneurs.  A 
well-dressed  man  puts  a  hundred-dol- 
lar bill  on  the  bar  to  pay  for  two 
drinks.  His  companion  casually  leans 
toward  the  bar,  picking  up  the  change. 

This  is  neither  the  filming  of  a 
gangster  movie  nor  an  underworld 
rendezvous.  But  make  no  mistake.  It 
is  a  bribe,  an  all-too-common  occur- 
rence these  days  in  one  of  the  broker- 


age industry's  backwaters — stock 
loans.  Payoffs  amount  to  thousands  in 
cash,  cars,  prostitutes  or  trips  to  Las 
Vegas  as  unscrupulous  finders  and 
backroffice  employees  jockey  in  this 
increasingly  competitive  business. 

The  scandal  is  no  deep,  dark  secret, 
either.  The  Securities  &.  Exchange 
Commission  is  currently  conducting 
a  major  probe  of  embezzlement  by 
employees  of  several  major  brokerage 
firms.  The  amounts  of  money  in- 
volved? "Very,  very  big,"  says  a  source 
close  to  the  investigation. 

To  understand  the  potential  for  un- 
der-the-table dealing,  you  need  to 
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know  something  about  the  messy  pa- 
perwork that  is  Wall  Street's  curse. 
When  a  customer  sells  a  stock,  NYSE 
rules  say  he  must  present  his  certifi- 
cates within  five  business  days.  But 
suppose  that  doesn't  happen — he's  on 
vacation,  the  securities  are  locked  in  a 
Swiss  vault  or  they  simply  get  lost. 
Brokers  say  such  "fails  to  deliver"  oc- 
cur in  under  1%  of  all  transactions, 
but  they  provide  an  open,  aboveboard 
opportunity  for  the  securities  industry 
to  work  a  neat  little  game. 

"Firms  don't  want  people  to  deliver 
certificates  on  time,"  explains  Robert 
Spira,  president  of  small,  New  York- 
based  Haas  Securities.  Here's  why. 
When  a  Haas  customer  fails  to  deliver 
1,000  shares  of  AT&T  that  have  been 
sold  to,  say,  a  Bache  customer  for 
$60,000,  Haas  goes  to  another  firm  for 
help.  Merrill  Lynch,  for  example,  is 
certain  to  have  1,000  shares  of  AT&T 
that  a  customer  is  buying  on  margin 
and  are  thus  legally  lendable.  Haas 
borrows  these  shares  from  Merrill,  de- 
livers them  to  Bache  and  passes  the 
$60,000  along  to  Merrill.  When  the 
Haas  customer's  stock  arrives  it  goes 
to  Merrill,  which  returns  the  $60,000 
to  Haas  for  payment. 

The  beauty  of  it  is  that  during  the 
days,  weeks  or  months  before  delivery 
Merrill  has  the  use  of  the  $60,000;  the 
Haas  customer  doesn't  get  the  money 
until  he  coughs  up  his  stock.  Typical- 
ly, the  firm  lends  the  funds  to  a  mar- 
gin customer  at  the  broker's  call 
rate — now  about  13V2%.  To  get  that 
free  money  to  lend  out,  Merrill  is  will- 
ing to  pass  part  of  the  interest  earned 
back  to  Haas.  This  split  is  particularly 
generous  if  the  stock— like  AT&T — is 
widely  held  and  readily  available  for 
lending.  In  fact,  the  size  of  these  re- 
bates is  increasing  as  more  stock  lend- 
ers enter  the  business.  Haas,  for  ex- 
ample, could  probably  get  80%  of  the 
earnings  on  its  AT&T  deal  with  Mer- 
rill, up  from  60%  last  year.  The  bot- 
tom line:  If  delivery  is  one  month  late, 
Haas  may  earn  an  extra  $540  in  addi- 
tion to  its  $550  in  commissions. 

Short  sales  create  even  more  oppor- 
tunity for  brokers  to  borrow.  Why? 
Because  in  going  short,  customers  are 
selling  stock  they  don't  own. 

Add  it  all  up  and  the  income  is  over 
$100  million  annually  for  the  entire 
securities  industry — about  4%  of  pre- 
tax profits  at  many  firms — and  sur- 
prisingly big  bucks  from  an  arcane 
specialty  that  is  poorly  understood, 
even  by  many  senior  executives. 

It  is  a  legitimate  business,  but  here 
is  where  the  crookery  comes  in:  Bo- 
gus transactions  can  be  created  just  to 
generate  illegal  stock  loan  income. 
One  brokerage  firm  executive  became 


Making  something  out  of  nothing 


The  stock  loan  business  brings  in  nearly  $100  million  a  year  for  Wall 
Street  firms.  Here's  a  step-by-step  guide  to  this  often  murky  backwater. 


1.  Broker  A's  customer  sells  1,000  shares  of  XYZ  Corp.  for 
$60,000  and  fails  to  deliver  his  certificates. 


2.  Broker  A  borrows  stock  from  Broker  B,  completes  transac- 
tion and  gives  $60,000  to  Broker  B  as  security. 


3.  Broker  B  invests  the  $60,000— currently  at  13V2%— and 
agrees  to  split  interest  income  with  Broker  A. 


4.  One  month  later,  customer  delivers  stock  certificates  to 
Broker  A  and  collects  the  $60,000  due  him. 


5.  The  payoff:  The  Brokers  divide  $675  in  interest  income. 


suspicious  when  a  credit  check 
showed  heavy  spending  by  his  stock 
loan  director.  A  new  computer  soon 
revealed  that  the  employee  had  been 
borrowing  stock  his  firm  didn't  need. 
He  funneled  the  certificates  outside 
and  pocketed  a  share  of  the  rebates. 

The  former  vice  president  of  a  bro- 
kerage firm  with  an  overseas  clientele 
saw  another  stock  loan  scam  up  close. 
He  didn't  realize  the  potential  for 
profits,  and  his  back-office  boss  was 
splitting  rebates  with  a  finder,  one  of 
the  middlemen  who  frequent  restau- 
rants like  the  Captain's  Ketch  and 
Gerardi's  and  act  as  agents  for  lenders 
and  borrowers.  "I  suddenly  under- 
stood," says  this  chastened  executive, 
"why  this  guy  who  was  making  only 
$18,000  a  year  belonged  to  a  country 
club  that  was  too  expensive  for  me." 

Another  insider,  a  former  stock 
loan  manager  now  banned  from  the 
industry,  says  payoffs  are  rampant. 
"You  can  get  anything  you  want  if 
you  bring  enough  business,"  he  ex- 
plains. One  finder  firm  also  operates  a 
topless  bar  in  New  Jersey  and  another 
is  reportedly  owned  by  executives  at 
two  big  brokerage  houses;  they  funnel 
business  to  their  own  operation. 

In  an  effort  to  stay  clean,  some  large 
brokerage  firms  like  Merrill  and 
Drexel  Burnham,  which  do  large  lend- 


ing businesses,  refuse  to  deal  with 
finders.  On  the  other  hand,  they  are  in 
competition  with  them,  putting  bor- 
rowers in  touch  with  stock  they  can't 
supply  in-house.  Some  firms  have 
strict  rules  for  stock  loan  employees. 
"My  people  know  I'll  fire  them  if  I 
catch  them  at  certain  bars,"  says  the 
head  of  one  back  office. 

Even  with  the  dubious  practices,  in- 
stitutions are  catching  on  to  the  po- 
tential of  lending  their  stock.  Harvard 
University,  for  example,  has  had  its 
$1.72  billion  endowment  portfolio  on 
the  loan  market  for  eight  years  and 
now  earns  over  $1  million  annually. 
This  isn't  a  game  for  the  fainthearted, 
however:  In  1975  some  lenders  suf- 
fered hefty  losses  when  TP.  Richard- 
son, a  West  Coast  brokerage  firm  that 
had  borrowed  heavily  to  sell  short, 
went  bankrupt. 

Despite  that  experience,  other  in- 
stitutions are  gearing  up  to  lend  stock. 
Last  year  pension  funds  got  regulatory 
approval  to  get  into  the  business.  The 
more  legitimate  the  competition,  the 
harder — and  costlier — it  will  be  to  ar- 
range sweetheart  deals.  On  the  other 
hand,  the  con  men  may  just  get  new 
employers.  Two  stock  loan  staffers 
who  were  fired  by  Wall  Street  firms 
reportedly  are  now  plying  their  trade 
at  major  New  York  banks.  ■ 


Utility  holding  companies  are  urging 
changes  in  the  1930s  legislation  that  re- 
formed them.  Why?  They  want,  like  every- 
one else,  to  make  acquisitions. 

Fighting 
Insult's  ghost 


By  Allan  Dodds  Frank 


T|  he  nation's  major  multistate 
natural  gas  and  electric  utility 
holding  companies  want  to  get 
out  from  under  the  regulations  of  the 
Public  Utility  Holding  Company  Act 
of  1935,  which  restricts  their  ability 
to  diversify  into  unrelated  businesses. 
And  the  chief  administrator  of  that 
law,  Chairman  John  S.R.  Shad  of  the 
Securities  &  Exchange  Commission, 
is  supporting  them.  "Continued  feder- 
al regulation  of  utility  holding  compa- 
nies is  unnecessary  and  obsolete," 
Shad  told  a  Senate  subcommittee  last 
December. 

The  changes  being  proposed 
in  a  law  that  once  was  a  corner- 
stone of  utility  regulation  would 
affect  only  a  dozen  holding  com- 
panies. But  they  are  all  large 
companies,  representing  20%  of 
U.S.  electric  output  and  10%  of 
natural  gas  distribution. 

The  electric  utilities  involved, 
with  total  sales  of  more  than 
$13.7  billion  in  1980,  are  Alle- 
gheny Power  System,  Inc., 
American  Electric  Power  Co., 
Inc.,  Central  &  Southwest 
Corp.,  Eastern  Utilities  Asso- 
ciates, General  Public  Utilities 
Corp.,  Middle  South  Utilities, 
Inc.,  New  England  Electric  Sys- 
tem, Northeast  Utilities,  and 
Southern  Co.  Gas  companies 
are  Consolidated  Natural  Gas 
Co.,  Columbia  Gas  System,  Inc. 
and  National  Fuel  Gas  Co.,  with 
combined  sales  of  $5.3  billion. 

The  companies  have  been 
quietly  agitating  for  amend- 
ments to  the  act  that  would  re- 
lax SEC  control  over  financing 
arrangements,  permit  diversifi- 
cation into  unrelated  industries 


and  allow  outside  directors  to  be  se- 
lected from  financial  institutions 
dealing  with  utilities. 

The  SEC  chairman  agrees  with  the 
holding  companies  that  the  provision 
requiring  SEC  approval  of  financing, 
security  and  acquisition  agreements 
improperly  "involves  the  commission 
very  deeply  in  the  substance  of  funda- 
mental management  decisions." 

So  what  is  at  issue?  The  legacy  of 
Chicago  electric  company  baron  Sam- 
uel Insull.  The  1935  act  is  part  of  the 
political  fallout  from  the  collapse  of 
Insull's  paper  empire.  Inflating  stock 
values  by  piling  tier  upon  tier  of  mid- 
dle-level companies,  siphoning  off  ser- 


Samui 
If  the 


7  Insull  before  the  fall 

utility  act  vanishes,  will  he  return? 


vice  fees  and  generating  capital  from 
higher-level  debt,  Insull  parlayed  his 
personal  worth  of  perhaps  $5  million 
in  1928  to  more  than  $150  million  by 
1930,  before  New  York  bankers,  led 
by  the  House  of  Morgan,  wrested  con- 
trol from  him  and  forced  collapse  of 
the  $3  billion  empire.  Insull,  first  fa- 
mous as  Thomas  A.  Edison's  personal 
secretary,  died  nearly  broke  in  Paris  in 
1938  after  moving  there  to  escape  the 
distasteful  aftermath  of  his  acquittal  in 
several  trials  for  mail  fraud  and  other 
stock  manipulation-related  counts. 

In  administering  the  1935  act,  the 
SEC  has  kept  the  holding  companies 
limited  to  one  integrated  public  utility 
system  and  related  businesses.  But 
through  various  forms  of  reorganiza- 
tion, more  than  100  utilities  have  man- 
aged to  escape  the  purview  of  the  hold- 
ing company  act.  And  many  of  those 
utilities  have  diversified  broadly,  with 
more  than  30  companies  engaged  in 
real  estate  development  and  7  involved 
in  aquaculture  projects,  according  to  an 
Edison  Electric  Institute  study. 

In  short,  say  supporters  of  the  hold- 
ing companies'  position,  the  act  is  now 
academic.  Shad  agrees  that  increased 
federal  and  state  regulation  of  both  util- 
ities and  securities  have  forever  rel- 
egated Insull-type  operators  to  history. 

There  are  skeptics.  Washington  en- 
ergy lawyer  John  B.  O'Sullivan,  a  for- 
mer counsel  for  the  Federal  Energy 
Regulatory  Commission,  believes 
utilities  cannot  afford  experi- 
ments in  diversity.  "Let's  face 
it,"  says  O'Sullivan,  "entrepre- 
neurs did  not  go  to  utilities." 
Repeal,  he  says,  would  leave 
state  and  federal  governments 
"lacking  the  authority  to  stop 
the  utilities  from  doing  some- 
thing foolish." 

Another  doubter  is  Solomon 
Freedman,  former  chief  of  cor- 
porate regulation  at  the  SEC, 
who  wonders  why  the  compa- 
nies want  reform  or  repeal. 

He  notes  that  while  SEC  ap- 
proval of  major  financial  moves 
may  diminish  financial  flexibil- 
ity, it  also  provides  protection 
against  takeover  and  virtually 
immunizes  management  from 
lawsuits. 

But  given  the  Reagan  Admin- 
istration's desire  to  promote 
deregulation,  Shad  seems  likely 
to  carry  the  day  in  prompting 
some  congressional  action.  And 
the  utility  holding  companies, 
for  good  or  ill,  will  be  able  to 
bid  for  the  latest  fashions  in 
acquisitions.  ■ 
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Harry  Smith's  shrewd  moves  have  made 
Big  Three  a  consistent  growth  company. 
Can  it  continue,  and  can  he? 


One  man's 
masterpiece 


By  Anne  Bagamery 


The  Heights  is  a  seedy  industri- 
al section  of  northwest  Hous- 
ton that  harbors  urban  pioneers, 
dilapidated  wooden  warehouses  and  a 
blue-collar  bar  called  the  Transient 
Inn.  It  is  also  home  to  the  only  Frank 
Lloyd  Wright-designed  commercial 
building  in  Texas — a  four-story  sand- 
stone box  surrounded  by  weed-ridden 
fields.  This  landmark,  which  Wright's 
student  Karl  Kamrath  built  on  com- 
mission in  1975,  is  the  headquarters 
of  Big  Three  Industries,  an  $820  mil- 
lion (revenues)  company  that  consis- 
tently has  achieved  earnings  growth 
of  25%  and  returns  on  investment  of 
16%  by  making  shrewd  moves  in  in- 
dustrial gases,  oilfield  services  and 
welding  equipment. 

With  the  upsurge  in  oilfield  busi- 
ness— as  well  as  the  industrial  gas 
business  in  which  Big  Three  supplies 
the  booming  petrochemical  and  refin- 
ing industries  of  the  Gulf  Coast  near 
Houston — the  company  has  grown 
eightfold  in  sales  and  assets  and  ten- 
fold in  net  income  in  the  last  decade. 

But  times  are  changing,  recession  is 
quieting  the  pace  of  the  petrochemi- 
cal plants,  and  even  the  oil-service 
business  is  looking  to  slower  growth. 
Can  Big  Three  keep  up  the  torrid  pace 
of  the  last  decade? 

Harry  Smith,  Big  Three's  folksy,  70- 
year-old  chairman,  does  not  answer 
the  question  directly  but  smiles  as  he 
points  to  a  spot  less  than  50  yards 
from  his  office  window,  where  Big 
Three  laid  its  first  piece  of  oxygen 
pipe  30  years  ago.  "I  don't  like  us  to 
get  too  far  away  from  where  we  start- 
ed," he  says. 

Smith  is  talking  corporate  strategy, 
not  merely  real  estate.  He  then  gives  a 
visitor  a  little  history.  His  father,  a 


Big  Three's  Harry  Smith 
One  thing  led  to  another. 

railroad  worker  who  emigrated  from 
Germany,  founded  Big  Three  with 
two  partners  (hence  the  name)  in 
1920,  and  soon  began  distributing 
welding  equipment  in  Ft.  Worth  for 
the  Lincoln  Electric  Co.  of  Cleveland. 
Harry  Smith  joined  the  company  in 
1936  after  training  as  a  welder  and  a 
salesman,  and  started  edging  the  com- 
pany into  new  areas.  His  father  and 
brother,  Albert,  had  thought  there 
was  money  to  be  made  supplying  the 
oxygen  that  powered  the  acetylene 
welding  torches  they  were  selling,  so 
in  1934  Big  Three  built  its  first  oxy- 
gen plant  in  Houston.  Soon  Harry 
Smith  added  nitrogen  gas  to  the  pro- 
duction and  in  1951  built  a  pipeline 
network  to  deliver  the  gases.  In  1959 
an  oilman  named  A.K.  Smith  (no  rela- 
tion) came  to  him  with  a  plan  to  en- 
hance production  from  oil  wells  with 
nitrogen,-  Harry  Smith  liked  the  idea, 
and  NOWSCO  Services,  now  a  $100 
million  Big  Three  division,  was  born. 
Smith  later  had  trouble  lining  up 
enough  pipe  to  deliver  the  liquid  ni- 
trogen down  the  well,  so  when  Bowen 
Tools  Inc.,  one  of  his  pipe  suppliers, 
suggested  facetiously  that  Smith  buy 
them  out,  he  made  an  offer. 

Smith's  point  with  this  brief  histo- 
ry is  to  reveal  how  he  has  developed 


one  business  from  another.  Big  Three 
now  gets  roughly  half  its  revenues  and 
over  half  its  earnings  from  energy- 
related  operations,  and  through  its 
1,027  miles  of  pipeline  it  is  the  largest 
supplier  of  industrial  gases  to  the  pet- 
rochemical plants  that  line  the  Gulf 
Coast.  Even  though  those  plants  are 
cutting  production  at  present,  Smith 
has  protected  Big  Three  with  take-or- 
pay  contracts,  most  of  which  don't 
expire  until  1990. 

And  he's  still  at  it.  The  company 
gets  $160  million  a  year  in  welding 
equipment  sales,  but  Smith  is  proud  of 
Big  Three's  two-year-old  agreement 
to  supply  welding  arms  for  Cincinnati 
Milacron's  industrial  robots.  "It's  not 
a  huge  part  of  our  business  now,"  says 
Smith,  "but  there's  a  chance  for  tre- 
mendous growth. "  Having  complet- 
ed a  two-year,  $50  million  expansion 
of  the  gas  pipelines  and  construction 
of  oxygen  and  nitrogen  plants  in  Vic- 
toria and  LaPorte,  Tex.,  Smith  now  is 
committing  $300  million  over  the 
next  three  years  to  energy  services. 
He  plans  to  double  Bowen  Tool's 
Houston  plant  capacity  by  1984  and 
use  $100  million  for  NOWSCO's  re- 
search and  development. 

Sales  of  nitrogen,  in  great  demand 
for  squeezing  oil  out  of  porous  rock, 
are  projected  to  grow  at  nearly  13%  a 
year  through  1985  by  Smith  Barney, 
Harris  Upham  analyst  Fred  H.  Siemer. 
Cleaning  out  a  well  with  nitrogen  gas 
can  be  50%  cheaper  than  convention- 
al scrubbing.  That  is  why  Harry  Smith 
pumped  $30  million  into  expanding 
Big  Three's  nitrogen  capacity. 

He  doesn't  win  them  all,  though. 
Smith  still  laughs  to  recall  the  late 
1960s  when  an  Italian  inventor  con- 
vinced him  that  Big  Three  could 
make  a  bundle  by  licensing  gas  sta- 
tions to  fill  automobile  tires  with  ni- 
trogen gas  instead  of  air.  In  theory, 
nitrogen's  noncorrosive  properties 
would  make  tires  last  longer.  Smith 
invested  $1  million  in  licenses  and 
valves.  In  practice,  though,  the  valves 
leaked  and  customers  wouldn't  pay  $2 
a  tire  for  nitrogen  when  they  could  get 
free  air.  "That  didn't  do  much  for  our 
reputation,"  says  Smith. 

The  big  question  about  Big  Three  is 
not  how  long  can  the  company  grow 
but  how  long  will  Smith  keep  going? 
He  seems  annoyed  at  suggestions  he 
pick  a  successor.  "Look,  I'm  still  hav- 
ing fun  at  this,"  he  says.  "About  the 
only  other  thing  I  do  for  excitement  is 
play  golf  on  Saturday."  Poignantly,  he 
seems  to  shy  from  this  challenge  as  he 
has  shied  from  few  others  in  building 
an  outstanding  company.  ■ 


Data  Access  Systems  was  a  high-flying  com- 
puter company  until  the  world  found  out 
its  chief  execu  tive  was  a  crook. 

Confidence 
game 


By  Pamela  Sherrid 

Gerald  Ci<  (  ONi  is  a  pooi  Penn- 
sylvania boy  who  worked  his 
way  up  from  steel  mill  laborer 
to  become  a  millionaire  in  the  elec- 
tronics business.  Without  a  college  de- 
gree and  with  sometimes  faulty  gram- 
mar, Cicconi  cultivated  his  street- 
smart  image  as  chief  executive  of 
Data  Access  Systems,  Inc.,  a  leading 
independent  distributor  oi  computer 
terminals,  lie  loved  the  grand  gesture, 
like  passing  out  tickets  to  his  box  at 
the  Philadelphia  Flyers  hockey  games 
or  giving  a  secretary  money  to  buy 
roller  skates  tor  her  daughter.  "The 
lower  and  middle  guys  at  the  organi- 
zation worshiped  him,"  sa\s  a  former 
employee. 

Wall  Street  had  its  share  of  believ- 
ers, too.  Analysts  liked  Cicconi's 
crevvcut  and  his  passion  tor  jogging. 
During  the  two  years  after  he  sold  his 
sin. ill  sott  \\  .lie  I  n  in  in  I  )AS1  and  be 
gan  running  the  New  Icrsey-based 
company,  s.des  soared  from  $16.]  mil- 
lion to  $37.2  million.  Earnings  did 
even  better,  rising  from  $1.1  million 
in  1978  to  $5.1  million  in  1980.  DASI 
graduated  from  the  over-the-counter 
market  to  the  American  Exchange, 
and  its  stock  price  rocketed  from  $5 
to  over  $23  barely  one  year  ago. 

Failure,  however,  came  even  more 
quickly  and  spectacularly.  Last  Octo- 
ber Cicconi  was  convicted  of  trans- 
porting fraudulently  obtained  checks 
across  state  lines,  and  it  now  appears 
that  much  of  DASI's  recent  success 
was  simply  number-juggling.  The  SEC 
charges  that  earnings  have  been  over- 
stated by  $8.1  million,  and  the  com- 
pany is  the  subject  of  potentially  crip- 
pling litigation.  Its  stock  price  has  fall- 
en to  $4.25,  and  major  balance  sheet 
adjustments  are  coming.  Details  may 


Gerald  Cicconi  of  Data  Access 
An  avid  jogger,  he  ran  things  beau- 
tifully— until  the  law  moved  in. 


never  be  clear,  but  DASI's  downfall 
may  show  how  easy  it  is  to  siphon 
money  from  a  public  corporation — 
while  presenting  a  bold  image  ot  suc- 
cess to  the  outside  world. 

For  the  past  1 1  years  I  )AS1  has  been 
in  the  business  ot  buying  computer 
terminals  and  peripherals  and  selling 
or  leasing  equipment  to  customers 
that  included  ATisT,  Chase  Manhat- 
tan and  Prudential.  Cicconi  marketed 
aggressively  and  flamboyantly.  He 
gave  top  executives  Mercedes  450 
SELs.  Salesmen  got  smaller  Mercedes 
300  SDs,  while  the  service  staff  tooled 
around  in  flashy  Datsun  280  ZXs. 
"The  parking  lot  looked  like  a  damn 
ear  dealership,"  recalls  one  former 
employee. 

DASI  courted  investors  with  the 
same  flair.  Cicconi  talked  up  the 
firm's  potential  across  the  country. 
"Gerry  was  very  impressive  and  cer- 
tainly knew  the  industry,"  says  Wil- 


frid Wood,  a  portfolio  consultant  at 
Kidder  Peabody.  After  a  November 
1980  presentation  at  New  York's 
American  Stock  Exchange  Club, 
DASI's  stock  climbed  50%.  "Data  Ac- 
cess has  emerged  as  a  winner,"  Crun- 
tal  &  Co.'s  director  of  research  con- 
cluded in  his  newspaper  column. 

At  almost  the  same  time,  however, 
something  very  different  was  emerg- 
ing to  government  investigators.  The 
story  begins  in  March  1977,  when  a 
fire  destroyed  the  Mr.  Livingroom  fur- 
niture store  in  Marlton,  N.J.  A  mem- 
ber of  the  Angelo  Bruno  family,  rulers 
of  the  Philadephia  underworld,  went 
to  prison  as  a  result  of  this  blaze,  and 
an  informer  in  the  case  tipped  offi- 
cials toward  trouble  at  Video  Systems 
Corp.,  a  small  over-the-counter  soft- 
ware company  that  was  Cicconi's 
customer. 

Early  last  February,  DASI  officials 
were  still  actively  promoting  their 
stock — but  Cicconi  was  strangely  ab- 
sent. Two  weeks  later,  he  was  indict- 
ed for  $50,000  of  a  $500,000  theft  at 
Video  Systems,  which  went  bankrupt 
in  1978.  DASI's  board  doggedly  hung 
by  Cicconi,  but  investors  got  a  second 
surprise  in  June  when  the  company 
disclosed  an  SEC  investigation  with 
wider  implications. 

Touche  Ross,  the  company's  audi- 
tor, immediately  withdrew  approval 
of  DASI  financial  statements  for 
1978,  1979  and  1980,  saying  it  was 
the  victim  of  intentional  misrepre- 
sentation by  management.  The  ac- 
countants discovered  that  maior 
transactions  reported  as  sales  should 
have  been  treated  as  leases — an  old 
computer  industry  technique  tor 
boosting  earnings.  But  DASI  appar- 
ently carried  things  further.  The  com- 
pany was  using  its  leases  to  funnel 
revenues  to  a  tax  shelter  partnership 
that  included  Cicconi  and  other  key 
executives. 

An  SEC  complaint  spells  out  this 
scheme.  Since  1978,  it  says,  DASI  re- 
corded $27  million  in  sales  of  equip- 
ment subject  to  one-year  operating 
leases.  No  problem,  because  DASI 
really  sold  the  equipment  and  the 
leases.  DASI,  however,  didn't  tell  the 
world  that  it  also  leased  the  equip- 
ment back  under  different  terms. 
DASI,  m  effect,  guaranteed  to  make 
three  years  of  payments  based  on  only 
one  year  of  guaranteed  user  revenues. 

Why  would  DASI  accept  that  liabil- 
ity, which  quickly  became  a  burden 
when  user  rental  revenues  subse- 
quentlv  dropped:  Apparently  because 
DASI's  potential  loss  was  somebody 
else's  potential  gain.  The  benefits 
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Data  Access  Systems'  headquarters  in  Blackwood,  N.J. 

"The  parking  lot  looked  like  a  damn  car  dealership." 


flowed  to  a  leasing  company  called 
Mark  Serv,  conveniently  controlled 
by  Gerald  Cicconi  and  Peter  DiGiulio, 
who  pleaded  guilty  in  the  Video  Sys- 
tems case.  Where  did  they  get  the 
money  to  start  Mark  Serv-  From  loot- 
ing Video  Systems. 

While  he  was  earning  $243,000  a 
year  running  DASI,  Cicconi  was  also 
profiting  handsomely  from  Mark 
Serv.  The  SEC  alleges  that  Mark  Serv 
gave  him  over  $2  million  in  income, 
loans  and  tax  benefits  since  1977.  On 
top  of  this,  the  SEC  claims  that  Cic- 
coni siphoned  another  $375,000  di- 
rectly from  Data  Access. 

In  late  October,  DASI,  Cicconi  and 
the  other  defendants  signed  a  consent 
decree  with  the  SEC.  But  much  more 
than  knuckle-rapping  is  expected  in 
this  case.  The  court  then  referred 
matters  to  a  special  agent  who  is  con- 
tinuing the  investigation.  His  recom- 
mendations, expected  in  February, 
will  be  binding.  He  could  force  Mark 
Serv,  for  example,  to  return  money  to 
DASI.  The  consent  decree  also 
doesn't  preclude  criminal  investiga- 
tions, and  the  FBI  has  already  seized 
part  of  that  allegedly  stolen  $375,000. 

Meanwhile,  turmoil  prevails  in 
DASI's  executive  suite.  In  August, 
Touche  Ross  said  it  would  continue 
its  audit  only  if  Cicconi  were  ousted. 
The  board  fired  Touche  Ross  and 
hired  Deloitte  Haskins  &  Sells.  Cic- 
coni finally  resigned — but  only  after 
his  conviction  (which  he  is  now  ap- 
pealing). Then,  instead  of  reaching 
outside  the  company,  the  board 
named  two  directors  to  take  over. 
Paul  Matzko,  a  Philadelphia  lawyer, 
was  elected  chairman,  and  Robert 
Franklin,  a  data  processing  executive 
at  Sun  Co.,  became  president  and 
chief  executive. 

For  three  months,  the  pipe-smok- 
ing Franklin  tried  to  convince  the 
world  that  DASI's  problems  were  un- 
der control.  Then  he  resigned  abruptly 
early  in  January.  "He  simply  failed  to 
recognize  the  strength  of  the  close 
personal  and  business  relationships 
between  the  other  directors  and  Ger- 
ald Cicconi,"  says  a  close  associate. 

The  SEC,  in  fact,  claims  that  both 
Matzko  and  another  director,  Robert 
Coppoletta,  who  founded  DASI  with 
his  father,  were  investors  in  Mark 
Serv.  So  were  Howard  Crystal,  Frank- 
lin's successor  as  president,  and  a 
handful  of  other  DASI  executives.  In- 
deed, it's  hard  to  see  how  Franklin 
himself  couldn't  have  known  about 
Mark  Serv,  which  was  DASI's  largest 
customer. 

While  this  boardroom  drama  is 
playing  out,  however,  DASI  seems 
slowly  to  be  collapsing.  The  company 


has  been  forbidden  by  the  court  to 
continue  its  business  with  Mark  Serv, 
and  other  traditional  lease  purchasers 
have  run  away.  Because  DASI  has  had 
no  financial  statements  since  June,  it 
is  in  technical  default  with  its  three 
insurance-company  long-term  lenders 
and  with  its  banks,  Girard,  New  Jer- 
sey National  and  Industrial  Valley 
Bank  of  Philadelphia.  Deloitte  has 
proposed  "substantial  reductions  in 
net  worth,"  and  executives  are  dis- 
cussing these  changes  with  lenders 
before  revealing  them  to  the  public. 

At  least  one  supplier,  Oki  Data,  has 
stopped  doing  business  with  DASI; 
another,  TeleVideo,  is  only  shipping 
for  cash.  "Customers  are  all  actively 
looking  for  another  vendor,"  says 
Dennis  Cagan,  vice  chairman  of  the 
David  Jamison  Carlyle  Corp.,  a  com- 
petitor that  has  already  picked  up 
business  from  DASI.  hi  response  to 
the  squeeze,  DASI  has  closed  ten  of- 
fices and  laid  off  50  of  its  400  employ- 
ees. "It's  like  working  in  a  morgue," 
says  one  man  who  left. 

How  did  all  this  happen  in  a  public 
company  that  .just  one  year  ago  pre- 
sented such  a  bright  face  to  the  world? 
Officials  at  the  Justice  Department's 
Organized  Crime  &  Racketeering 
Strike  Force  refuse  to  comment,  but 
others  say  the  investigators  are  trying 
to  establish  the  details  of  how  Cicconi 
got  control  of  DASI.  According  to  the 
record,  Cicconi,  who  worked  for  ten 
years  at  RCA,  became  chief  executive- 
after  DASI  bought  Met-Fab  Inc.  and 
Bubble  Systems,  two  firms  that  be 
controlled.  The  SEC  claims  that  DASI 
paid  an  inflated  price  for  Met-Fab  and 
Bubble  and  that  the  deal  was  designed 
to  help  Cicconi  recover  his  losses 
from  those  unsuccessful  businesses. 

Why  would  DASI  pay  through  the 


nose  to  help  Cicconi  before  he  was 
even  working  there"  The  SEC  alleges 
that  several  DASI  executives  were  al- 
ready profiting  handsomely  with 
Mark  Serv.  Also,  consider  the  fact 
that  Robert  Brennan,  president  of 
First  Jersey  Securities,  was  then  a 
shareholder  in  both  DASI  and  Met- 
Fab.  Brennan,  who  is  currently  set- 
tling his  own  unrelated  dispute  with 
the  securities  regulators,  received 
DASI  stock  for  his  Met-Fab  shares.  In 
the  two  months  between  the  time 
this  deal  was  agreed  to  and  consum- 
mated, DASI's  stock  price  soared 
from  $5.50  to  $12.  Brennan's  firm, 
First  Jersey  Securities,  was  a  principal 
marketmaker. 

Other  underwriters,  however,  got 
the  business  when  DASI  sold  $8  mil- 
lion worth  of  stock  at  $11  per  share  in 
1979.  A  syndicate  led  by  the  Philadel- 
phia investment  house  D.H.  Wallach 
handled  this  offering,  and  over  80  oth- 
er firms  including  Bear,  Steams  and 
L.F.  Rothschild,  Unterberg,  Towbin 
had  a  piece  of  the  action.  In  the  pro- 
spectus, DASI  gave  some  details  of  its 
dealings  with  Mark  Serv,  but  prom- 
ised to  end  them  that  same  year.  No 
one,  including  Touche  Ross,  made 
noise  when  Mark  Serv  continued  to 
be  mentioned  in  DASI's  financial 
statements.  Shareholders  are  suing 
Wallach  and  Touche  Ross,  as  well  as 
DASI's  directors  and  management. 

The  tale  of  DASI  and  its  downfall 
illustrates  how  easy  it  is  to  defraud 
innocent  investors — and  how  blind 
analysts,  auditors  and  underwriters 
can  be.  "I  would  hope  the  DASI  situa- 
tion is  unusual,  but  I  don't  know  for  a 
fact,"  says  a  Strike  Force  attorney. 
One  thing  is  certain.  Gerald  Cicconi 
has  disappointed  a  lot  of  his 
friends.  ■ 
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Money  crunch  or  not,  creative  financing 
lives.  Consider  how  General  Motors  "sold" 
its  New  York  building  for  $500  million. 

New  design 
atGM 


By  Richard  Phalon 

W'  ITH  AN  ADROITNESS  COm- 
monly  thought  beyond  the 
range  of  huge  companies, 
General  Motors  Corp.  last  month 
turned  a  valuable  but  not  very  profit- 
able asset,  its  50-story,  marble-clad 
New  York  headquarters  building  at 
59th  Street  and  Fifth  Avenue,  into  a 
ten-year,  $500  million  loan  at  the  ex- 
traordinarily low  interest  rate  of  10%. 

Even  Wall  Street,  which  has  for 
years  been  critical  of  GM's  conserva- 
tive money  management,  seems  im- 
pressed. "Pretty  cool,  sharp  as  hell," 
says  Michael  Ward,  who  follows  autos 
for  Dean  Witter  Reynolds.  "Really 
creative,"  says  Tom  McGuire  of 
Moody's  Investors  Services,  which 
only  last  November  downgraded 
GM's  once  peerless  debt  securities 
one  step  to  a  double-A  rating. 

The  raves  were  drawn  by  the 
unique  way  in  which  Treasurer  Rob- 
ert T.  O'Connell,  43,  GM's  top  money 
man  since  1978,  constructed  the  deal. 
If  O'Connell  had  gone  into  the  market 
for  the  money,  it  could  have  cost  GM 
15%.  Thus  the  unprecedented  deal 
O'Connell  struck  with  Corporate 
Property  Investors,  a  real  estate  in- 
vestment and  operating  company 
whose  owners  include  a  group  of  ma- 
jor pension  funds,  is  saving  the  auto- 
maker some  $25  million  a  year,  or 
$250  million  over  the  period  of  the 
loan.  "We  need  creative  financing 
now,"  says  O'Connell,  who  joined 
GM  as  a  freshly  minted  Harvard 
M.B.A.  in  1965.  "It  seemed  like  a 
good  time  to  look  at  the  building." 

O'Connell's  strategy  was  classic 
enough  to  have  been  culled  from  a 
Harvard  case  study.  The  building  was 
put  up  in  1968  for  about  $100  million. 
Its  prime  location  in  Manhattan's 


Manhattan's  GM  Building 


highest  rent  district — and  inflation — 
had  clearly  boosted  its  value  to  well 
over  the  record  $400  million  for 
which  Metropolitan  Life  bought  the 
Pan  Am  building  last  year.  O'Con- 
nell's aim  was  to  convert  that  value 
into  hard  cash,  cash  needed  to  keep 
GM  competitive  in  the  Eighties.  In 
the  last  three  years  GM's  long-term 
debt  has  soared  from  $880  million  to 
$2.4  billion.  GM  is  in  the  midst  of  a 
five-year,  $40  billion  modernization 
that  has  put  a  premium  on  cash  flow. 

O'Connell,  unlike  a  homeowner 
strapped  for  cash,  could  not  simply 
mortgage  the  building's  increased  eq- 
uity. Rates  are  high  and,  besides, 
runaway  prices  on  Manhattan  office 
space  may  have  begun  to  peak.  A  good 
time  to  sell,  then,  and  as  O'Connell 
puts  it,  "let  someone  else  gamble"  that 
inflation  would  ultimately  leave  more 
money  on  the  table  for  the  buyer. 

Manhattan's  real  estate  brokers 
braced  for  a  market  test  when  word 
went  out  last  spring  that  O'Connell 
had  put  a  $500  million  asking  price  on 
the  building — a  whacking  $312.50  a 
square  foot.  The  Pan  Am  building, 
though  admittedly  in  a  lower  rent  dis- 


trict, had  gone  for  $178  a  square  foot. 

GM's  capital  needs  are  pressing,  but 
not  so  urgent  that  O'Connell  had  to 
throw  things  at  the  market.  As  spring 
wore  into  fall,  it  looked  as  if  GM's 
waiting  game  would  pay  off.  Manufac- 
turers Hanover  Trust  sold  a  smaller 
building  on  Park  Avenue  for  $334  a 
square  foot.  But,  as  GM's  real  estate 
consultant  John  R.  White  notes,  the 
inexorable  march  of  towers  up  Man- 
hattan's East  Side  is  also  bringing  lots 
of  new  space.  "Buyers  are  more  inde- 
pendent," he  says,  "because  of  a  sharp 
increase  in  available  property  offer- 
ings." Translated  from  real  estate-ese, 
it  means  that  smart  buyers  like  CPI 
could  play  a  waiting  game,  too.  The 
longer  the  wait,  the  less  likely  that 
GM  would  get  its  price.  "We  kept 
working  at  it  and  it  kind  of  evolved," 
says  the  indefatigable  O'Connell. 

What  worked  out  was  one  of  those 
compromises  that  meets  both  parties' 
needs.  GM  got  its  $500  million,  but  in 
the  form  of  a  loan,  which  has  the 
prime  virtue  of  deferring  both  federal 
and  New  York  City  capital  gains 
taxes.  The  difference  between  the 
10%  annual  return  CPI  is  getting  and 
the  15%  it  could  have  got  on  some 
other  AA-rated  investment  can  be 
seen  as  the  cost  of  the  option  to  buy 
the  GM  building  for  $500  million  in 
1991.  In  effect,  it  is  paying  $25  mil- 
lion a  year  for  the  option,  while  GM 
continues  to  own  the  building. 

As  the  new  manager,  leasing  agent 
and  potential  buyer,  CPI  will  benefit 
from  a  rollover  in  leases — at  presum- 
ably higher  prices — which  O'Connell 
says  is  scheduled  to  begin  in  the  late 
Eighties.  But  what  if  the  higher  rents 
don't  materialize?  That's  where  CPI's 
risk  is.  Isn't  that  a  big  risk?  Yes,  but- 
then  GM  didn't  get  $500  million  for 
the  building,  either.  The  numbers 
vary  with  which  side  is  doing  the 
crunching,  but  one  estimate  of  the 
deal's  present  discounted  value — a  no- 
toriously slippery  concept — is  $385 
million,  plus  the  $45  million  or  so 
underlying  mortgage  CPI  will  assume 
if  it  exercises  the  option. 

Real  estate  experts  like  Julien  Stud- 
ley  are  delighted  with  the  deal  and  see 
it  as  a  welcome  new  way  to  cut 
through  the  negotiating  handicaps  of 
superheated  interest  rates.  Does  Bob 
O'Connell  have  more  deals  up  his 
sleeve?  "There's  only  one  General 
Motors  building  on  Fifth  Avenue,"  he 
says,  "but  hopefully  you  can  look  for- 
ward to  more  creative  financing." 

Paul  Volcker  may  have  a  tight  rein 
on  the  money  supply,  but  he  can't 
keep  a  shrewd  dealmaker  down.  ■ 


A  vacation,  to  us,  is  not  just  a 
otel  room  or  a  villa,  it's  an  experi- 
ice.  A  certain  ambiance,  a  feeling, 
carefree  existence. 


Atlanta,  Jacksonville,  Boca  Raton, 
Fort  Lauderdale,  Miami,  Sarasota 
and  Southern  California. 

Arvida.  We  build  more  quality  into 
our  resorts  and  communities.  |A 


So  you  can  enjoy  more  gd^%|0t 

style  in  your  life.       nt  ^ 


At  Arvida,  we  look  at  things  a  bit 
differently. 

A  home,  to  us,  is  not  just  bricks, 
mortar  and  parquet  floors.  It's  a 
focal  point  to  a  total  way  of  life,  a 
life  that's  styled  with  grace  and 
excitement. 


h 
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The  Arvida  Corporation  has 
crafted  distinctive  life  styles  in  re- 
sorts and  planned  communities  ir 


Today,  changes  affecting  your  business 
hit  you  at  the  speed  of  light.  You  need 
creative  solutions  to  your  financial  needs- 
thinking  that  goes  beyond  tradition. 
You  belong  with  a  bank  in  the  forefront  of 
change.  Chemical  Bank. 

We  still  believe  in  the  traditional  values 
of  service  and  reliability.  But  we're  going 
further,  adding  increased  flexibility  and 
responsiveness,  constant  innovation,  plus  all 
the  skills  of  the  newest  technologies. 

When  computers  were  still  the  tools  of 
the  backroom,  we  developed  ChemLink; 
and  put  global  electronic  cash  management 
at  your  fingertips.  And  we're  constantly 
expanding  its  capabilities. 

Our  record  on  loan  response  time  has 


takes  yo 


always  been  good -but  that  wasn't  good 
enough  for  Chemical.  Aggressive  business 
needs  aggressive  banking,  so  our  lending 
groups  are  organized  to  initiate  even  faster 
decisions  on  corporate  credit. 

Our  highly  skilled  banking  profes- 
sionals reflect  a  new  spirit  in  Chemical 
Bank-innovative,  constantly  improving, 
winning.  You'll  see  it  in  our  performance 
and  in  yourfinancial  picture. 

What  Chemical  has  done  yesterday, 
what  we're  doing  today  and  what  we're 
working  toward  for  tomorrow  are  all 
part  of  the  tradition  of  giving  you  the  very 
best  banking  service.  And  now,  at 
Chemical,  taking  you  beyond  tradition  is 
ournewtradition.  ChEMICALBaIVK 


If  Swissair  were  an  average  airline, 
jt  would  crowd  40  more  seats  on 

its  747's»  Which,  of  course,  would  mean  forty 
more  passengers .  Very  good  for  our  profits . 
Not  very  good  for  your  comfort.  And  comfort 
is  one  big  reason  people  come  to  Swissair. 
Especially  on  long  flights . 

Our  entire  worldwide  fleet  of  widebody  jets 
have  one  less  seat  per  row  in  economy  than 
most  other  airlines .  This  stems  from  an  attitude 
And  that  is:  widebody  aircraft  shouldn't  just 
carry  more  people  -  they  should  carry  more 
people  more  comfortably.  As  it  turns  out, 
providing  more  room  works  to  our  advantage 
as  well  as  yours . 

For  Swissair  passengers  become  Swissair 
enthusiasts  -  giving  us  the  highest  percentage 
of  repeat  traffic  of  any  international  airline . 

No,  Swissair  is  not  your  average  airline . 

Swissair  departs  worldwide  from  New  York 
Boston,  Chicago,  Toronto  and  Montreal. 

Just  call  your  travel  agent  or  swissairjjy/ 


Snap  to,  Mr.  Businessman.  Washington 
hopes  you  can  save  the  Caribbean  from 
poverty  and  Fidel  with  a  double  dose  of 
old-fashioned  capitalism. 


A  forlorn  hope? 


By  Allan  Dodds  Frank 


When  times  are  good  in  Dominica, 
unemployment  is  probably  30%  and 
workers  are  glad  to  get  $5  a  day.  For- 
get tourism:  The  289-square  mile  Ca- 
ribbean island,  midway  between  Puer- 
to Rico  and  Venezuela — population, 


79,000 — is  largely  rock  without  a  de- 
cent beach.  Every  so  often  there  is  a 
hurricane  that  knocks  out  the  road 
and  when  the  wind  stops,  the  coup 
attempts  start.  Last  December's  col- 
lapsed when  the  revolutionaries 
couldn't  unlock  the  armory  door. 
Dominica  may  be  a  hard  case,  but  it 


maidenform,  Inc.  Senior  Vice  President  Henry  C.  ikp/K'/i 

Despite  the  problems,  some  U.S.  firms  find  success  in  the  Caribbean, 
where  there  is  a  "plentiful  supply  of  labor  at  comparatively  low  wages." 


is  no  exception  in  the  Caribbean.  The 
region  has  27  million  people — more 
than  Canada — in  17  island  states  and 
territories,  and  is  fragmented  cultural- 
ly with  four  languages:  English,  Span- 
ish, French  and  Dutch.  Populations 
are  growing,  poverty  is  common,  nat- 
ural resources,  capital  and  skilled  la- 
bor are  scarce.  Transportation  is  ex- 
pensive and  often  sporadic,  local  mar- 
kets are  minuscule  and  agriculture  is 
sinking.  Dependence  on  painfully  ex- 
pensive imported  oil  drains  foreign 
exchange. 

It's  not  just  the  nightmare  of  pover- 
ty close  to  home  or  even  that  Cas- 
troism might  spread,  although  that's  a 
serious  fear.  In  the  Caribbean  nowa- 
days, as  they  have  learned  in  Florida 
for  two  decades,  when  the  going  gets 
tough,  the  tough  get  rowing.  "The  big- 
gest security  threat  to  the  U.S.  is  that 
these  refugees  from  the  Caribbean 
might  swamp  the  U.S.,"  one  U.S.  offi- 
cial told  Forbes  recently  at  the  Fifth 
Annual  Miami  Conference  on  Carib- 
bean Trade,  Investment  and  Develop- 
ment. Swamp  the  U.S.-  How  can  we 
keep  them  out'  With  machine  guns? 
The  best  hope  is  for  local  develop- 
ment that  will  keep  people  at  home. 

But  the  U.S.  government  doesn't 
have  enough  money  to  save  the  Carib- 
bean, and  it  is  asking  American  busi- 
ness to  do  much  of  the  job.  Trickle- 
down  economics  under  the  palms. 
The  idea  sounds  good,  but  it  may  be 
easier  said  than  done. 

"Businessmen  do  not  invest  on  hu- 
manitarian grounds  or  for  moral  pur- 
poses," says  Eugenia  Charles,  the 
sharp-witted  prime  minister  of  Domi- 
nica. She's  trying  to  sell  Yankee  busi- 
nessmen ideas  on  garment-making, 
fish-farming  and  using  the  oil  of  the 
local  patchouli  plant  for  perfume. 
Show  us  how  capitalism  works,  she 
pleads.  "We  are  all  mimics  at  heart 
and  imitative  of  the  things  we  see  and 
associate  with." 

Another  problem:  "As  soon  as  you 
educate  a  guy  on  Dominica,  he  gets 
himself  a  green  card  [for  immigration] 
and  goes  somewhere  else  for  a  better 
job,"  says  one  American  banker  at  the 
Miami  conference.  Simple  things — 
like  roads  or  the  lack  of  them — become 
serious  obstacles.  "It's  easier  to  move  a 
factory  site  10  miles  than  to  move  the 
workers  10  miles  to  the  job  every  day, " 
says  an  American  businessman  with 
Caribbean  investments. 

Consider  the  saga  of  Saba,  a  sleepy 
town  of  1,000  people  in  the  Nether- 
lands Anilles  that  wanted  its  own 
printing  press  for  menus,  laundry 
lists,  postcards  and  business  cards  for 
taxi  drivers.  Holland's  Queen  Beatrix 
came  from  The  Hague  to  dedicate  the 
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FOR  UNDER '3.500 
THERE'S  NOTHING  TO 

COMPARE  IT  TO. 


Go  ahead.  Look  for  another  compact  copier  that  has  all 
the  features  this  one  does,  yet  costs  so  little.  You'll  see  that  no  one 
else  is  in  the  picture 

No  one  else  has  our  dual  cassettes.  Each  one  holds  up  to 
250  sheets.  They  give  you  the  flexibility  of  making  both  letter  and 
legal-size  copies.  But  best  of  all,  you  don't  have  to  get  a  more 
expensive  copier  to  get  them. 

No  one  makes  it  easier  to  make  a  copy.  Just  press  a 
button  on  our  digital  keyboard  to  make  the  number  of  copies  you 
want,  anywhere  from  1-99.  The  rest  is  taken  care  of  automatically 

No  one  gives  you  better  copy  quality.  Copies  are 
accurately  reproduced  on  a  selenium  drum.  Then  our  automatic 
toning  makes  sure  they  consistently  come  out  clear  and  crisp 

TheToshiba  BD-3503  compact  copier.  For  under  $3500. 
there's  simply  no  comparison. 

To  find  out  more  about  the  compact  copier  that's  beyond 
comparison,  fill  out  the  coupon  or  call  toll  free  800-447-2882 
In  Illinois  call  800-322-4400. 


NAME . 


COMPANY  NAME  . 
ADDRESS  


AREA  CODE/PHONE. 


FOR  2/1 

Toshiba  America,  Inc  .  Business  Equipment  Division  2441  Michelle  Drive.  Tustm.  CA  92680 


press.  But  the  first  press  was  smashed 
in  transit,  and  the  second  didn't  work 
properly  on  the  island's  115-volt  elec- 
trical system.  When  the  Queen  ar- 
rived, the  Antilleans  fed  the  malfunc- 
tioning press  with  preprinted  souve- 
nir programs  for  the  dedication 
ceremony,  and  Her  Highness  was  too 
polite  to  notice  the  switch.  Later, 
chemicals  and  papers  spoiled  in  hu- 
mid, salty  air  and  an  addled  sheep 
attacked  and  damaged  the  press.  The 
press  is  finally  working  now,  thanks 
only  to  a  part  salvaged  from  the 
wrecked  first  one — an  electrical  part 
that  was  good  for  115  volts,  not  the 
220  volts  used  in  Europe.  Otherwise, 
they  would  still  be  waiting  for  a  spare 
part  to  be  shipped. 

The  U.S.  has  talked  of  a  four-nation 
support  system  for  the  area — the  U.S., 
Canada,  Mexico  and  Venezuela — but 
nothing  much  has  come  of  it,  al- 
though Mexico  and  Venezuela  help 
some  with  cut-rate  oil.  The  U.S.  civil- 
ian aid  package  for  the  Caribbean  is 
$192  million  for  1982— about  $7  per 
head — down  from  S400  million  in 
1970,  with  most  of  the  money  going 
to  the  Dominican  Republic,  Haiti  and 
Jamaica,  the  largest  nations. 

It's  clear  to  iust  about  everybody 
that  aid  on  this  scale  isn't  going  to 
make  much  of  a  dent  in  the  problems 
and  that  private  enterprise  alone  can- 


Dominica's  Eugenia  Charles 
"Businessmen  do  not  invest  on  hu- 
manitarian grounds." 


not  do  the  job.  Vere  Bird,  prime  min- 
ister of  newly  independent  Antigua- 
Barbuda,  supports  the  Reagan  Admin- 
istration notion  that  Caribbean  na- 
tions "must  pull  themselves  up  by 
their  bootstraps."  But,  adds  Bird, 
"first  we  must  have  the  straps  with 
which  to  pull  up  the  boot.  And  we  will 
never  have  the  straps  if  priorities  do 
not  place  aid  at  the  forefront." 


The  U.S. -funded  Overseas  Private 
Investment  Corp.  has  made  Haiti  one 
of  its  job  targets  this  year  and  an- 
nounced backing  of  ten  projects  to 
create  2,000  new  jobs  assembling 
electrical  components,  producing  pa- 
per boxes,  stuffing  toys,  tanning  hides 
and  making  leather  dog  chews.  But 
these  jobs — even  if  they  materialize 
immediately — are  less  than  7%  of  the 
30,000  Haiti  (pop.,  6  million)  says  it 
needs.  Haiti  is  a  difficult  case.  Once 
the  richest  colony  in  the  New  World, 
it  has  been  going  downhill  for  close  to 
200  years  and  now  is  one  of  the  poor- 
est, most  backward  nations  on  earth. 

There  are  successes.  Some  U.S. 
businessmen  already  have  found  sub- 
stantial profits  and  happiness  in  the 
Caribbean.  They  enjoy  "tax  holidays" 
and  other  incentives,  low  wage  scales, 
good  productivity  and  the  chance  for 
management  to  take  tax-deductible 
inspection  trips  to  their  scenic  island 
outposts  and  idyllic  golf  courses. 

Transducer  Systems,  Inc.,  a  Willow 
Grove,  Penna.  firm  manufacturing  and 
assembling  computer  parts,  moved 
into  a  turnkey  plant  with  95  workers 
on  St.  Kitts  last  year.  Says  Transducer 
President  Michael  Nakonechny,  "I  get 
10%  more  productivity  in  St.  Kitt's  at 
one-tenth  the  wages  than  I  do  in  the 
U.S."  Adds  Nakonechny,  "About  five 
years  ago  we  realized  we  were  going 
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TAX  DEDUCTIONS  FOR  YOU 


Scudder  IRAs  offer  many  advantages. 

CONSIDER  AND  COMPARE: 
Low  Cost.  No  IRA  set-up  or  maintenance  fees,  plus  all 
Scudder  funds  are  no-load. 

Wide  Choice.  Investment  options  include  2  money 
market  funds,  an  income  fund,  and  4  common 
stock  funds. 

Flexibility.  You  are  never  locked  into  any  investment 
decision.  Adapt  your  Scudder  IRA  as  conditions 
change  —  without  charge.  No  withdrawal  penalties. 

Experience.  IRA  plans  have  used  Scudder  Funds  since 
IRAs  began. 

Rollovers.  You  can  easily  transfer  into  a  Scudder  IRA 
and  enjoy  these  benefits. 


For  more  complete  information, 
including  management  fees  and 
expenses,  please  CALL  TOLL  FREE 

1-800-453-6600 

for  prospectuses  and  special  literature. 
Read  material  carefully  before  you  invest 
or  send  money.  


l~EMPLQYERS:  CALL  TOLL  FREE~1 
or  WRITE  for  information  on 
our  group  deduction  IRAs: 


1-800-225-2471 


(in  Mass.;  Call  Collect  617-482-3990) 
SCUDDER  GROUP  IRAs  | 

c/o  Scudder  Fund  Distributors,  Inc. 
175  Federal  Street,  Boston,  MA  02110  | 
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THE  SCUDDER  NATIONAL  SERVICE  NETWORK 

Boca  Raton  •  Boston  •  Chicago  •  Cincinnati  •  Cleveland 
Los  Angeles  •  New  York  •  Philadelphia  •  Portland,  (Ore. 


Dallas  •  Houston 
)  •  San  Francisco 


Jamaican  Prime  Minister- Edward  Seaga 

"Aid  is  not  charity,  it  is  business,"  says  Harvard-educated  Seaga,  who 
wants  substantial  U.S.  help  to  revive  Jamaica's  slumping  economy. 


into  an  explosive  market  that  was  la- 
bor-intensive and  there  was  no  way  we 
could  see  automating  it.  We  searched 
Mexico,  we  searched  the  Far  East." 
And  found  high  productivity  in  the 
C  aribbean-  "It  isn't  that  they  work 
harder,"  he  says,  "they  just  work  more 
minutes  per  hour.  They  can  compete 
with  Taiwan." 

Maidenform,  Inc.  of  New  York,  the 
lingerie  manufacturer,  has  seven 
plants  employing  1,700  in  Puerto 
Rico,  one  with  380  people  in  the 
Dominican  Republic,  a  275-employee 
operation  in  Antigua,  and  is  nearing 


completion  on  a  plant  for  200  in  Ja- 
maica. With  union  wage  scales  now 
being  paid  in  Puerto  Rico,  where 
Maidenform  started  its  offshore  oper- 
ations 30  years  ago,  it  is  likely  that 
the  company  and  many  others  in 
Puerto  Rico  will  consider  shifting 
more  of  the  time-consuming  sewing 
of  bras  and  other  garments  to  indepen- 
dent island  countries.  "These  offshore 
islands  have  something  important  to 
offer  the  American  investor  and  busi- 
nessman," says  Henry  C.  Heppen,  se- 
nior vice  president  of  Maidenform, 
"and  that  is  a  plentiful  supply  of  labor  at 


Caribbean  islands 


Climates  are  pleasant  in  all  these  countries,  but  life  is  not  easy.  All  save 
Cuba  and  Grenada  (and  perhaps  they,  too)  would  like  U.S.  business 
investment,  but  there  has  to  be  something  in  it  for  the  U.S.  businessman. 


-1980  Trade- 


GNP 

exports 

imports 

Population 

per  capita 

to  US 

from  US 

Nation 

1  980 

1979  ? 

(millions) 

(millions) 

Antigua 

75,000 

$1,070 

Barbados 

249,000 

2,400 

$  95.6 

$  136.4 

British  Virgin  Islands 

1 1,000 

0.05 

16.4 

Cuba 

9,833,000 

1,407s 

0.01 

0.1 

Dominica 

79,000' 

410 

Dominican  Republic 

5,431,000 

1,066' 

785.9 

795.1 

Grenada 

109,200 

630 

Guadeloupe 

319,000 

3,260 

6.34 

66.84 

Haiti 

6,000,000 

297' 

251." 

310.9 

Jamaica 

2,172,000 

1,602' 

383.0 

305.0 

Martinique 

308,000 

4,680 

6.3" 

66.84 

Netherlands  Antilles 

260,000' 

3,540 

2,563.6 

447.6 

Puerto  Rico 

3,176,000 

4,365' 

.  5,642.6 

5,344.7 

St  Kitts-Nevis 

50,000' 

780 

St  Vincent  and  Grenadines 

124,000 

380 

Trinidad-Tobago 

1,173,000 

3,390 

2,378.3 

679.8 

US  Virgin  Islands 

95,000 

5,580 

4,237.5 

77.0 

'Mid-1979.  -I'rehmmai-v. 


M9K0. 


'Includes  Guadeloupe  and  Martinique 

Source.  Commerce  Department,  embassies.  World  Bank'.  I  .V 


comparatively  low  wages." 

Jamaica's  prospects  under  Prime 
Minister  Edward  Seaga,  who  has  ex- 
ceptionally strong  U.S.  support,  are 
improving  as  he  stabilizes  the  econo- 
my, revives  tourism  and  tries  to  revi- 
talize sagging  coffee  and  sugar  produc- 
tion. The  U.S.  is  helping  by  agreeing 
to  buy  1 .6  million  metric  tons  of  baux- 
ite— ore  used  for  aluminum — worth 
$56  million.  That  should  considerably 
diminish  the  30%  fa  11  off  in  produc- 
tion originally  forecast.  Venezuela 
also  has  promised  to  buy  substantial 
amounts  of  bauxite  and  alumina.  And 
Seaga  has  won  reversal  of  the  Interna- 
tional Monetary  Fund  stance  against 
further  loans  to  the  former  govern- 
ment of  socialist  Michael  Manley  by 
obtaining  a  new  $698  million  IMF 
loan.  In  just  the  last  six  months,  tour- 
ism has  increased  by  more  than  20% 
over  last  year  and  expatriate  Jamai- 
cans have  begun  returning  for  new 
peace  and  prosperity.  Seaga  figures  a 
big  injection  of  American  govern- 
ment aid  will  lead  to  more  private 
investment,  which  he  wants  too. 
"Aid  is  not  charity,"  he  says,  "it  is 
business." 

The  American  government  admits 
it  wants  U.S.  business  to  carry  the 
ball.  "It  will  be  a  test  case  as  to  wheth- 
er private  enterprise  can  respond  to  a 
political,  economic  and  social  chal- 
lenge," says  Thomas  O.  Enders,  assis- 
tant secretary  of  state  for  inter- 
American  affairs. 

But  the  island  states  often  make 
trouble  for  themselves.  Says  Manuel 
Vignau,  international  sales  manager 
for  Miami-based  Purity  Condiments, 
Inc.,  "It's  awfully  difficult  to  get  any- 
thing out  of  their  governments."  Vig- 
nau, who  has  been  trying  to  establish 
operations  on  a  half-dozen  islands  us- 
ing local  vegetable  oils  and  dairy  prod- 
ucts, says,  "They  are  always  bickering 
about  licenses  and  this  and  that.  And 
the  guys  from  Washington  never 
seem  to  know  anything  when  I  call 
them  either." 

The  push  for  private  enterprise  to 
create  new  jobs  in  the  Caribbean  can 
be  a  big  help,  but  the  local  govern- 
ments will  have  to  provide  a  strong 
dose  of  corruption-free  government, 
slashmg  of  red  tape,  more  beneficial 
tax  and  wage  incentives  and  continu- 
ing political  stability.  The  U.S.  for  its 
part  will  have  to  accept  whatever  the 
islanders  can  produce,  even  at  the  ex- 
pense of  damaging  some  homegrown 
industries.  Where  else  can  the  goods 
be  sold"  There  is  no  sign  at  the  mo- 
ment that  either  the  locals  or  the 
Americans  are  dealing  with  the  prob- 
lem with  anything  like  the  sense  of 
urgency  the  situation  requires.  ■ 
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THE  PLUSH 
TOYOTA. 

The  1982  Toyota  Cressida.  Plush.  Sumptuous. 
An  automobile  with  the  look  and  handling  quali- 
ties of  a  costly  European  sedan.  If  you  didn't 
expect  this  kind  of  luxury  from  Toyota,  you  owe 
it  to  yourself  to  drive  the  new  Cressida. 

Cressidas  level  of  standard  equipment 
rivals  many  of  the  world's  highest-priced  cars. 
Power  windows,  cruise  control,  climate  control, 
and  an  electronic  AM/FM/MPX 
4-speaker  stereo  receiver  are 
but  a  few  of  Cressida  s  standard 
appointments.  And 
should  you  desire  true 
concert-hall  sound, 
you  may  choose  a 
state-of-the-art  cassette 
player  with  amplifier  and 
graphic  equalizer. 

Examine  a  Cressida 
a  bit  further, 


and  you  will  discover  technical  innovations 
not  available  on  other  cars  at  any  price. 
Cressida  offers  the  world's  first  electrically- 
operated  shoulder  belt  system.  Merely  close 
your  door  and  the  shoulder  belt  powers  itself 
into  position.  Remarkable  as  it  is,  this  too  is 
standard  equipment. 

Cressida.  Exquisitely  plush.  Technically 
magnificent.  And  a  superb  performer.  Both 
the  Cressida  Luxury  Sedan  and  5-Door  Luxury 
Wagon  feature  electronic  fuel  injection  and 
an  innovative  4-speed  automatic  overdrive 
transmission,  to  enhance  the  2.8  liter  engine's 
efficiency. 

Here  is  Cressida.  A  new  standard  of 
quality  from  a  company  already  world- 
renowned  for  the  quality  of 
its  automobiles. 


TRAINING 
TRUCKS. 


Corporation,  America's 
rjuAber  one  transportation/ 
natural  resource  company  is 
'  one  of  the  largest  carriers  of 


intermodal  traffic  operating  in 
the  United  States. 
...  v  The  CSX  railroads  cover  the 
eastern  halt  of  the  country  with 
a  giant  27000-mile  freight  dis- 
tribution network— and  offer 
more  rail-port  connections  for  . 
international  trade  than  any 


other  railroad  sysl 
With  single-syst< 
across  this  vas:  *er 
railroads  give  :cc 
routing  efficiencie 
ings,  and  traffic  in 
that  are  unprecec 
industr/  For  exarr 


X',S '  :•'*  '  '  Railroads;  Natural  Resources.  Land  Development.  Aviation  Services.  ?ubl 


:ess  corridors  now  speed 
through  piggyback  trains 
/een  the  nation's  busiest 
kets  on  a  daily  basis,  sav- 
ruckers  and  the  rest  of  us 
ons  of  gallons  of  precious 
each  year 


ith  its  imaginative  planning  VA  23261. 


CSX  continues  to  get  results  and 
set  new  earnings  records.  Get 
to  know  us.  You'll  like  the  way 
we  do  business  at  CSX. 

For  more  information,  write:, 
Corporate  Communications, 
PO.  Box  C-32222,  Richmond, 


is 

c 


CSX  Corporation  - 


Chessie  System  Railroads 


Family  Lines  Rail  System 


Chessie  System  Railroads  and  Family  Lines  Rail  System  are  units  of  CSX  Corporation'. 


Ireland  has  come  a  long  way  economical- 
ly in  a  relatively  short  time. 

"Xenophobia 
is  very 
uncommon  here" 


By  Lawrence  Minard 


W'  ITH  THAT  LAMENTABLE  lack 
of  historical  perspective  that 
characterizes  the  work  of  so 
many  reporters,  recent  articles  in  the 
press  about  the  Republic  of  Ireland 
have  dwelt  on  the  island's  economic 
problems.  As  though  the  economy 
were  in  ruins  and  the  populace  in  de- 
spair. That  impression 
couldn't  be  further  from  the 
truth.  First,  the  standard  of  liv- 
ing in  Ireland  today  is  incom- 
parably higher  than  it  was  20 
years  ago.  Second,  although 
Ireland  hasn't  avoided  the  ef- 
fects of  worldwide  stagflation, 
it  has  laid  the  foundations  to 
cope  with  it. 

Says  Susan  Bluff,  an  econo- 
mist in  Bankers  Trust's  Lon- 
don office:  "The  Irish  econo- 
my has  been  falling  since  the 
first  quarter  of  1980  and  seems 
to  have  bottomed  in  the  first 
half  of  1981."  Bluff  and  Com- 
mon Market  economists  agree 
that  if  world  trade  grows  by  6%  this 
year  [vs.  2%  in  1981)  Ireland's  econo- 
my will  grow  about  3.5% — the  high- 
est rate  forecast  for  any  Common 
Market  country. 

It  is  easy  to  forget  how  far  Ireland 
has  come  in  so  short  a  time.  For  cen- 
turies it  was  one  of  Europe's  sickest 
economies,  a  land  of  few  resources 
and  fewer  opportunities.  A  British 
colony  until  1922,  and  a  heavily  pro- 
tected autarky  until  the  late  1950s, 
Ireland  was  best  known  for  waves  of 
emigration.  But,  beginning  in  the 
1960s,  Ireland  dismantled  its  trade 
barriers  and  blossomed  into  a  success- 
ful industrial  export  economy. 
Throughout  the  1960s  and  1970s, 
manufacturing  output  grew  at  annual 
compound  rates  of  5%  and  6%,  in 
volume  terms.  Manufactured  exports 


grew  3  times  as  fast,  to  nearly  $5 
billion  last  year. 

Almost  overnight  the  land  of  little 
opportunity  began  to  keep  its  young, 
as  per  capita  GNP  soared  from  $524  in 
1955  to  $4,000  in  1979,  two-thirds  of 
the  British  level.  A  century  of  emigra- 
tion was  reversed  in  the  mid-1960s, 
and  the  Republic's  3.4  million  popula- 
tion is  now  growing  by  1.3%  annual- 


Irish  Prime  Minister  Garret  FitzGerald 
"We  depend  on  foreign  investment. 


ly — the  highest  growth  rate  in  Europe. 
It  is  also  the  youngest  country  in  Eu- 
rope, with  half  its  population  under 
25.  Northern  Ireland  (see  box,  p  54) 
has  only  1.5  million  people. 

How  have  the  Irish  done  it?  By  rec- 
ognizing that  a  tiny,  resource-poor 
country  must  trade  and  by  assiduously 
courting  the  developed  countries'  cap- 
ital and  creating  an  environment  in 
which  that  capital  can  thrive.  In 
short,  by  taking  an  opposite  tack  from 
many  developing  countries.  As  Garret 
FitzGerald,  Ireland's  recently  elected 
prime  minister  and  a  Ph.D.  in  eco- 
nomics, put  it  during  an  interview  in 
his  book-lined  Dublin  office: 

"There  is  simply  no  way  this  coun- 
try can  provide  employment  for  the 
young  population  we've  got  if  we 
don't  have  a  massive  inflow  of  foreign 


capital.  All  [political j  parties  of  what- 
ever ideology  recognize  that  fact.  Ev- 
ery town  and  village  is  clamoring  for 
foreign  investment  to  come  to  them." 

And  come  to  them  it  has.  Since 
1960,  over  $4  billion  in  direct  manu- 
facturing investment  has  flowed  into 
the  Republic — most  of  it  since  1973, 
when  Ireland  joined  the  Common 
Market  and  offered  export  access  to 
all  of  Europe.  More  than  half  that  $4 
billion  has  come  from  the  U.S.  ($2.2 
billion),  but  big  chunks  have  come 
also  from  Germany  ($400  million), 
Britain  ($390  million),  the  Nether- 
lands ($200  million)  and,  increasingly, 
Japan  ($250  million).  Foreign  compa- 
nies operating  in  Ireland  currently 
employ  around  80,000  workers.  If 
those  figures  appear  small,  remember 
that  Ireland's  industrial  work  force  is 
less  than  1  million. 

Ireland's  secret  weapon  in  attract- 
ing all  this  foreign  equity  is  its  power- 
ful Irish  Development  Authority, 
staffed  by  supersalesmen  operating 
out  of  18  foreign  offices  (8  in  the  U.S. 
alone).  The  IDA  goes  after  potential 
foreign  investors  with  tempting  pack- 
ages of  capital  grants — $133.5  million 
last  year  alone,  plus  another  $80 
million  for  Irish  firms.  Typically, 
the  grant  is  for  35%  of  a  particu- 
lar investment's  plant  and  equip- 
ment costs,  though  the  figure  can 
rise  to  60%  for  investments  in 
underdeveloped  areas  of  the  Re- 
public. Add  in  hidden  benefits  in 
the  form  of  training  grants,  plant 
rental  subsidies  and  equipment- 
leasing  breaks,  and  effective 
startup  costs  can  fall  to  30% . 

The  money  isn't  spread  around 
indiscriminately.  A  Swiss  digital 
watchmaker  was  turned  down 
flat.  "Too  risky,"  says  an  IDA 
executive. 
The  IDA  prefers  electronics, 
pharmaceuticals,  medical  equipment 
makers — companies  whose  capital  re- 
quirements are  modest,  but  whose 
profits  (and  hence  reinvestment)  pros- 
pects are  bright.  Thus,  such  American 
high-technology  companies  as  Digital 
Equipment,  Prime  Computer,  Bausch 
&  Lomb,  along  with  Japan's  Fujitsu 
and  Nippon  Electric,  are  not  merely 
encouraged  but  solicited  to  invest. 

"When  the  IDA  calls  on  you,"  says 
Richard  Carter,  an  American  who 
manages  Goleta,  Ga. -based  Applied 
Magnetics'  75-employee  Dublin  plant, 
established  in  1979,  "they  know  more 
about  the  company  and  industry  than 
management." 

The  IDA's  salesmen  also  offer 
Western  Europe's  lowest  manufactur- 
ing company  income  tax  rate:  a  flat 
10%  {or  a//  Irish-domiciled  manufac- 
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£eroxwon't  stop  at  nothing 


These  days,  even  nothing  costs  something  to  send.  That 
is,  if  you're  using  ordinary  facsimile  equipment. 

Because  ordinary  facsimile  equipment  takes  the  time  to 
read  every  line  of  type,  and  all  the  "nothing"  in  between. 


'mm 

The  Xerox 
Telecopier  455 


Xerox,  on  the  other  hand,  has  three  machines 
that  know  the  difference  between  a  line  of  some- 
thing and  a  line  of  nothing:    The  Telecopier  485 
terminal.    The  automatic  Telecopier  495  digital 
terminal,  that  can  send  and  receive  unattended. 
And  the  very  economical  desktop  Telecopier  455 
terminal.    When  they  come  to  a  space  like  this: 


they'll  skip  it  --  the  way  your  eyes  just  did  -- 
and  go  on  to  the  next  line  of  type.  _ 

As  a  result,  you  can  send  a  crisp,  clear 
copy  of  the  original  document  in  as  little  as  a 
minute.    For  up  to  40%  less  than  you'd  normally 
spend  on  telephone  charges. 

Besides  being  fast,  these  machines  are  also 
very  friendly.    They're  all  on  speaking  terms 
with  the  other  members  of  our  Telecopier  family. 
Even  relatives  working  in  remote  parts  of  the 
world.    In  fact,  they  can  talk  to  many  competitive 
facsimile  machines,  as  well. 


The  Xerox 
Telecopier  485 


The  Xerox 
Telecopier  495 


Only  Xerox  offers  so  many  ways  to  get  your 
message  across.    Or  so  many  ways  to  save  time  and 
money  doing  it. 

And  the  Telecopier  485,  495,  and  455  terminals 
are  just  the  beginning. 

You  see,  Xerox  will  stop  at  nothing  to  bring 
you  new  machines  that  won't. 


For  more  information  on  the  Xerox  family  of  Telecopiers,  call 
your  local  Xerox  facsimile  sales  rep.  or  call  1-800-527-1868.  In 
Texas,  call  1-800-442-5030.    Or  send  this  coupon  to  Xerox  Corporation, 
P.O.  Box  470065,  Dallas,  Texas  75247. 

Name  Title  


Company  Address  

City   State   Zip   Tel.  

FB2-1-82 


X®.  TEIE<  ;<  >1»1EK®,  485,  4'<5,  ami  455  Arc  trademarks  of  XEROX  CORPORATION. 


From  com  to  cattle  to  T-bills  to 
securities,  no  bank  commits  more 
muscle  than  Erst  Chicago. 


For  maximum  impact  on  world  markets,  First 
Chicago  combines  its  agribusiness,  commodi- 
ties and  securities  professionals  into  a  single 
group.  They  not  only  know  your  market.  They 
know  all  the  markets  that  influence  it.  They're 
your  First  Team,  and  they  work  together  to 
give  you  the  support  you  need. 

"Wide  market  swings  have  become  a 
regular  occurrence."  says  Robert  R.  Yohanan, 
Senior  Vice  President/Group  Head.  "The  First 
Team  provides  the  consistent  support  demanded 
in  today's  changing  agricultural  and  financial 
environments.  We  apply  our  advantage 
of  combined  expertise  to  help 
customers  respond  faster  and 
more  decisively  to  market 
opportunities!' 

Peter  W.  Bartol.  Vice 
President/Commodities  Division 


Head  expands  on  First  Team  effectiveness: 
"Our  clients  count  on  us  to  help  them  capital- 
ize on  developing  opportunities  such  as 
financial  futures.  We  receive  up  to  the  minute 
information  worldwide  as  a  member  of  com- 
modity futures  exchanges  in  the  major  world 
trading  centers. 

Your  Relationship  Manager  focuses  the 
entire  First  Team's  capabilities  on  your  goals. 
Katherine  L.  Updike,  Vice  President/ Agri- 
business Team  Leader  sums  up:  "From  specially 
structured  credit  to  complete  cash  manage- 
ment, we  can  mobilize  every  financial  service 
a  growing  business  needs." 

Get  The  First  Team  behind  you.  Call 
Robert  R.  Yohanan.  (312)  732-6810. 

First  Chicago  Worldwide 

Atlanta — Balti  more — Boston — Chicago — Cleveland  — 
Dallas— Houston— Los  Angeles— Miami  — New  York- 
San  Francisco— Washington.  D.C.— Abu  Dhabi— Athens 

—  Beijing  —  Beirut— Brussels— Buenos  Aires— Cairo- 
Calgary— Caracas— Cardiff— Cayman  Islands— Dubai  — 
Dublin — Dusseldorf — Edinburgh — Frankfurt — Geneva 
— Guernsey — H ong  Kong — Ja ka rta  —  Ki  ngston  —  Lagos 

—  London— Madrid— Manila— Mexico  City— Milan- 
Munich— Nairobi— Panama  City— Paris— Port-au- 
Prince—  Rome  —  Rotterdam — Sao  Paulo— Seoul  — 
Sharjah — Singapore — Stockholm  —  Sydney —Tokyo — 
Toronto— Warsaw— Zurich 


FIRST  CHICAGO 

The  First  National  Bank  of  Chicago 


The  latest  appeal  to  reason 


The  Irish  economy  may  be  Prime  Minister  Garret  FitzGerald's  princi- 
pal concern,  but  he  cannot  ignore  strife-torn  Northern  Ireland.  Like 
most  Irishmen,  FitzGerald  would  like  to  see  the  tiny  island  of  5  million 
people  united  and  at  peace.  But  politicians  north  and  south  have  tried  for 
years  to  improve  relations  across  the  dividing  line  of  sect  and  national 
allegiance.  Hard  men  on  both  sides  have  frustrated  their  efforts.  Now 
that  it  is  his  turn,  FitzGerald  says: 

"I've  tried  to  do  two  things.  First,  I've  tried  to  open  lines  of  communi- 
cation with  the  Unionists  | the  Northern  political  party  wanting  to  retain 
union  with  Britain)  and  insist  upon  their  rights  to  determine  their  own 
future,  and  not  seek  to  negotiate  solutions  [with  Britain |  over  their 
heads.  .  .  .  I've  tried  to  show  the  Unionists  that  we  don't  constitute  a 
threat  to  them,  while  at  the  same  time  being  supportive  of  the  [Catholic] 

minority  who  have  suffered  so 
much  for  50  years. 

"The  second  thing  I've  tried  to 
do,"  FitzGerald  continues,  "is  to 
make  our  own  people  aware  that 
our  constitutional  laws  contain  ele- 
ments that  are  not  acceptable  and 
are  irritants  to  the  population  of 
Northern  Ireland."  To  remove 
those  irritants,  he  has  proposed 
amendments  to  the  Republic's 
constitution — including  liberaliza- 
tion of  its  Church-inspired  pro- 
scriptions of  divorce,  abortion  and 
birth  control.  "If  we  want  to  work 
toward  reunification,"  says  Fitz- 
Gerald reasonably,  "we  must  make 
changes  if  we  expect  them  [the 
Northern  Protestants]  to  be  inter- 
ested in  working  with  us."  Lord 
knows  it  is  past  time  for  reason  to 
prevail  in  a  bitter  and  murderous 
quarrel  on  an  island  smaller  than 
the  state  of  Maine. — L.M. 


AT  v 


Protest  in  Belfast.  /9<S'/ 

Past  time  for  reason  to  prevail. 


turing  companies  through  the  end  of 
this  century.  That  compares  with 
Hong  Kong's  17.5%  corporate  income 
tax.  Thanks  to  liberal  depreciation 
and  other  deductions,  Ireland's  effec- 
tive manufacturing  profits  tax  rate  is 
only  5%  or  so,  and  FitzGerald  prom- 
ises the  tax  rate  is  above  politics:  "In 
the  interests  of  self-preservation,  no 
party  ol  whatever  ideology  would  dare 
change  it.  Everyone  knows  that  we 
depend  upon  foreign  investment." 

What  are  all  the  Irish  grants  and  tax 
breaks  worth?  Plenty.  The  U.S.  De- 
partment of  Commerce  reports  that 
the  average  return  on  U.S.  investment 
in  Ireland  is  34%,  compared  with,  say, 
19%  in  West  Germany,  and  is  by  far 
the  highest  return  in  Europe. 

As  the  gloomy  stories  recently  in 
Time  magazine  and  theA'tvr  York  Times 
reflect,  however,  Ireland's  dramatic 
step  up  in  the  world  has  brought  prob- 
lems. Progress  always  does.  The  new 
industries  must  import  virtually  all 
their  raw  and  semifinished  materials. 
So  must  Ireland's  newly  enfranchised 
consumer  class  import  most  of  its 
goods.  Thus,  the  Republic's  impres- 
sive export  growth  has  necessarily 
been  accompanied  by  soaring  imports 
and  trade  deficits — and  domestic  and 
foreign  borrowing  to  cover  those  defi- 
cits. Its  debt  to  foreign  banks  is  now 
around  $6  billion — on  a  per  capita  ba- 
sis, far  greater  than  Poland's.  But  the 
banker-creditors  aren't  worried.  Why 
should  they  be?  Much  of  their  money 
has  gone  to  support  industries  that 
earn  the  foreign  exchange  needed  to 
help  service  the  debt. 

If  Ireland  has  taken  the  capitalist 
path  to  development  rather  than  the 
socialist,  it  has  not  done  so  without 
heavy  support  from  the  state,  whose 
role  in  the  economy  is  powerful  and 
whose  spending  is  heavy — for  new 
roads,  schools,  telecommunications, 
new  government  jobs  for  Irishmen 
thrown  out  of  work  as  old  protected 
industries  have  been  forced  to  the 
wall.  The  government  now  employs 
over  300,000  workers — nearly  40%  of 
the  nonfarm  work  force. 

Prime  Minister  FitzGerald  is  the 
first  to  admit  that  the  Republic's 
domestic  finances  are  in  disrepair. 
Government  spending  has  climbed 
from  under  15%  of  GNP  in  the 
1960s  to  over  20%  today;  govern- 
ment borrowing  this  year  alone  will 
come  to  $2.78  billion,  16.3%  of 
GNP.  Says  FitzGerald:  "We  have 
borrowed  too  much  and  have  cre- 
ated a  dangerously  high  government 
deficit  and  excessive  balance-of-pay- 
ments  deficit.  We  must  eut  back  on 
government  spending." 

Since  taking  office  last  June,  Fitz- 


Gerald has  hacked  around  $600  mil- 
lion from  the  government's  1981 
spending  plans,  cut  income  taxes  and 
increased  indirect  taxes.  "We  want  to 
eliminate  the  deficit  over  the  next 
four  years,"  he  explains.  "I  know 
that's  pushing,  things,  but  it  is  neces- 
sary to  show  our  determination  to  get 
this  situation  under  control." 

That  will  take  some  doing,  but  the 
will  is  clearly  there.  For  example,  Ire- 
land's trade  unions  have  asked  for 
wage  increases  of  just  12%  for  the 
coming  year  when  the  core  inflation 
rate  is  17%.  Most  industry  employers 
and  the  government  are  sticking  to 
offers  of  under  10%,  and  will  probably 
win.  Irish  Congress  of  Trade  Unions 
Council  boss  Donal  Nevin  told  us: 
"We  recognize  the  magnitude  of  the 
troubles  that  beset  the  economy." 

The  Irish  have  no  wish  to  go  back 
to  the  bad  old  days  when  life  was 
threadbare  and  educated  young  people 
automatically  emigrated  in  search  of  a 
future.  But  maintaining  the  progress 
is  not  going  to  be  easy.  According  to 


FitzGerald,  Ireland  now  has  60% 
more  people  in  their  20s  than  it  had 
two  decades  ago.  Daniel  Flinter,  the 
IDA's  top  economist,  figures  that 
around  20,000  young  Irish  men  and 
women  enter  the  labor  force  every 
year.  Another  3,500  or  so  pour  in  from 
the  Republic's  maze  of  underproduc- 
tive  farms,  which  still  employ  20%  of 
the  work  force  but  should  employ  less 
than  10%.  Add  in  the  task  of  putting 
back  to  work  at  least  some  of  Ireland's 
133,000  unemployed  (a  postwar  rec- 
ord 13%  unemployment),  and  the 
Irish  Republic  will  somehow  have  to 
create  some  30,000  new  jobs  every 
year — 3%  of  the  current  total  non- 
farm  employment. 

Is  the  Irish  economic  miracle  over, 
emigration  about  to  recommence?  We 
put  the  questions  to  FitzGerald. 

"It  all  depends  on  our  success  at 
attracting  foreign  investment."  A  re- 
freshing attitude.  And  one  that  has 
paid  dividends.  FitzGerald  had  a  part- 
ing shot  for  us:  "Xenophobia  is  very 
uncommon  here."  ■ 
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INTERESTED  IN 
A  DIESEL  THAT 

DELIVER  THE 
KIND  OF  MILEAGE? 


Traditionally,  diesel  engines 
lave  been  known  to  last  a  long 
[me.  (Their  high  internal  pres- 
ides require  rugged  con- 
truction.) 

Traditionally,  Volvos  have 
ieen  known  to  last  a  long  time. 
Our  high  internal  standards 
squire  rugged  construction,  as 
/ell.) 

It  only  makes  sense  then  that 
diesel-equipped  Volvo  is 
lesigned  to  deliver  more  than  a 
ood  EPA  number*  It  should 
ieliver  a  good  number  of  years. 


We  can't  guarantee  youH  rack 
up  a  hundred  thousand  miles  on 
your  Volvo.  But  chances  are  you 
won't  end  up  having  to  trade  it 
in  just  about  the  time  you're 
done  paying  for  it,  either. 

Of  course,  owning  a  car  that 
will  be  around  for  many  miles 
doesn't  mean  much  unless  driv- 
ing them  is  an  absolute  pleasure. 
So  Volvo  provides  its  GL  Diesel 
Sedan  with  amenities  such  as  an 
electrically  heated  driver's  seat. 
To  get  you  comfortably  through 
all  those  long  winters  to  come. 


A  twelve  vent  air  conditioner. 
To  get  you  comfortably  through 
all  those  sticky  summers  to 
come. 

Even  a  sun  roof.  Just  to  get 
you  comfortably  through  all  the 
temperatures  in  between. 

The  choice  is  simple.  If  all  you 
want  is  better  mileage,  you  can 
buy  any  diesel. 

And  get  quantity. 

Or  you  can  buy  a  Volvo.  And 
get  something  substantially  more 
impressive.  VOLvo 

Quality.    A  car  you  can  believe  in. 


EST    "The  Volvo  4-dpof  diesel  sedan  and  wu 


EST;  3  #  HWY*  Aauul  high  wa\  mpg  will  probably  he  to 


with  manual  transmission  and  overdrive.  Use  these  numbers  for  comparisons.  Actual  mpg  may  differ  depending  on  speed,  trip  length  and  weather 
r  than  EPA  highway  estimate,  (c)  N8i  Volvo  of  America  Corporation 


Introducing  the  styrene  plant  in  the  giant  economy  siz< 


This  amazing  new  plant  is  large  enough  to  produce 
900  million  pounds  of  styrene  per  year. 

Yet,  it's  one  of  the  most  efficient  and  economi- 
cal styrene  plants  in  the  world.  Incredibly,  it  uses 
about  60%  less  fuel  per  pound  than  plants  built 
15  years  ago— many,  still  in  operation. 

(Styrene,  an  important  petrochemical,  is  used 
to  make  polystyrene— a  plastic  used  in  everything 
from  appliances  to  furniture  to  throw-away 
drinking  cups.) 

This  unique  plant  in  Bayport,  Texas,  was 
designed  and  engineered  by  Badger  (a  Raytheon 
company)  for  American  Hoechst  Corporation.  It's 


a  model  of  energy-efficiency  for  styrene  plants 
in  the  future. 

How  can  a  plant  of  such  magnitude  operate 
efficiently?  Three  ways: 

First,  by  conceptual  design.  For  example,  tl 
process  uses  heat  in  a  cascading  manner. 

In  one  unit,  the  heat  left  over  from  a  reactk 
taking  place  at  800°F  provides  heat  for  another 
operation  at  350°F.  And  the  heat  left  over  from 
this  operation  heats  still  another  operation  at 
250°F. 

Result :  over  90%  of  the  available  heat  gener 
by  the  fuel  and  the  chemical  reactions  is  recovei 


Jecond,  by  computer  simulation.  At  the  heart 
j  design,  computer  models  tell  which  of 
;ands  of  possible  combinations  of  flow  rates, 
ures,  and  temperatures,  for  example,  are  likely 
the  most  efficient. 

rhird,  by  engineers  finesse.  Badger  engineers 
nue  to  consult  with  Hoechst— to  further  fine- 
:he  facility.  They're  out  to  shave  one-tenth  of  a 
3er  pound  off  production  cost, 
nsignificant? 

Vhen  you're  making  900  million  pounds  a  year, 
i  saving  $900,000.  And  in  this  competitive 
ess,  that's  music  to  the  ears. 


Outstanding  engineering.  From  Badger,  a  part 
of  Raytheon... a  company  with  expected  1981  sales 
of  $5.6  billion  in  electronics,  aviation,  appliances, 
energy,  construction,  and  publishing. 

If  you'd  like  our  latest  financial  reports,  please 
write  to  Raytheon  Company,  Public  Relations, 
141  Spring  Street,  Lexington,  Massachusetts  02173. 


Artists  are  now  marketed  like  movie  stars, 
new  car  models  or  stock  issues. 


Portrait 
of  the  artist  as 
money  man 


Hany  Jackson  and  marketing  brain  Tifn  Yarnell 
"Profit  margins  are  about  the  same  as  in 

any  manufacturing  operation," 
says  Yarnell  of  Jackson's  limited-edition 
castings  of  the  Wild  West. 


By  Eamonn  Fingleton 

Tim  Yarnell,  the  market- 
ing brains  behind  sculptor 
Harry  Jackson,  has  a  fine 
sense  of  perspective  about 
his  job.  "Titian  had  a  man 
like  me,"  says  Yarnell,  a  former  boss 
of  the  }.  Walter  Thompson  advertis- 
ing agency  in  France.  "If  you  go  back 
to  Rubens  or  Tintoretto,  you'll  find 
they  were  organized  much  like  Har- 
ry Jackson.  They  had  up  to  a  hun- 
dred in  staff." 

Jackson's  retinue  is  almost  as  big  as 
Titian's.  It  includes  some  60  crafts- 
men and  office  staff.  Business  is  very 
good.  Sales  of  limited-edition  Wild 
West  bronze  castings  are  running  at 
nearly  S5  million,  and  pretax  profits 
are  estimated  at  more  than  SI  million. 

Jackson  is  just  one  example  of  a 
new  breed  of  savvy  American  artists 
cashing  in  on  affluent  America's 
yearning  for  some  stylish  inflation 
protection  on  its  walls. 

According  to  Kenneth  S.  Friedman, 
publisher  of  the  authoritative  New 
York-based  Art  Economist  newsletter, 
probably  20  and  maybe  30  American 
artists  gross  more  than  SI  million  a 
year.  And  since  overhead  and  produc- 
tion costs  are  often  relatively  low,  the 
net  can  easily  run  to  S500,000  a  year 
after  gallery  commissions  are  deduct- 
ed. Probably  more  than  1,000  others 
earn  at  least  S  100,000  a  year,  if  such 
income  as  teaching  fees  is  included. 

One  dealer  alone,  Leo  Castelli,  is 
reckoned  to  have  at  least  a  half-dozen 
millionaire  artists  in  his  stable — such 
names  as  Andy  Warhol,  Roy  Lichten- 
stein,  Robert  Rauschenberg,  Jasper 
Johns  and  Frank  Stella. 

Friedman  attributes  the  boom  to 
more  education — hence  more  aware- 
ness of  art — and  to  increased  dispos- 
able income.  "People  see  the  pictures 
on  their  walls  as  an  expression  of 
themselves,  as  status  symbols  that 
they  will  pay  a  lot  for,"  says  Fried- 
man, who  adds  that  many  artists  have 
responded  to  the  increase  in  demand 
by  doing  more  prints.  "If  you  are  will- 
ing to  settle  for  a  limited-edition  print 
for  $1,000,  you  can  have  a  well- 
known,  if  not  famous,  artist  on  your 
wall,-"  says  Friedman. 

Doctors,  dentists  and  lawyers  are 
suddenly  big  spenders  for  their  offices. 
"A  few  years  ago  a  professional  man 
covered  his  walls  with  scrolls  and  tes- 
timonials," says  Friedman.  "If  he  had 
anything  more  avant-garde  than  a  pic- 
ture of  a  dog  with  a  duck  in  its  mouth, 
people  would  have  doubts  about  him. 
Now  they  want  something  more  so- 
phisticated." Lowering  his  voice  and 
smiling,  Friedman  adds:  "Of  course,  it 
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s  often  tax-deductible." 

Tim  Yarnell  points  out  how  things 
rave  changed  since  Jackson  Pollock, 
:he  leading  abstract  expressionist, 
iied  in  1956.  "Pollock  was  very  well- 
established  critically  before  he  died, 
^et  the  most  he  ever  got  for  a  painting 
vas  $8,000,"  he  says.  These  days  art- 
sts  like  lasper  Johns  can  aim  for 
>400,000  for  a  new  work. 

It  didn't  just  happen,  though.  It 
ook  a  bit  of  marketing.  Sculptor  Jack- 
ion  was  floundering  financially  until 
le  met  Yarnell,  a  polished,  Cam- 
bridge-educated Englishman.  Yarnell 
;acked  all  but  2  of  the  25  galleries 
ackson  had  been  using,  added  3  new 
mes  and  gave  each  exclusive  rights  in 
ts  area.  That  way,  each  had  a  strong 
ncentive  to  sell  Jackson  and  would 
lot  be  tempted  to  discount  his 
vork — something  that  Yarnell  real- 
zed  can  play  havoc  with  a  collector's 
)erception  of  an  artist. 

Jaclcson  had  been  giving  the  galler- 
es  a  commission  of  33%.  Yarnell 
:hopped  them  back  to  25%.  Then  he 
igured  if  Jackson  could  reach  the  pub- 
ic direct  as  well,  he  could  also  save 
orae  of  that  25%.  Given  the  collect- 
ng  public's  penchant  for  repeat  pur- 


chases, Jackson's  bronzes  of  cowboys 
and  Indians  were  a  natural  for  direct 
marketing. 

"We  started  with  fewer  than  100 
collectors  in  1977  but  with  direct 
mail,  newspaper  advertising  and  tele- 
phone promotion,  we  now  have  2,000 
people  on  our  list  who  either  own  his 
work  or  are  likely  buyers,"  he  says. 

Yarnell  reckons  that  about  half  of 
Jackson's  total  sales  of  $4.8  million  for 
the  year  to  April  will  come  from  di- 
rect marketing.  That's  more  than 
Jackson's  total  sales  three  years  ago. 

One  $200,000  advertising  campaign 
pulled  in  $1,000,000  of  orders  for  the 
Marshal  111 ,  an  edition  of  1,000  cast- 
ings showing  John  Wayne  on  horse- 
back. Not  only  did  the  ads  pay  for 
themselves  immediately,  they  added 
hundreds  of  valuable  new  names  to 
the  mailing  list. 

"It's  just  like  any  manufacturing  op- 
eration," says  Yarnell.  "The  margins 
are  about  the  same." 

Yarnell  has  missed  few  tricks.  He 
managed  to  get  a  Jackson  into  Wind- 
sor Castle.  Now  Jackson's  copious 
promotional  material  trumpets  the 
fact  that  the  Queen  of  England  is  a 
collector. 


To  ensure  that  no  single  sale  goes 
astray,  Jackson  can  be  reached  on  an 
800  telephone  number  at  his  studios 
in  Wyoming. 

None  of  the  new  artist-business- 
men can  match  LeRoy  Neiman  when 
it  comes  to  being  an  effective  publi- 
cist of  his  own  work.  Maury  Leibo- 
vitz,  who  runs  Knoedler  Publishing, 
which  has  exclusive  rights  to  Nei- 
man's  prints,  cites  a  recent  consumer 
survey  showing  that  37%  of  teenagers 
recognized  Neiman 's  name — an  ex- 
ceptional figure  for  a  living  artist. 

Neiman  got  his  start  as  an  illustrator 
ioi  Playboy .  His  name  became  a  house- 
hold word  during  the  Montreal  Olym- 
pics, when  he  daily  appeared  on  net- 
work television  paintingsportsmurals. 

Wherever  there  are  cameras,  Nei- 
man is  bound  to  appear,  usually  in  a 
dazzling  white  suit,  with  a  cigar  in 
one  hand  and  a  glass  of  wine  in  the 
other.  When  New  York's  WNBC  radio 
station  wanted  its  traffic  helicopter  to 
catch  the  eye,  Neiman  good-humored- 
ly  dashed  off  an  image  of  a  pouncing 
tiger  on  the  craft's  belly.  In  Las  Vegas, 
Caesars  Palace  wanted  some  portraits 
of  its  waitresses  and  roulette  dealers. 
Neiman  was  in  his  element.  Actor 


Christo  and  wife /business  manager  Jeanne-Claude 

To  finance  his  vast  "Surrounded  Islands" 
projects,  scheduled  for  Miami  next  year,  she 
plans  to  raise  $  1  million  by  selling 
preparatory  drawings. 


Sylvester  Stallone  wanted  a  24-foot 
image  of  himself  as  a  prop  in  a  new 
movie.  No  problem  for  Neiman. 

All  good  fun — but  is  it  art?  No,  says 
the  New  York  art  establishment.  "He 
makes  art  for  people  who  don't  like 
art,"  says  New  York  Times  critie  John 


Russell.  Leibovitz  shrugs  off  the  barbs. 
"Some  people  don't  like  Neiman  be- 
cause they  think  artists  shouldn't  be 
seen  enjoying  themselves." 

Since  1975,  when  he  signed  with 
Knoedler,  a  corporation  controlled  by 
Armand  Hammer,  Neiman's  earnings 


would  do  justice  to  an  oil  well.  He 
produces  ten  editions  of  serigraph 
silk-screen  prints  each  year — usually 
in  runs  of  300  and  priced  at  up  to 
S  1,800  each.  Leibovitz  reckons  that 
in  total  there  are  over  71,000  Neiman 
prints  in  existence — which  would 
probably  cover  ten  football  fields. 

Leibovitz,  admittedly  not  the  most 
disinterested  observer,  claims  the  cur- 
rent market  value  of  Neiman's  seri- 
graph efforts  to  date  approaches  S20G 
million.  Knoedler's  Neiman  sales  now 
run  at  about  $10  million  a  year. 

How  much  does  Neiman  make?  He 
won't  say,  but  people  in  the  art  world 
say  he  nets  $1.5  million  to  S2  million 
a  year,  making  him  probably  Ameri- 
ca's highest-earning  artist. 

Leibovitz  takes  credit  for  sorting 
out  Neiman's  previously  confused  dis- 
tribution arrangements.  Distributors 
were  in  competition  with  each  other, 
and  Neiman's  market  was  being 
blighted  by  price-cutting. 

Now  Leibovitz  keeps  a  firm  grip  on 
pricing  and  sends  out  a  list  of  suggest- 
ed prices  for  new  and  secondary  mate- 
rial to  galleries  each  month. 

Neiman  could  have  made  a  bundle 
putting  his  signature  on  designer 
jeans,  but  he  turned  it  down.  It  would 
yield  good  money  and  publicity,  but 
might  have  cheapened  the  image. 

It  is  hard  to  imagine  a  greater  con- 
trast to  Neiman's  exuberant  lifestyle 
than  that  of  Christo,  the  sculptor  who 
startled  the  world  in  1976  with  his 
24V/2  -mile-long  Running  Fence  project 
in  California.  A  Bulgarian  who  settled 
in  New  York  18  years  ago,  he  lives 
quietly  in  an  austere  loft  in  Soho. 
Lunch  is  a  sandwich,  and  he  probably 
frequents  New  York  night  spots  less 
often  than  a  schoolteacher  or  bank 
clerk.  Yet  Christo  shares  with  Neiman 
a  place  in  the  artists'  millionaire  club. 
The  difference  is  that  Christo  plows 
back  most  of  his  million-dollar-plus 
income  into  ever  grander  projects. 

The  Running  Fence  project  alone 
cost  more  than  S3  million — $500,000 
for  tons  of  white  nylon  material, 
much  of  the  rest  for  legal,  engineering, 
labor  and  administrative  costs.  He  fi- 
nances his  projects  by  selling  prepara- 
tory .  drawings  and  plans  for  up  to 
$30,000  each.  His  wife  and  business 
manager,  leanne-Claude,  is  currently 
planning  to  sell  hundreds  of  drawings 
to  finance  bis  Surrounded  Islands  proj- 
ect scheduled  for  Miami  in  1983.  To- 
tal cost:  probably  $1  million.  Chris- 
to's  team  is  to  art  what  William  Zeck- 
endorf  was  to  real  estate. 

Christo  is  planning  even  more 
breathtaking  projects.  One  would  be 
in  New  York's  Central  Park — a  25- 
mile  chain  of  huge  gates  draped  with 


Gallery  owner  Mary  Boone  and  protege  Julian  Schnabel 
Her  price  for  a  floor-to-ceiling  Schnabel: 
up  to  $30,000.  "Julian  could  get  more 
for  his  paintings,  but  it  would 
not  be  good  for  him,"  she  says. 


?Roy  Neiman  unci  Knoedler  Publishing's  Maury  Leibovitz 
Leibovitz  is  unruffled  by  art  critics'  barbs, 
"Some  people  dont  like  Neiman 
because  they  think  artists  shouldn't 
be  seen  enjoying  themselves,"  he  says. 


ONE  OUT  OF  FOUR  OF  TOUR 
EMPLOYEES  HAS  A  POTENTIALLY 

CCDimiC  IXC  A  ITU  DDADI  VAM 


AND  YOU  PR0RABIY  DON'T  INSURE  IT. 


rhose  potentially  serious  health 
ms  relate  to  orthodontics.  And 
ne  out  of  four"  is  a  government 
ic. 

f  you  find  both  these  facts 
sing,  you're  not  unusual.  Many 
:  perceive  the  mission  of 
lontics  to  be  "prettier  smiles 
Is." 

rhat.  simply,  is  not  the  case. 
Mrst  of  all,  about  20%  of 
lontic  patients  are  adults.  And 
of  these,  like  younger  patients, 
ing  treated  for  reasons  of  health, 
reasons  range  from  prevention  of 

teeth  to  alleviating  speaking, 
lg  and  breathing  problems  — or 
hronic  pain  in  the  jaws, 
rhe  growing  recognition  of 
lontics'  role  in  building  mouth 

is  generating  new  interest 

,  companies  wanting  timely  health 

enefits. 

rhe  cost  is  also  surprising. 

"overaee  under  an  orthodontic 


rider  can  cost  as  little  as  $2.17  per 
month,  for  a  $1,000  benefit.  Adults  can 
be  added  to  this  same  plan  for 
approximately  33C  a  month  per  adult. 
Quite  modest  compared  to  many  health 
insurance  premiums. 

Why  our  free  consulting 
service  would  be  of  value  to  you. 

We,  of  the  American  Association 
of  Orthodontists,  will  provide  you  with 
the  help  of  specialists  in  the  area 
of  planning  orthodontic  benefits  for 
your  employees. 

Our  insurance  advisory  service 
will  aid  your  staff  in  the  evaluation 
of  either  new  plans  or  programs  you 
have  in  effect. 

As  an  impartial  — resource,  we'll 
analyze  your  options,  specifying  the 
benefit  package  offering  the  best 
balance  of  services  and  costs  to  your 
employees  and  you. 

We  can  give  you  case  histories  of 
the  impact  which  orthodontic  insurance 
has  had  in  other  major  companies. 


Send  us  this  coupon.  We'll 
respond  with  more  information  or 
personal  contact. 


American  Association  of  Orthodontists 
460  North  Lindbergh  Blvd. 
St.  Louis,  MO  63141  •  7883 

I — i  Please  send  me  your  free  booklet 
' — '  on  orthodontic  insurance 

Please  contact  me  about  the  AAO 
Insurance  advisory  service 


□ 


NAME 


TITLE 


COMPANY  OR  ORGANIZATION 


ADDRESS 


CITY 


STATE 


ZIP 


TELEPHONE  NUMBER 

American  Association  of 
Orthodontists 


In  cooperation  —  ~—  =z 
with  The  =■  S  jj 

Canadian  Association 


Andy  Warhol  and  print  publisher  Ronald  Feldman 
Warhol's  ego  trips  in  publishing  and  movies 
have  been  expensive.  Luckily, 
two  Warhol  print  series  that  Feldman 
published  grossed  $6  million. 


peach-colored  material.  Then  there  is 
his  Mastaba  of  Abu  Dhabi  project. 
The  Mastaba  (Arabic  for  bench)  will 
be  a  pyramid-like  colossus,  as  tall  as  a 
48-floor  building  but  several  times 
more  bulky.  Around  a  core  of  sand  and 
concrete  he  will  add  a  cladding  of 
390,000  specially  made  stainless-steel 
oil  barrels.  The  cost:  $350  million. 
Christo  needs  a  sponsor  for  this.  He's 
lobbying  Abu  Dhabi's  oil-rich  ruler, 
Sheikh  Zayed. 

The  thought  that  Christo  may  one 
day  be  remembered  as  architect  of  the 
eighth  wonder  of  the  world  does  his 
current  output  no  harm  in  art  galleries 
on  both  sides  of  the  Atlantic. 

Few  artists  with  an  eye  for  the  big 
bucks  have  gone  as  far  down  the  road 
to  entrepreneurship  as  Andy  Warhol, 
who  is  probably  as  well  known  these 
days  for  his  publishing,  moviemaking 
and  cable  activities  as  for  his  paint- 
ings of  Campbell's  tomato  soup  cans. 

No  matter  that  his  business  ven- 
tures are  run  less  for  profit  than  to 
give  Warhol  another  platform  to  pa- 
rade his  ego.  Sooner  or  later  projects 
as  large  as  his  Interview  magazine, 
which  costs  up  to  $  100,000  a  month 
to  print,  have  to  obey  the  iron  laws  of 
the  market — sell  or  die. 

Warhol  has  probably  invested  near- 
ly SI  million  in  the  magazine  since  he 
launched  it  in  1969.  According  to  In- 
ierview  Editor  Bob  Colacello,  it  has 


never  yet  turned  a  profit  but  is  cur- 
rently breaking  even. 

Luckily  for  Interview,  Warhol's  in- 
come from  art  has  met  the  bills.  Two 
series  of  prints  published  by  gallery 
owner  Ronald  Feldman  have  alone 
grossed  $6  million,  giving  Warhol 
maybe  $2  million. 

More  conventional  artists  are  doing 
well,  too.  Andrew  Wyeth  shows  how 
to  do  it  in  an  atmosphere  of  decorum 
that  would  do  credit  to  a  London  mer- 
chant bank.  His  business  affairs  are 
handled  mainly  by  Frederick  Wool- 
worth,  a  longtime  personal  friend  who 
is  president  of  the  Coe  Kerr  gallery  in 
New  York.  Woolworth,  a  former  in- 
vestment banker,  says:  "Andrew  nev- 
er had  a  show  that  has  not  sold  out  on 
opening  night." 

Woolworth's  strategy  has  been  to 
place  Wyeths  in  strong  hands  via  the 
old-boy  network,  so  they  don't  come 
bouncing  back  on  the  market.  The 
list  of  Wyeth  owners  reads  like  a 
social  directory:  the  Rockefellers,  the 
du  Ponts,  the  Mellons,  the  Roths- 
childs, Joseph  E.  Levine  and  Walter 
Annenberg. 

The  art  world  puts  Wyeth's  earn- 
ings at  well  over  $1  million  a  year. 
Much  of  this  comes  from  the  sale  of 
three  or  four  painstakingly  executed 
paintings.  Because  his  originals  are 
temperas,  which  use  egg-based  pig- 
ments, they  do  not  lend  themselves  to 


traditional  reproduction  processes. 
But  Wyeth  uses  photographic  tech- 
niques to  produce  100  to  150  signed 
copies  of  each  original.  These  are  then 
marketed  by  his  wife,  Betsy,  for  about 
$2,500  each. 

How  does  a  young  artist  break  into 
the  big  money?  Talent  helps,  of 
course.  But  it  is  not  enough,  according 
to  Mary  Boone,  an  accountant-turned- 
gallery-owner. 

Boone  is  credited  with  making  30- 
year-old  Julian  Schnabel  last  year's 
most  talked-about  new  artist.  Boone, 
30,  naturally  bristles  at  suggestions 
that  hype  played  any  part  in  Schnabel's 
success.  But  since  she  took  over  man- 
aging his  career  in  1977,  the  price  of  a 
typical  7-foot  by  7'/2-foot  canvas — 
small  by  Schnabel's  standards — has 
shot  from  $2,500  to  $15,000.  Boone 
prices  the  huge  floor-to-ceiling  can- 
vases that  Schnabel  is  now  doing  at 
$30,000,  though  she  claims  some  col- 
lectors have  been  offered  up  to 
$70,000. 

Boone  takes  credit  for  getting 
Schnabel  into  the  right  museums  and 
shows,  most  notably  last  year's  double 
one-man  show  at  her  gallery  and  Leo 
Castelli's.  Another  coup  has  been  to 
interest  key  collectors.  Boone  is  par- 
ticularly proud  of  selling  five  Schna- 
bels  to  Charles  Saatchi,  a  wealthy 
London  advertising  agent  who  is  one 
of  the  most  influential  of  the  younger 
generation  of  art  collectors.  In  the  art 
world,  where  a  few  bellwether  collec- 
tors go,  a  lot  of  sheep  follow — not  only 
second-rank  collectors  but  museum 
directors  as  well. 

Like  Woolworth,  Boone  empha- 
sizes placing  work  in  strong  hands. 
But  conservative  pricing  is  also  cru- 
cial for  an  artist's  early  career.  "Julian 
could  get  much  more  for  his  paint- 
ings, but  it  would  not  be  good  for  him 
long  term,"  she  maintains.  "Many 
artists  have  had  their  reputations 
blighted  by  raising  prices  too  fast." 

Ironically,  President  Reagan's  tax 
reductions,  often  criticized  as  tax  re- 
lief for  the  rich,  could  be  bad  news  for 
rich  artists.  With  lower  top  rates  of 
tax,  it  now  makes  much  less  sense  for 
art  investors  to  donate  to  museums. 
Tim  Yarnell  comments:  "Until  now 
many' people  found  it  was  more  lucra- 
tive to  donate  to  a  museum  than  sell 
at  auction."  The  beauty  of  museums 
is  that  what  goes  in,  never  comes  out. 
That  has  kept  everyone  happy  for  de- 
cades. Adds  Yamell:  "Now,  in  most 
cases,  it  is  better  to  sell  and  that  will 
mean  much  more  stuff  coming  back 
on  the  market."  But  that's  a  small 
worry,  and  for  the  future.  Right  now  it 
can  be  said  of  artists  and  their  hang- 
ers-on: They  never  had  it  so  good.  ■ 
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Dther  life  insurance  companies  may  find 
Northwestern  Mutual's  new  Extra  Ordinary  Term 
iolicy  a  little  hard  to  swallow. 


Jntil  now  you  had  two  choices. 
Vhole  life  or  term  insurance. 
Until  now. 

Recently,  Northwestern  Mutual  Life 
las  unveiled  an  entirely  new  life 
isurance  plan. 

We  call  it  Extra  Ordinary  Term. 

You  might  just  call  it  the  answer. 

Unlike  most  term  policies,  our  Extra 
)rdinary  Term  plan  provides  level 
iremiums  plus  the  cash-building 
.dvantages  ot  whole  life.  Never  before 
las  Northwestern  Mutual  I  ife  offered 
uch  an  innovative  insurance  plan.  But 
□  novation  such  as  this  is  nothing  new 


for  a  company  that  for  the  past  L'r>  years 
has  been  a  leader  in  low  <  ost  long  term 
lile  insurance.  A  record  that  is  the  envy 
o\  the  industry. 

And  a  record  th.il  has  been  maintained 
by  (  onsi.intly  improving  the  produ<  Is  we 
( >! lei  you.  Our  new  I  xlra  ( )rdinary  lei  m 
plan  is  just  another  reason  why  other  lile 
insurant  e  companies  have  come  to  realize 
that  we're  a  tough  act  to  lollow. 

Northwestern 
Mutual  Life 

The  Quiet  Company 


ho  Norlhwualorn  Mulunl  Lilo  Insurnnco  Company,  Mllwoukoo.  Wlscontln  1982 


A  tough  act  to  follow 


IT  PAYS  TO  LISTEN. 

Columbus  ideas  fell  on  deaf  ears  for  years 
before  Queen  Isabella  finally  chose  to  listen. 
It's  a  lesson  that  wasn't  lost  on  Sperry. 
Listening  keeps  us  alert  to  ever-expanding 


possibilities  in  computer  science,  aerospt 
and  defense. 

Whats  more,  it  helps  us  expand  the 
ourselves. 

Real  breakthroughs  increasingly  occ 
when  seemingly  unrelated  advances  get 
nected-and  then,  suddenly,  explosively  j 

This  takes  an  attentive,  imaginativi 
of  listener  who  combines  the  unlikely  in 


ected  ways. 

s  why,  at  Sperry's  Research  Center, 

sts  from  eighteen  totally  different  disci- 

regularly  meet. 

)  listen  to  each  other. 

Te  at  Sperry  are  convinced  that  listening 

nites  new  insights,  guides  us  into 


uncharted  areas  of  thought,  and  ultimately 
uncovers  whole  new  worlds. 


We  understand  how  important  it  is  to  listen. 

Sperry  is  Sperry  Univac  computers,  Sperry  New  Holland  farm  equiprnent, 
Sperry  Vickers  fluid  power  systems,  and  defense  and  aerospace  systems 
from  Sperry  division  and  Sperry  Flight  Systems. 


For  a  booklet  on  listening,  write  to  Sperry,  Dept.CS,  1290  Avenue  of  the  Americas,  New  York,  N.Y.  10104. 


Numbers  Game 


Bdited  By  Richard  ( Jreene 


Some  real  estate  developers  have  been  using  an  accounting 
method  that  allows  them  to  delay  showing  losses  on  a  new 
building.  So  why  not  abolish  the  method?  Because  there  are 
many  cases  where  its  use  makes  sense. 

Postponing 
the  agony 


By  Jane  Carmichael 

The  introduction  to  the  Fi- 
nancial Accounting  Standards 
Board's  recent  exposure  draft 
on  real  estate  accounting  practices 
contains  a  dense  but  intriguing  sen- 
tence: "[The  American  Institute  of 
Certified  Public  Accountants'  recom- 
mendation] that  revenues  and  ex- 
penses be  recognized  when  a  real 
estate  project  is  substantially  com- 
pleted and  held  available  for  occu- 
pancy is  not  always  being  followed 
in  practice."  In  plain  English,  the 
realtors  were  supposed  to  cease  cap- 
italizing operating  expenses  once  the 
welcome  mat  was  put  out.  Only  they 
were  not  always  doing  so. 

Why  not?  One  reason  would  be  to 
hide  losses.  To  do  this  builders  can 
use  the  "proportionate  rentup  meth- 
od" of  accounting.  Instead  of  recog- 
nizing all  revenues  and  expenses 
when  the  building  is  finished,  you 
wait  and  record  them  in  stages  as  the 
building  is  rented.  Your  new  shopping 
mall  may  have  every  brick  in  place, 
but  if  at  the  end  of  the  first  year  only 
20%  of  the  store  space  is  occupied, 
you  record  only  20%  of  expenses. 

This  can  lead  to  abuses.  A  builder 
with  a  low  occupancy  rate  at  the  out- 
set may  also  be  a  builder  in  trouble — 
one  who  would  be  showing  losses 
even  without  depreciation.  Conserva- 
tive developers  usually  see  to  it  that 
they  have  lease  commitments  for  a 
substantial  part  of  their  projects  be- 
fore they  put  shovel  to  ground.  The 
proportionate  rentup  method  would 
allow  the  builder  to  postpone  recog- 
nizing losses  until  the  building  is  fully 
occupied,  and  maybe  keep  his  lenders 
happy  a  little  longer. 
So  why  don't  the  accountants  crack 


down?  Because  there  are  many  cases 
where  it  is  sensible  to  use  proportion- 
ate rentup.  For  example,  mammoth 
office  and  apartment  complexes  are 
often  opened  in  stages,  especially  it 
there  are  several  buildings  in  the  com- 


plex. It  would  be  silly — and  mislead- 
ing— to  make  those  builders  wait  to 
show  any  income  or  loss  until  every 
brick  for  every  building  had  been  laid. 
The  AICPA  guidelines,  in  fact,  sanc- 
tion the  use  of  the  proportionate  rent- 
up  method  in  some  such  cases.  More- 
over, when  improvements  are  left  un- 
til the  tenant  moves  in,  the  landlord 
just  doesn't  know  what  his  expenses 
will  be  until  the  unit  is  rented. 

How  to  resolve  this  confusing  mat- 
ter? The  FASB  has  settled  on  the  only 
sensible  solution:  Throw  it  back  to  the 
developers  to  suggest  specific  criteria 
stipulating  when  proportional  rentup 
is  appropriate  and  when  it  is  not. 


We  never  said  that 

Back  in  1977  the  SEC,  worried  that 
a  conflict  of  interests  might  arise 
when  accountants  did  both  audit  and 
consulting  work  for  the  same  client, 
publicly  warned  accountants  and  cor- 
porations to  be  careful.  It  also  required 
that  companies  begin  reporting  all 
nonaudit  work,  ranging  from  tax  plan- 
ning to  design  and  sale  of  computer 
software,  in  their  proxy  statements. 
But  such  a  hue  and  cry  arose  from  the 
accounting  profession  that  the  SEC  is 
now  not  only  rescinding  the  proxy 
rule  but  even  retracting  its  official 
statement  of  concern. 

Why  the  uproar?  After  all,  the  SEC 
never  set  limits  on  the  amount  of 
nonaudit  work  accounting  firms  could 
do.  It  did  not  even  say  that  nonaudit 
work  was  necessarily  a  bad  thing.  All 
it  did  was  warn  that  nonaudit  work 
could  be  used  to  influence  the  audit. 
But  that  was  enough  to  scare  the  liv- 
ing daylights  out  of  most  corpora- 
tions. Says  Harvey  D.  Moskowitz  of 
Seidman  &  Seidman,  "The  SEC  pro- 


[f  you  make  a  month's  worth  of  copies  in  a  week, 
congratulations.  We  have  a  Saxon  just  for  you. 


When  a  lot  of  copying 
machines  are  beginning  to 
break  down,  the  Saxon 
SX  30  is  just  breaking  in.  It's 
a  work-a-holic.  It's  fast-first 
copy  time  is  only  6.5  seconds. 
After  that  it  pumps  out  30 
copies  a  minute.  It  copies  on 
plain,  ordinary  bond  paper, 
even  letterhead,  because  it 
uses  dry  toner. 

One  reason  the  SX  30 
turns  out  copy  after  copy  so 
dependably  is  that  it  features 
the  latest  in  microprocessor 
electronics.  Another  is  that 
Saxon  offers  a  short,  straight 
paper  path  from  start  to  finish. 

It  uses  dual  cassettes. 
Copies  on  four  paper  sizes  up 
to  1 1 "  x  17".  Has  a  stationary 
top  for  greater  productivity. 

So  call  Saxon  for  a  copier 
that  works  harder  than  your 
best  employee. 

I-8OO-526-7843. 

In  New  Jersey,  1-800-522-4503. 

Mail  to:  Saxon  Business  Products, 
13900  NW  57th  Court, 
Miami  Lakes,  Florida  33014 


Name/Title 


Company 


Street 


City/State/Zip 


Phone 


<B ,  Saxon  and  SX  30  are  trademarks  of 
Saxon  Industries,  Inc 

c  1981  Saxon  Industries,  Inc.  7FM022 
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Money  Market  yields 
with  just  $1,000 


Our  money  market  fund  offers: 

□  Prompt  liquidity  by  telephone 

□  Free  checkwriting  over  $500 

□  No  early  withdrawal  interest 
penalty 

□  Free  exchange  with  other 
Price  stock  and  bond  funds 

□  No  sales  charge 

Call  toll  free  1-800-638-5660. 
In  Maryland  1  -800-492- 1 976. 
In  Baltimore  547-2308. 

For  more  complete  information  including 
management  fee  and  other  charges  and 
expenses,  obtain  a  prospectus.  Read  it 
carefully  before  you  invest  or  send  money. 


T.  Rowe  Price  Prime  Reserve  Fund,  Inc. 


A  No-Load  Fund,  T.  Rowe  Price  Marketing.  Inc.  Dept.  A6.  100  E.  Pratt  St..  Baltimore,  MD21202 


Name. 


Address. 
City  


State. 


Zip. 


AMERICAS 
TOP  BUSINESS 
EXECUTIVES  FLY  EJA. 


800-848-6436 

In  Ohio  call  800-282-6220 

gSgmbEXECLrnv 


ijErnvifmon 


AMERICA'S  CORPORATE  AIRLINE 


Numbers  Game 

nouncements  put  a  cloud  over  all  non- 
audit  work.  To  be  on  the  safe  side, 
management  hired  others  for  manage- 
ment advisory  services.  We  lost  en- 
gagements because  of  it."  It's  easy  to 
understand  why  accountants  were  up- 
set. Consulting  is  probably  their  big- 
gest growth  business. 

From  now  on,  the  American  Insti- 
tute of  Certified  Public  Accountants 
will  be  keeping  track  of  so-called  inde- 
pendence information.  Every  year 
member  firms  will  submit  a  breakout 
showing  how  many  of  their  clients 
fell  into  each  of  the  following  categor- 
ies: nonaudit  fees  for  the  year  be- 
tween zero  and  25%  of  total  fees,  be- 
tween 25%  and  50%,  and  over  50%. 

"This  information  will  be  available 
to  the  SEC,"  says  Moskowitz,  "and 
each  accounting  firm  will  still  present 
a  breakdown  of  fees  to  the  client's 
board  of  directors  every  year.  The 
only  difference  is  that  it  won't  be  in 
the  proxy.  But  I  don't  believe  it  was 
ever  useful  information  for  the  share- 
holder in  the  first  place." 

He  has  a  point.  Whether  accoun- 
tants should  be  allowed  to  do  nonau- 
dit work  at  all  is  an  interesting,  but 
separate,  question  that  the  SEC  has 
not  yet  determined.  As  long  as  nonau- 
dit work  is  permissible  for  CPA  firms, 
why  should  shareholders  care  how 
much  of  it  is  being  done  for  a  specific 
company  unless  the  company  re- 
ceives an  inadequate  audit?  And  inad- 
equate audits  are  still  very  much  with- 
in the  purview  of  the  SEC.  It's  worth 
noting  that  in  withdrawing  its  official 
warning  the  SEC  reiterated  that  its 
views  on  the  subject  of  auditor  inde- 
pendence are  "unchanged." 

Said  Cleopatra  to 
Caesar's  wife  . . . 

Much  of  the  consulting  business  the 
accountants  lost  when  the  SEC  cast  a 
pall  over  nonaudit  services  (see  above) 
went  to  actuaries  and  computer  con- 
sultants. No  wonder  both  the  Ameri- 
can Academy  of  Actuaries  and  the 
Association  of  Data  Processing  Ser- 
vice .Organizations  have  vigorously 
opposed  the  SEC's  about-face  on  the 
subject.  The  lucrative  management 
advisory  services  market  is  well 
worth  fighting  for. 

But  listen  to  this,  from  an  Academy 
press  release:  "We  think  [the  SEC 
rules]  are  critical  to  assuring  not  only 
the  fact,  but  also  the  appearance,  of 
auditor  independence."  How  nice  of 
the  actuaries  to  be  concerned  about 
their  competitors'  reputations!  ■ 
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When  you  need  to  cash  a  check  out  of  town, 
you  know  where  to  turn. 


tbu've  got  the  Card. 


The  American  Express  Card  backs  your 
personal  check  when  you  need  money 
■V   in  an  emergency.  So  you're  not  out  of 
iav   luck  when  you're  out  of  town  and  out 
IF  A   of  cash.  And  there  are  lots  of  places 
around  the  country  to  turn  to.  To 
participating  hotels,  motels,  airlines, 
and  car  rentals.  Not  to  mention  the 
nearly  1,000  Travel  Service  Offices  of 
I  American  Express  Company,  its  sub- 
sidiaries and  Representatives  around  the 

*For  details,  consul; 


world.  Of  course,  there  are  some  limits, 
establishment  policies  and  cash  avail- 
abilities? And  overseas,  there  are  local 
currency  regulations.  But  basically,  you 
can  cash  a  check  at  most  of  these  places 
to  tide  you  over.  Besides,  the  Card  itself 
should  take  care  of  the  rest.  But  it's  nice 
to  know  that  some  help  is  often 
right  around  the  next  corner. 
The  American  Express  Card. 
Don't  leave  home  without  it* 

your  Cardmember  Directory  of  Benefits,  Privileges,  and  Services. 


If  the  Library  of  Congress  didn't  have 
microfilm,  it  could  take  you  twelve  miles 
to  get  from  A  to  Z. 


3M,  we've  been  hearing  about  the 
nounting  problems  of  storing  infor- 
nation  for  years.  And  so  we  developed 
he  highly  efficient  3M  "Micrapoint" 
:iling  System. 

t  replaces  miles  of  paper  files  with 
compact  console  and  16mm  film 
idexed  on  small  diskettes.  And  that 
eeps  information  from  becoming  a 
lonumental  problem. 


In  fact,  by  listening  to  people's  needs, 
we've  pioneered  over  700  products 
to  serve  the  needs  of  the  office,  training 
and  business  fields. 

We've  developed  everything  from  over- 
head projector  systems  to  "Scotch  "brand 
lift-off  correction  tape  for  typewriters. 

All  because  at  3M,  we're  in  the  business 
of  hearing.  So  let  us  hear  from  you. 

3M  hears  you... 


For  your  free  3M  Office,  Training  and 
Business  Products  Brochure,  write: 
Department  060202/3M,  PO.  Box  4039, 
St.  Paul,  MN  55104. 

Name  

Address  

City  


State  &  Zip^ 


Or  call  toll-free:  1-800-323-1718, 
Operator  366.  (Illinois  residents  call 
1-800-942-8881.) 


3M 


The  comeback  of  local  radio  is  old  news. 
What's  new  is  that  network  radio  has  risen 
from  the  dead  as  the  local  station's  friend. 

Remember  the 
Green  Hornet? 
Lowell  Thomas? 


By  John  A.  Byrne 

At  precisely  6:59:59,  a  CBS  ra- 
dio technician  in  New  York 
t  pushes  a  button  on  the  control 
room  console  that  triggers  the  CBS 
sounder:  the  five-second  signature 
signal  that  follows  the  net  alert  chirp 
and  the  7  a.m.  time  tone. 

CHIRP.  BONG.  DO-DO-DO  DO- 
DADO.  As  the  signal  fades,  the  voice- 
over  comes  in  with  "CBS  news."  In 
seconds,  Charles  Osgood's  words  are 
rushing  over  land  lines  to  a  micro- 
wave dish  linkup  in  New  Jersey  from 
which  they  are  beamed  westward  by 
satellite  across  the  country. 

It's  the  start  of  "drive  time"  on  the 
East  Coast.  Drive  time  is  radio's 
equivalent  of  television's  prime,  when 
nearly  one  in  every  three  persons  has 
a  radio  clicked  on.  If  they're  not  on 


the  road  driving  to  it,  people  are  wak- 
ing up  to  it,  brushing  their  teeth  to  it 
or  cooking  breakfast  to  it.  Right  now 
about  3  million  listeners  alone  are 
tuned  into  Osgood 's.Vens  on  the  Hour. 
making  it  one  of  network  radio's  hot- 
test programs. 

Today,  Americans  spend  almost  as 
much  time  listening  to  radio  as 
watching  TV:  an  average  of  3V2  hours 
of  radio,  vs.  33/4  hours  of  TV.  But  you 
probably  thought  that  radio  now  is 
almost  entirely  local.  Not  so.  By  the 
end  of  this  year,  as  many  as  20  nation- 
wide radio  networks  should  be  on  the 
air,  more  than  double  the  number 
only  two  years  ago.  And  revenues  are 
soaring.  CBS  is  adding  a  network  to 
its  programming  schedule  this  year. 
ABC  has  launched  two  more  net- 
works, bringing  its  total  to  six. 
RKO — starting  from  scratch  2Vz  years 


Taping  of  CBS  Radio  Mystery  Theater 

Who  knows  what  other  dramas  lurk  in  the  hearts  of  network  men? 


ago — now  has  three  networks.  Ted 
Turner  is  gearing  up  for  an  all-news 
radio  network  next  month. 

After  steady  declines  in  network  ra- 
dio revenues  through  the  Fifties  and 
only  marginal  gains  at  best  in  the  Six- 
ties and  early  Seventies,  network  bill- 
ings have  shot  up  by  more  than  1 75% 
since  1975,  to  $200  million,  and  are 
expected  to  climb  to  $400  million  by 
1985.  While  total  radio  billings  of  $4 
billion  in  1981  are  still  only  a  third  of 
total  TV  revenues,  much  of  TV's  gains 
in  the  past  five  years  have  come  from 
price  rises.  Network  radio,  in  -con- 
trast, has  been  showing  plenty  of  new 
real  growth,  about  25%  in  the  past 
four  years. 

Advertisers,  of  course,  are  fueling 
the  boom.  Stung  by  sharply  escalating 
costs  in  television  and  print,  they're 
looking  for  cheaper  alternatives.  Ra- 
dio networks  are  appealing  because  of 
their  supposed  ability  for  "narrow 
casting" — focusing  on  specific  demo- 
graphic groups. 

National  advertisers  interested  in 
the  big-spending  18-to-34-year-old  set 
are  putting  money  into  network  radio 
like  never  before.  Last  year  McDon- 
ald's took  S3  million  out  of  daytime 
TV  and  plopped  it  into  drive-time  net- 
work radio.  Chevrolet  is  investing 
more  than  S500,000  in  RKO's  rock 
music  specials  alone  this  year. 

Also  aiding  the  comeback  of  radio 
networks  is  new  technology — the 
very  thing  that  nearly  wiped  them  out 
in  the  1950s  with  the  advent  of  televi- 
sion. By  sending  signals  via  satellite 
rather  than  entirely  by  AT&T  land 
lines,  some  networks  can  save  up  to 
60%  on  transmission  costs  and,  at  the 
same  time,  offer  better-quality  pro- 
gramming with  none  of  the  cross-talk 
and  distortion  that  sometimes  plague 
telephone  line  transmission.  By  1983 
all  radio  networks  are  expected  to  be 
on  satellite. 

Amway  Corp. -owned  Mutual 
Broadcasting  System  has  just  com- 
pleted a  S 10  million  program  to  build 
a  large  transmission  station  and  in- 
stall small  receiving  dishes  on  the 
roofs  of  more  than  650  of  its  affiliate 
stations  free  of  charge,  making  it  the 
first  commercial  network  directly 
linked  by  satellite  to  its  more  than 
900  affiliate  stations.  "Our  satellite 
capability  is  a  lot  cheaper  and  better 
than  that  skinny  little  wire  from  Ma 
Bell,"  says  Martin  Rubenstein,  presi- 
dent of  Mutual. 

Among  the  new  radio  celebrities 
helping  to  deliver  the  audience  is  ABC 
commentator  Paul  Harvey,  who  rou- 
tinely begins  his  broadcasts  out  of 
Chicago  by  loudly  booming,  "Hello, 
Americans!"  over  the  air  of  some  850 
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ADD..  •  An  easier  way  for 

retirement  plans  to  accept 
tax-deductible  employee  contributions. 


1 040    U  S.  Individual  Incom^^L?!^ 

Your  first  n.me  ana  Initial  l»*  g 


)82 


1981.  ending 

Last  name 


19 


Use 
IRS 
label. 
Other- 
wise, 
please 
print 
or  type 


Georse_ 


T^Torne  address  (Number 

315  Laurel 
anytown. 


Adjustments 
to  Income 

(See 
Instruc- 
tions on 
page  11) 


-ant  $1  to  go  to  this 


fund? 


22  Moving  expense  (attach  Form  3903  or  3903F)  .  . 

23  Employee  business  expenses  (attach  Form  2106) 

24  Payments  to  an  IRA  (enter  code  from  page  11  ../ 

25  Payments  to  a  Keogh  (H.R.  10)  retirement  plan 

26  Interest  penalty  on  early  withdrawal  of  savings  . 


)  go  1 


22 


23 


24 


25 


26 


Another  reason  why  we  write  more 

group  retirement  plans  than  any  other  company 


The  new  tax  law  could  make  your  pension  or  profit 
sharing  plan  more  attractive  than  ever  to  your 
employees  by  adding  the  $2,000  tax-deferred 
savings  allowed  under  the  law.  But  we  know,  that 
as  much  as  you  may  wish  to  help  your  employees 
build  retirement  income,  you  can't  afford  to  burden 
your  staff  with  a  lot  of  administrative  detail. 

With  the  new  Additional  Deductible  Dollar  (ADD)* 
program  from  The  Bankers  Life  of  Des  Moines  you 
eliminate  this  concern,  and  it  can  be  added  with 
minimal  effort.  It  also  provides  advantages  not 
available  elsewhere. 

Check  these  management  and  employee  benefits 
against  any  other  program  you  may  be  consid- 
ering. It's  what  you  would  expect  from  the  company 
that,  for  years,  has  written  more  group  retirement 
plans  than  any  other  life  insurance  company. 

•  Contributions  can  be  handled  by  simple  payroll 


deduction.  Deposits  are  easier,  and  probably  less 
costly,  than  purchasing  individual  IRA's. 

•  You  can  provide  participants  with  a  choice  of 
fixed  income,  equities  or  money  market  funds 
and  information  material  that  will  help  them 
make  the  choice. 

•  We  assume  responsibility  for  accounting, 
record  keeping,  benefit  calculations  and 
payment  administration. 

•  Lump  sum  or  a  choice  of  annuity  benefit  options. 
Group  rates  provide  more  retirement  income 
than  individually  purchased  annuities. 

To  learn  more  about  how  Additional  Deductible 
Dollars*  can  benefit  both  management  and  their 
employees,  call  Ron  Keller,  CLG,  Vice  President  - 
Pension  Investment  Services,  515-247-5192. 
Or,  if  you  prefer,  call  your  agent  or  Group  Office 
of  The  Bankers  Life  of  Des  Moines  listed  in  the 
Yellow  Pages. 


THE  BANKERS  LIFE 


BANKERS  LIFE  COMPANY   DES  MOINES,  IOWA  50307 


o 


COPIERS  FOR 
THE  FISCALLY 
RESPONSIBL 


TheEP310.  The 

plain  paper  copier 
you  can  depend  on 
is  the  world's  best- 
selling  copier  in  its 
class.  With  a  self- 
diagnostic  system  to 
help  you  correct 
problems  fast. 


530. 

ger  small 
With 

Docu- 
iederand 
Sorter  to 
th  your 


TheEP7I0.  Its 

capable  of  almost 
anything.  Same-size, 
reduced  and  (as 
an  option)  enlarged 
copies.  Built-in 
Document  Feeder 
and  optional  20- 
bin  Sorter. 


TheEP530R. 

Everything  the 
EP  530  has,  plus 
a  reduction  mode 
to  reduce  your 
paperwork. 


A  good  copier  is  like  any  other  long-term  investment. 
What  matters  most  is  not  what  you  pay.  But  what  you  get  for 
what  you  pay. 

That's  why  we  don't  build  copiers  to  sell  at  the  lowest 
possible  price.  We  leave  that  to  others. 

What  we  care  about  is  giving  you  the  best  possible  value 
over  the  long  term. 

So  Minolta  copiers  have  a  self-diagnostic  system  that  lets 
you  know  about  small  problems  while  they're  still  small. 

And  an  exclusive  micro-toning  system  for  clearly  superior 
copies.  From  top  to  bottom.  And  edge  to  edge. 

What's  more,  you  can  buy  our  plain  paper  copiers  know- 
ing they  really  do  use  just  about  any  plain 
paper.  Not  everyone  can  say  that. 

Above  all.  we  build  in  dependability 
you  can  count  on  day  in  and  day  out. 

Which  is  why  Minolta  copiers  may  cost 
a  little  more  to  buy. 

But  it's  also  why  they  cost  a  lot  less 
to  own. 


MINOLTA 


Call  toll-free  800-526-5256  In  New  Jersey,  call  201-797-7808.  For  your 
authorized  Minolta  dealer,  look  for  our  trademark  in  the  Yellow  Pages. 

Minolta  Corporation,  Business  Equipment  Division.  101  Williams  Drive,  Ramsey,  New  |ersey07446  In  Canada: 
Minolta  Business  Equipment  (Canadal  Ud..  705  Progress  Avenue,  Unit  36.  Scarborough,  Ontario,  Canada  M I H-2Z6. 
©  1 981  Minolta  Corporation  Product  appearance  and/or  specifications  subject  to  change  without  notice 


radio  stations.  What  follows  is  a  mix- 
ture of  news  and  personal  opinion 
stressing  the  qualities  that  have  made 
Ameriea  great.  Harvey  is  to  radio  to- 
day what  Lowell  Thomas  was  in  the 
Thirties  and  Forties.  Harvey  is  lis- 
tened to  by  more  than  18  million  peo- 
ple eaeh  week. 

Over  at  Mutual,  the  network's  hot- 
test property  since  the  heyday  of  The 
Shadow  is  fast-talking  Larry  King, 
who  hosts  an  all-night  nationwide 
talk  and  call-in  radio  show.  His  head 
framed  by  a  pair  of  yellow  head- 
phones, King  holds  court  in  a  studio 
outside  Washington,  D.C.,  with  a  la- 


bf  ABC  Radio  Networks:  "They're 
looking  to  us  for  programming  that 
will  make  them  stand  out  from  their 
competitors." 

The  network's  nationally  spon- 
sored special  programs  help  bring  in 
local  advertisers  as  well  as  national 
ones.  "If  you  have  a  station  in  Cup- 
cake, Iowa,  and  you've  got  Ford  Mo- 
tor, K  mart  and  Dr  Pepper  network 
commercials  on  the  air,  it  gives  the 
station  a  lot  of  prestige,"  explains 
Dan  Flamberg,  a  Mutual  spokesman. 
"So  when  you  put  on  the  local  ad  for 
Joe  Paluka's  meat  market,  it's  going 
to  help  him  sell."  Local  stations  of- 


Mutual  Broadcasting's  Larry  Ki>ig  interviews  actor  Richard  Dreyfuss 
"Detroit,  Michigan,  hello!" 


conic  wit  that  draws  as  many  as  3.5 
million  listeners  to  his  midnight-to- 
5:30  a.m.  show.  He  greets  callers  with 
a  "Detroit,  Michigan,  hello"  and 
promptly  cuts  off  meandering  speak- 
ers with  "Rather  than  a  speech,  let's 
ask  a  question"  or  "Gotta  go." 

Radio  royalty  like  Osgood  at  CBS, 
Harvey  at  ABC  and  King  at  Mutual 
can  turn  networks  into  lucrative  busi- 
nesses that  return  up  to  25%  on  rev- 
enues. In  large  part  that's  because  net- 
works provide  cheap  and  popular  pro- 
gramming in  a  business  that  is  an 
increasingly  competitive  jungle.  In 
the  past  20  years,  the  number  of  com- 
mercial radio  stations  has  nearly  dou- 
bled to  more  than  7,800  from  4,300. 
Competition  in  major  markets  is  now 
so  tough  that  a  mere  5%  to  7%  share 
of  market  will  rank  a  station  number 
one.  All  of  this,  of  course,  is  grist  for 
the  networks'  mill. 

Says  Edward  McLaughlin,  president 


ten  charge  premium  rates  for  local 
spots  plugged  in  during  a  network 
broadcast. 

Take,  for  instance,  The  King  Biscuit 
Flower  Hour,  a  weekly  ABC  program 
featuring  live  recordings  of  major  rock 
music  stars.  Of  the  eight  minutes  of 
advertising  during  the  hour,  ABC  gets 
six  and  local  stations  get  two.  ABC 
sells  30-second  spots  on  the  program 
for  $6,000  each,  promising  an  audi- 
ence of  3.28  million  listeners  over  285 
radio  stations.  The  network  reaches 
the  break-even  point  when  it  sells 
50%  to  60%  of  its  time.  In  Dayton, 
Ohio,  WVUD  will  charge  its  local  ad- 
vertisers $50  for  the  same  spot,  which 
reaches  between  5,000  and  7,000  lis- 
teners. Besides  the  free  programming, 
stations  in  the  top  150  markets  get  up 
to  20%  of  network  revenues  for  affil- 
iating. Not  a  bad  deal:  The  local  sta- 
tion cuts  operating  costs,  receives 
network  compensation  for  the  time 


made  available  and  separates  itsell 
from  the  competition  by  becoming 
more  than  a  music  box.  No  wondei 
that  more  than  3,800  stations,  up 
1,000  in  just  the  past  four  years,  are 
now  affiliated  with  networks. 

After  TV  robbed  radio  of  its  populai 
drama,  comedy  and  variety  shows, 
network  radio  turned  mainly  into  a 
news  and  sports  service.  But  now  the 
pendulum  is  swinging  back  again. 
ABC,  which  produced  only  one  net- 
work radio  special  in  1978,  put  more 
than  100  on  the  air  in  1981  and  plans 
to  more  than  double  that  this  year. 

And  it  won't  be  just  rock  'h'  roll. 
Mutual  is  negotiating  with  a  majoi 
symphony  orchestra  to  do  live  trans- 
missions of  performances  on  a  regulai 
basis  by  late  1982.  Several  networks 
say  they  plan  to  put  on,  or  at  least 
consider,  more  radio  drama.  Current- 
ly the  only  regular  commercial  drama 
series  on  network  is  the  CBS  Radio 
Mystery  Theater,  which  entered  its 
ninth  season  last  month.  A  sign  ol 
things  to  come  may  be  NBC's  airing 
of  "A  Halloween  Story"  last  October, 
which  it  claimed  was  the  first  live 
commercial  network  drama  broadcast 
in  nearly  25  years. 

Even  National  Public  Radio  is  shar- 
ing in  the  network  boom.  NPR's  net- 
work programming  includes  drama 
five  nights  a  week  and  two  long  news 
magazine  shows  daily.  NPR  experi- 
enced an  unprecedented  40%  gain  in 
listeners  in  the  past  year,  to  more 
than  7  million  from  5  million. 

The  sudden  proliferation  of  net- 
works could,  of  course,  lead  to  a 
shakeout.  One  new  venture,  the  En- 
terprise Sports  Network,  failed  last 
year,  but  that  seems  to  have  been 
mainly  because  it  didn't  have  well- 
known  sportscasters.  Many  believe 
network  radio  hasn't  even  yet  begun 
to  tap  its  real  potential.  "This  medi- 
um has  tremendous  opportunities 
that  some  people  are  only  beginning 
to  find  out  about,"  says  Tony  Nacino- 
vich,  a  senior  vice  president  at  Ogilvy 
&  Mather. 

The  logical  threat  to  network  radio, 
of  course,  is  cable  television,  which 
can  offer  local  ad  rates  as  low  as  radio 
and  zero  in  on  specific  demographics 
just  as  easily.  But  cable  TV  still  suffers 
major  weaknesses  in  top  markets 
where  radio  is  well  entrenched,  and 
cable-TV  production  costs  are  signif- 
icantly higher  than  radio.  Moreover, 
about  40%  of  radio's  audience  listen 
in  cars,  outdoors  or  at  work,  where  TV 
rarely  reaches,  while  many  of  the  re- 
maining 60%  tune  in  at  home  in  their 
kitchens,  bathrooms,  workrooms  and 
bedrooms.  The  radio  network  revival 
looks  solid.  ■ 
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DEARBORN 

Hyatt  Regency  is  convenient 
to  Detroit  Airport, 
Ford'World  Headquarters. 


HOUSTON 

In  the  very  heart  of  exciting  Houston, 
walk  to  business  through  climate 
controlled  tunnel  system. 


Refresh  with- sherbet  intermez- 
zos between  dinner  courses.  Delicious 
fruits,  freshly  squeezed  Citrus  juices  and 
beautifully  sculptured  garnishes  are 
imaginatively  served.  It's  called  a  touch 

of  Hyatt*.  /  ; 

Other  hotels  try  to  give  you  a 
touch  of  Hyatt/but  only  Hyatt  gives  you 
them  all.  It's  this  basis  for  comparison 
that  means  you  get  your  money's  worth. 
Capture  the  Hyatt  spirit  at  109 
..  „  hotels  worldwide.  Weekend  rates  are 
another  special  touch  of  Hyatt.  For 
reservations,  call  your  travel  planner  or 
800  228  9000. 


4gm 


NEW  YORK 

Grand  Hyatt  on  '^jj 
fashionable  Park  Avenue 
at  Grand  Central, 


^v^SAN  ANTONIO 

Hyatt  is  on  the  Riverwalk 
across  from  the  Alamo,  * 


7'  r^0* 


^         v  VANCOUVER 


On  Discovery  Sguare, 
overlooking  Vancouver  Harbor  and 
convenient  to  business  district. 


Ik*  '  •'. 


HYATT0HOTELS 


1  Z^v 

■  IS 


The  first  wide-body  jet  under  $35,000,0C 


It  is  an  immutable  law  of  air  travel 
that,  after  a  couple  of  hours  or  so.  the 
joy  of  flying  will  inevitably  take  second 
place  to  the  need  for  stretching. 

Yet  the  typical  corporate  aircraft  re- 
mains the  same  cramped  and  narrow 
tube  it  always  was. 

Capable,  by  the  end  of  a  six-  or 
eight-hour  trip,  of  transforming  an  alert 
and  motivated  group  of  executives 
into  a  motley  collection  of  people  who 
just  want  to  lie  down. 

Hie  designers  and  engineers  at 
Canadair  are,  of  course,  as  familiar 
with  this  state  of  affairs  as  are  any  of 
their  competitors. 


However,  unlike  any  of  their  com- 
petitors, they  have  created  a  corporate 
jet  specifically  designed  to  cope  with  it. 

Despite  its  remarkably  efficient 
rate  of  fuel  consumption  and  high 
cruise  speed,  the  Canadair  Challenger 
is  bigger  than  every  other  corporate 
jet  in  the  one  dimension  most  critical 
to  passenger  comfort  and  a  realistic 
working  environment. 

Width. 

Specifically,  the  Challenger  offers 
a  passenger  cabin  seven  feet,  two 
inches  wide  at  the  floor  line  and  eight 
feet,  two  inches  wide  at  the  centerline. 

You  can  stretch  your  arms.  Stretch 


your  legs. 

Stand  up.  Walk  around. 

And  while  other  corporate  je 
fer  six  feet,  one  inch  of  headrooi 
the  Challenger,  none  offers  as  m 
headroom  away  from  the  center 
cabin— another  advantage  of  wic 

Of  course,  there  are  other  di 
sions  to  comfort  in  the  Challengf 
twenty-eight-foot,  three-inch  leng 
of  the  interior,  for  one.  Allowing  p 
of  room  for  a  galley,  a  wardrobe, 
tory  and  seats  that  fold  out  as  b 
for  sleeping. 

The  floor  of  the  Challenger,  i 
dentally,  is  flat.  No  troughs  to  fall 


•l 


fact,  under $10,000,000. 


/ou  get  out  of  an  aisle  seat, 
e  baggage  area  is  accessible 
iside  the  passenger  cabin.  When 
irs  to  you  that  you  left  that 
ortant  whatever-it-was  in  your 
se,  you  won't  have  to  wait  six 
to  get  at  it. 

.  for  those  who  would  willingly 
:e  creature  comfort  in  return  for 
r  economy,  we  can  only  say  that 
Itruism  is  entirely  misplaced, 
e  Canadair  Challenger  happens 
y  to  be  the  most  comfortable 
ate  aircraft  in  the  sky,  but,  given 
i,  the  most  economical. 
r  example,  corporate  jets  like  the 


Falcon  50  and  the  Falcon  20F,  both  far 
smaller  than  the  Challenger,  neverthe- 
less fail  to  achieve  any  meaningful 
advantage  in  fuel  efficiency. 

While  corporate  jets  on  the  order 
of  the  Gulfstream  III  will  consume  as 
much  as  30%  to  45%  more  fuel, 
depending  on  trip  length. 

As  for  range,  the  IFR  range  of  the 
Canadair  Challenger  makes  it  one  of 
the  few  corporate  jets  in  existence  that 
can  cross  the  Pacific  with  one  stop. 

Or  fly  from  New  York  to  the  Middie 
East  with  one  stop. 

Or  fly  from  Honolulu  to  Denver 
non-stop. 


Or  from  Washington  to  London 
non-stop. 

But  it's  not  just  how  far  you  can  go. 

It's  the  shape  you're  in  once  you 
get  there. 

For  more  information  on  the 
Challenger,  call  James  B.  Taylor, 
President  of  Canadair  Inc.,  at  (203) 
226-1581.  Or  write  Canadair  Inc., 
274  Riverside  Avenue,  Westport, 
CT  06880. 

canadair 
chanenper 


i  current  prices  which  are  subiect  to  escalation  and  mav  hp  rhanppri  without  nntirp 


Teleconferencing  gives  you 
an  electronic  meeting  room 
as  big  as  all  America. 

mm  The  conference  is  a  monster.  It  gobbles  up,  on  the  average,  45  per  cent  of 
the  time  of  executives. 

But  a  teleconference,  by  reducing  travel,  saves  you  time.  This  leaves  you  free 
to  handle  urgent  problems,  clear  up  detail  work,  and  concentrate  on  strategic  planning. 
You  become  more  productive. 

A  teleconference,  operating  through  the  Bell  network,  can  connect  several 
cities  at  once.  To  include  more  people,  you  can  use  a  device  as  simple  as  a  speakerphone. 
Or  go  full  scale  with  a  conference  room  that  lets  you  receive  hard  copy  or  demonstrate 
something  on  a  Gemini "  100  electronic  blackboard. 

With  a  teleconference  you  can  reach  the  offices  of  your  company,  customers, 
or  vendors.  You  bring  in  people  who  could  not  otherwise  attend.  You  review  policy,  resolve 
problems,  introduce  products,  train  personnel. 

You  can  do  all  this  because  of  the  amazing  range  of  capabilities  of  the  Bell 
network,  the  world's  largest  and  most  advanced  information  management  system. 

You  are  already  part  of  the  network.  Use  it.  Put  our  knowledge  to  work  for 

your  business,  mm  Bell  System. 

The  knowledge  business 


Malone  &  Hyde  Chairman  Joseph  Hyde  III 

Until  last  year  it  seemed  that  He  led  a  charmed  life. 


Malone  &  Hyde  was  doing  so  well  that 
t  got  careless.  But  the  tough  new  finan- 
zial  controls  that  resulted,  plus  a  major 
hrust  into  specialty  retailing,  have  set  it 
lack  on  the  right  course. 


UA  self-inflicted 
wound" 


By  Thomas  Jaffe 


em  phis-based  Malone  & 
Hyde  Inc.,  which  supplies  ev- 
erything from  processed 
meat  to  laundry  detergent  to  some 
2,200  independent  retail  grocery 
stores  in  16  states,  has  had  an  envi- 
able record:  35  straight  years  of  unin- 
terrupted earnings  growth  averaging 
15%  a  year  and  returns  on  equity  in 
the  20%  area. 

But  last  year  the  $2. 1  billion  (sales) 
food  wholesaler  suffered  a  26%  drop 
in  earnings,  to  $18.4  million. 

"It  was  a  totally  self-inflicted 
wound,"  sighs  Malone  &  Hyde's  dap- 
per 39-year-old  chairman,  Joseph  R. 
Hyde  m. 

Until  last  year  it  seemed  that  Joe 
Hyde  led  a  charmed  life.  At  26,  only  a 
few  years  out  of  the  University  of 
North  Carolina,  he  took  over  from  his 
father  as  president  of  the  company 
that  his  grandfather  founded.  Hyde's 
family  still  retains  control  of  some 
23%  of  the  stock.  In  1972  he  was 
named  chairman.  During  the  next 
nine  years  he  increased  Malone  & 
Hyde's  revenues  and  profits  more 
than  250%,  a  record  any  executive 
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When  a  family 
marches  to  the  heat 
of  a  different  drummer 

ItmustbeUSLIFE. 

In  the  battle  for  profits,  some  companies 
think  they've  discovered  a  revolutionary  idea. 
They're  heading  away  from  the  businesses  they 
know  best.  But  not  USLIFE. 

Because  USLIFE  stands  committed  to  the 
life  insurance  business  more  than  ever.  Fact  is, 
nearly  100%  of  our  income  is  derived  from  life 
insurance. 

What's  more,  at  a  time  when  untried  insur- 
ance policies  are  riding  a  wave  of  what  may  prove 
to  be  temporary  popularity,  USLIFE  continues 
to  sell  increasing  amounts  of  creatively  designed 
modern-day  insurance.  Policies  designed  for  today's 
economic  facts  of  life. 

See  what  else  keeps  USLIFE  victorious.  Ask 
for  our  annual  report  and  latest  quarterly  earn- 
ings by  writing  to  Dept.  M,  USLIFE  Corporation, 
125  Maiden  Lane,  New  York,  NY  10038.  Or  call 
212-709-6226. 


Our  family  of  companies. 
Life  Insurance  Financial  Services 


The  United  States  Life 
Insurance  Company 
USLIFE  Life  Insurance 
Company  of  California 
USLIFE  Credit  Life" 
Great  National  Life 
Old  Line  Life 
All  American  Life 
Lincoln  Liberty  Life 


USLIFE  Advisers,  Inc. 

USLIFE  Credit  Corporation 

USLIFE  Equity  Sales 

USLIFE  Realty  

USLIFE  Real  Estate  Services 

USLIFE  Systems  

USLIFE  Title  Insurance 
Company  of  Dallas 


Sooner  Life   USLIFE  Title  Insurance 

Security  of  America  Life  Company  of  New  York 


U4IFE 

life  is  a  family  affair 


"We're  over  the  'problem,'  " 
says  M alone  &  Hyde  Chair- 
man Joe  Hyde,  referring  to 
those  Texas  losses.  "I'm  de- 
termined to  earn  back  our 
credibility.  We're  not  going 
to  have  another  down  year 
for  a  long  time." 


could  be  proud  of. 

So  what  happened?  Call  it  careless- 
ness bred  of  overconfidence.  For  three 
years  Malone  &  Hyde  had  been  sup- 
plier to  three  stores  affiliated  with  a 
Texas  grocery  chain.  Then  in  mid- 
1980  the  stores'  owner  approached 
M&H,  explaining  that  he  had  expand- 
ed too  rapidly  and  asking  M&H  to 
help  straighten  out  his  finances,  a  ser- 
vice traditionally  provided  by  the  big 
wholesalers  to  their  customers.  In  re- 
turn, Malone  &  Hyde  was  promised  a 
21-store,  $70  million  account. 

But  in  this  case,  admits  Hyde,  "We 
were  too  eager  for  the  sales,  we  should 
have  looked  more  carefully  before  we 
leaped."  Last  winter,  with  the  cus- 
tomer on  the  verge  of  default,  M&H 
took  over  the  operation  and  tried  un- 
successfully to  salvage  it.  Even  worse, 
M&H  found  itself  saddled  with  over- 
stated assets.  By  the  time  Malone  & 
Hyde  liquidated  all  but  the  six  stores 
it  still  runs,  its  total  losses  had  mount- 
ed to  $6.5  million. 

Hyde  then  moved  to  ensure  that  a 
similar  fiasco  didn't  happen  again.  He 
named  as  executive  vice  president  of 
finance  Thomas  M.  Garrott  ID,  44,  a 
tough-minded  18-year  veteran  of  the 
company,  and  gave  him  a  mandate  to 
come  up  with  fail-safe  financial  poli- 
cies. "In  recent  years,"  admits  Gar- 
rott, "this  business  had  been  so  easy 
to  make  money  in  that  we  let  a  lot 
slide.  Those  days  are  over." 

Acting  quickly,  Garrott  tightened 
credit  terms  and  shortened  the  pay- 
ment period  on  accounts  receivable 
by  a  day  and  a  half.  For  good  measure, 
he  also  increased  the  bad  debt  reserve 
by  $2.5  million  to  cover  other  ac- 
counts deemed  uncollectible,  eventu- 
ally cutting  those  customers  off. 
"Catch  the  problem  when  it's  still  a 
skin  cancer,"  says  he,  "not  a  brain 
tumor!" 

With  that  problem  behind  it,  Hyde 
says  the  company  is  back  on  track. 
Analysts  estimate  earnings  for  fiscal 
1982  (which  ends  June  30)  will  be 
around  $3.50,  resuming  the  long 
string  of  record  years  that  was  inter- 
rupted in  1981.  That  will  take  some 
doing,  because  the  current  economic 
environment  is  not  an  easy  one  for  a 
grocery  wholesaler. 

Says  Hyde:  "For  the  last  five 
months  we've  had  food  deflation. 
Prices  have  gone  nowhere.  On  the 
other  hand,  the  cost  of  providing  our 
goods  and  services  is  increasing  at  an 
8%-to-10%  inflation  rate.  It's  squeez- 
ing the  hell  out  of  margins.  On  top  of 
that,  we've  just  gone  through  a  quar- 
ter when  the  tonnage  was  flat.  I  can't 
ever  remember  this  happening." 

To  deal  with  this  situation,  Hyde 


and  Garrott  have  tightened  inventory 
controls,  freeing  $10  million  in  cash. 
They  also  sold  a  chain  of  Texas  dis- 
count drugstores  for  $15  million  and 
sold  and  leased  back  some  real  estate, 
making  another  $12  million  or  sc 
available.  With  the  proceeds  they  paid 
down  the  company's  expensive  short- 
term  debt,  which  had  ballooned  tc 
$57  million  last  winter.  Recently  it 
was  down  to  nothing. 

Malone  &.  Hyde  has  been  spending 
heavily  to  build  big  modern  distribu- 
tion centers  to  better  service  its  ac- 
counts. Since  1976  warehouse  capac- 
ity has  doubled.  So  has  capital  spend- 
ing, which  has  topped  the  $25C 
million  mark  since  1976.  Included  in 
this  program  was  a  $20  million, 
500,000-square-foot  Miami  facility 
that  now  supplies  over  75  Grand 
Union  stores  in  Florida.  In  three  years 
this  has  become  a  $100  million-a-yeai 
account.  Hyde  believes  an  account 
like  this  is  only  the  precursor  of  a  new 
market  of  supermarket  chains,  tradi- 
tionally the  competitors  of  MikH's  in- 
dependent grocers.  The  chains,  he 
says,  are  finding  it  increasingly  expen- 
sive to  supply  themselves  and  conse- 
quently are  turning  to  wholesalers  to 
carry  part  of  the  load. 

Even  with  this  trend  to  help  spui 
his  company's  growth  in  coming 
years,  Hyde  still  doesn't  see  that  food 
wholesaling  will  grow  much  faster 
than  10%  to  15%  a  year.  So  he  has 
committed  M&H  to  a  big  push  into 
specialty  retailing,  which  last  year  ac- 
counted for  23%  of  earnings  on  just 
8%  of  sales. 

It's  not  a  new  business  for  Malone 
&  Hyde,  which  got  into  discount 
drugstores  in  the  late  Sixties  and  now 
operates  about  130  in  the  Southeast. 
But  since  1979  the  company  has  spent 
some  $9.5  million  starting  its  success- 
ful Auto  Shack  do-it-yourself  division. 
On  average,  its  50  stores  turn  a  profit 
after  only  three  months.  During  the 
same  period  M&H  also  spent  S32  mil- 
lion acquiring  the  Sunset  and  Wolfe's 
sporting  goods  chains,  with  stores 
from  Washington  to  Arizona.  An- 
other $8  million  has  already  gone  into 
store  expansion. 

Malone  &  Hyde  paid  dearly  for  its 
1981  -mistakes.  Its  stock,  which  had 
been  a  splendid  performer  in  1980, 
collapsed  last  year  on  the  bad  earnings 
news  and  hasn't  yet  recovered.  From  a 
price  earnings  ratio  of  12  it  has  fallen 
to  about  6V2  times  probable  1982 
earnings.  "We're  over  the  'problem,'  " 
says  Hyde,  referring  to  those  Texas 
losses.  "I'm  determined  to  earn  back 
our  credibility.  We're  not  going  to 
have  another  down  year  for  a  long 
time.  A  long  time."  ■ 
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What  do  you  do  if  you  are  crowded  out  of 
the  low-priced  end  of  your  market?  If 
you're  smart,  you  do  what  Oneida  Ltd.  did. 


Resetting  the 
clock  in  Oneida 


By  Paul  B.  Brown 


Oneida  Chairman  John  Marcellus  Jr. 

"A  great  name,  a  great  product,  and  we  weren't  making  much  money." 


Things  don't  change  quickly 
in  Oneida,  N.Y.  (pop.,  11,035), 
located  halfway  between  Utica 
and  Syracuse.  The  clock  on  Missy's 
Diner  on  Main  Street  has  been  stuck 
at  12  for  as  long  as  anyone  can  re- 
member. Tony  Fressina's  barbershop 
over  on  Lennox  Avenue  advertises 
that  the  proprietor  does  "men's  and 
boys'  long  hair  cutting"  and  the  half- 
dozen  traffic  lights  in  town  still  have 
the  words  stop  and  go  printed  on 
the  glass. 

Up  until  recently  it  was  the  same 
way  at  Oneida  Ltd.  The  third  and 
fourth  generations  to  work  at  the 
tableware  company  used  the  same 
machines  their  grandfathers  and 
great-grandfathers  did.  But  then,  not 
quite  ten  years  ago,  the  Japanese, 
Chinese  and  Koreans  changed  all 
that.  They  attacked  the  American 
knife  and  fork  market  in  force  in  the 
early  1970s,  and  suddenly  it  was  pos- 
sible to  buy  imported  stainless  flat- 
ware, service  for  eight,  for  $19.95  at 
the  local  discount  store,  compared 
with  $29.95  for  the  lowest-priced 
American  product. 

Companies  like  Insilco  Corp.  and 
Majestic  Silver  began  stopping  do- 
mestic production,  and  Oneida  offi- 
cials saw  trouble  when  they  stared  at 
their  balance  sheet  in  1976.  Long- 
term  debt,  which  had  been  steadily 
climbing,  was  now  41%  of  capital, 
and  return  on  equity  had  averaged  just 
7%  for  the  preceding  five  years. 

"We  had  a  great  name,  a  great  prod- 
uct, and  we  weren't  making  much 
money,"  recalls  Oneida  Chairman 
John  L.  Marcellus  Jr.  "So,  we  decided 
to  spend  a  lot  of  money,  changed  our 
process,  and  then  productivity  just 
galloped." 

But  new  production  efficiencies  and 
a  reduced  work  force  were  not  enough 
to  hold  on  to  the  low  end  of  the  flat- 
ware market,  which  had  been  a  tradi- 
tional Oneida  stronghold.  "We  just 
couldn't  compete  on  price,"  Marcellus 
says,  shaking  his  crew-cut  head  from 
side  to  side. 

So,  what  do  you  do  if  you  can't 
compete  on  the  cheap  end?  You  try  to 
compete  on  the  expensive  end.  Decid- 
ing to  charge  more  is  easy,  the  prob- 
lem is  how  do  you  convince  someone 
to  buy.  Oneida  had  its  artists  draw 
dozens  of  potential  flatware  patterns 
for  its  new  higher-priced  line  and 
asked  the  customers  it  was  aiming 
for — working  wives — what  they 
would  buy.  "It  doesn't  do  any  good  to 
simply  ask  what  they  like.  A  lot  of 
people  like  things  and  won't  buy 
them,"  Marcellus  says.  "We  wanted 


FORBES.  FEBRUARY  1.  1982 


85 


AMF  TODAY  LEISURES  NOTOUR  ONLY  GAME. 

wnuouyjiLL 

OF  AM  EMU'S 
HOOD  PLASMA  FRACTION 

GO  THROUGH 


OUR  FILTERS 


/  ///// 


BEFORE  THEY  GO  INTO 

PATIENTS' VEINS. 


Sophisticated  filtration  and  purification  media 
developed  and  marketed  by  our  AMF  Specialty  Materials 
Group  are  being  used  to  separate  the  bad  from  the  good 
in  beverages,  foods,  pharmaceuticals,  and  chemicals 
all  around  the  world,  today. 

And  one  of  the  most  important  areas  of  use  is  the 
production  of  blood  plasma  fractions.  If  fever-causing 
contaminants  called  pyrogens  aren't  controlled  in  these 
fractions,  people  so  ill  they  need  this  therapy  can 
become  even  more  seriously  ill. 

But  thanks  to  the  pioneering  efforts  of  our  Specialty 
Materials  Group's  Cuno  Division,  there's  one  filter  that 
plasma  fraction  processors  throughout  the  world  can 
bank  on  to  produce  the  purest  possible  blood  plasma 
fractions.  One  that  not  only  leaves  them  pyrogen-free, 
but  also  eliminates  the  need  to  use  hazardous  asbestos 
filters  entirely 

That's  our  asbestos-free  Zeta  Plus® filter,  the  one  now 
used  almost  exclusively  by  American  processors. 

It's  technologically  advanced  media  like  Zeta  Plus,  and 
the  new  Zetapor'"  membrane  we've  recently  developed 


to  work  with  it  in  blood  plasma  fraction  processing, 
that  have  made  our  Specialty  Materials  Group  one 
of  the  fastest-growing  segments  of  AMF  today.  A  group 
whose  innovative,  imaginative  research  and  develop- 
ment has  led  to  filtration  and  purification  devices  which 
were  unheard  of  yesterday  and  which  have  enormous 
societal  and  industrial  significance  for  tomorrow 

Media  for  easier,  economical  production  of  Interfero 

Virus  concentrator  systems  that  can  actually  capture 
viruses  from  water  to  help  municipalities  keep  a  consta 
check  on  their  water  supplies'  purity. 

Filters  for  the  production  of  high  fructose  com  sugar 
for  the  soft  drink  industry. 

This  is  Cuno  today.  Part  of  AMF  today.  Energy 
Services  and  Products,  Specialty  Materials,  Electron 
Controls  and  Systems,  and,  of  course,  America's 
leader  in  the  leisure  field.  All  growing  in  importance, 
revenues,  and  profits. 

For  more  information  about  AMF  today,  write  us 
at  AMF  Dept.100, 777  Westchester  Avenue,  White 
Plains,  New  York  10604. 


AMF  Cuno  1DEP  Zeta  Plus  cartridge  preliiter  lor  pyrogen  control 


"I  have  to  make  sure  we  do  things  right. 
That's  my  name  on  the  door."  -1 


-Bill  Mamott,  President 
Marriott  Corporation 


"Checking  on  our  hotels,  last 
year.  I  traveled  110,000  miles. 

I  visited  every  single  Marriott 
Hotel- some,  more  than  once. 

I  inspected  more  than  1,000 
hotel  rooms.  Examined  48 
ballrooms.  Toured  63  kitchens. 

So  I  know  as  well  as  you  do: 
business  trips  are  hard  work. 

That's  one  reason  all  of  us  at 
Marriott  work  so  hard  to  take  the 
hassle  out  of  your  stay 

We  think  that  when  you  check 
in;  you  should  be  able  to  check  in 
fast.  And  if  you  ask  for  a  6:15  wake- 
up  call,  that's  when  it  should  arrive. 

It's  just  a  question  of  paying 
attention  to  the  details. 

This  attitude  helps  explain  why 
Marriott  has  one  of  the  highest  occu- 
pancy rates  in  the  hotel  industry 
And  why  the  Mobil  Travel  Guide 
gives  Marriott  more  4-star  ratings 
than  any  other  hotel  company 

That  makes  all  of  us  at  Marriott 
proud.  And  no  one,  more  than  me. 

Because  every  4-star  raung  goes 
to  a  hotel-with  my  name  over  the 
door.'' 

Marriott  Hotels. 


WHERE  TO  FIND 
MARRIOTT  HOTELS: 

UNITED  STATES 

Anaheim.  CA 
Atlanta.  GA/4  locations 
Austin,  TX 

Baltimore.  MD/Marnott's  Hunt  Vallev  Inn 
Blacksburg.  VA 
Boston.  MA 
Buffalo.  NY 

Chicago.  IL/4  locations 
Cincinnati.  OH 
Cleveland,  OH/ 2  locations 
Columbus.  OH/2  locations 
Dallas.  TX/ 2  locations 
Denver,  CO/ 2  locations 
Des  Moines.  1A 
Detroit/ Ann  Arbor.  Ml 
Fort  Lauderdale.  FL 
Fort  Wayne.  IN 
Galveston.  TX 
Grand  Rapids.  MI 
Harrisburg.  PA 

Hawaii/Maui  Marriott  Resort 
Hilton  Head.  SC 
Houston.  TX/  4  locations 
Indianapolis.  IN 
Kansas  City.  MO 

Key  West.  FL/ Marriott  s  Casa  Marina  Resort 

lake  of  the  Ozarks.  MO/Tan-Tar-A  Resort 

Lexington.  KY/Mamott's  Lexington  Resort 

Los  Angeles.  CA 

Louisville/ Clarksville.  IN 

Marco  Island.  FL/ Marco  Beach  Hotel  &  Villas 

Marina  del  Rey.  CA 

Miami.  FL 

Mlwaukee.  WI 

Minneapolis^ Bloomington.  MN 

Nashville.  TN 

New  Orleans.  LA 

Newport  Beach.  CA 

New  York.  NY/ 2  locauons 

Orlando.  FL 

Philadelphia.  PA 

Pittsburgh.  PA/ 2  locations 

Portland.  OR 

Providence.  RJ 

Rancho  Mrage.  CA/ 

Marriott  s  Rancho  Las  Palmas  Resort 
Rochester.  NY/2  locations 
Saddle  Brook.  NJ 
St.  Louis.  MO/2  locauons 
Salt  Lake  City.  UT 
San  Antonio.  TX 

San  Francisco  Bay.  CA/at  Berkeley  Marina 
Santa  Barbara.  CA/ Santa  Barbara  Biltmore 
Santa  Clara.  CA 

Scottsdale.  AZ/ Marriott's  Camelback  Inn 

Seattle.  WA 

Somerset.  N] 

South  Bend.  IN 

Springfield.  MA 

Stamford.  CT 

Syracuse.  NY 

Tampa.  FL 

Tarrytown.  NY 

Tucson,  AZ 

Vail.  CO 

Washington.  DC/7  locations 
Worcester.  MA 

INTERNATIONAL 

Acapulco.  Mexico/ Paraiso  Marriott 

Amman.  Jordan 

Amsterdam.  The  Netherlands 

Barbados.  West  Indies/Sam  Lord's  Casde 

Dhahran.  Saudi  Arabia 

Kuwait  Gty.  Kuwait 

Panama  City.  Panama 

Riyadh.  Saudi  Arabia/ 2  locations 

Note:  New  Marriotts  will  soon  be 
opening  in  Hawaii,  the  Mddle  East,  and 
elsewhere  around  the  world.  Call  for  up-to- 
date  information. 

RESERVATIONS:  Call  a  pro 
fessional,  your  travel  agent,  or 
Marriott's  toll-free  number  (800) 
228-9290. 
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to  know  what  they  would  spend  their 
money  on."  In  1977  Oneida  brought 
out  its  new  line.  The  price:  up  to  $240 
for  a  40-piece  set.  This  in  a  market 
where  the  typical  set  may  sell  for 
about  half  that. 

"  'John,  what  the  hell  are  we  going 
to  do  with  these  prices?'  is  what  the 
sales  managers  asked  me,"  Marcellus 
says.  "But  tben  I  talked  to  their  wives. 
If  you  could  get  them  alone,  they'd  say 
the  new  patterns  were  worth  the 
money.  Your  wife  is  the  target  we're 
after  and  for  her  $440  [the  current 
price  for  a  40-piece  set  of  Oneida 
Heirloom  Ltd.,  the  company's  top 
stainless]  is  not  a  lot  of  money.  She 
thinks  it's  cheaper  than  a  $29.95 
piece  of  junk.  My  wife  thinks  the 
same  way.  All  she  talks  about  is  qual- 
ity. It's  the  same  way  with  me  and 
boats.  I  look  at  a  boat  that  used  to  cost 
$6,000  and  costs  $14,000  today.  Peo- 
ple won't  pay  exorbitant  prices,  but 
they  will  certainly  pay  to  get  good 
value.  All  you  have  to  do  is  be  fair 
with  them." 

The  strategy  paid  off.  Moving  into 
stainless  steel  helped  insulate  Oneida 
against  fluctuating  silver  prices.  While 
total  flatware  sales  have  increased 
65%  since  1976,  margins  have  almost 
doubled  because  of  sharply  higher 
prices.  So  return  on  equity  has  aver- 
aged 17.3%  from  1976  through  1980, 
compared  with  7%  for  the  preceding 
five  years,  and  long-term  debt  is  down 
by  a  third.  The  numbers  for  the  cur- 
rent fiscal  year,  which  ended  Jan.  31, 
may  be  affected  by  foreign  currency 
transactions,  since  30%  of  sales  are 
overseas.  But  even  though  revenues 
are  expected  to  be  flat  compared  with 
last  year,  largely  because  of  depressed 
consumer  spending,  Oneida  expects 
return  on  equity  to  approach  its  goal 
of  21%  this  year. 

After  running  virtually  every  de- 
partment in  the  company  during  his 
36-year  career,  Marcellus,  58,  was 
named  chairman  in  October.  It  was 
the  first  time  the  chief  executive  had 
come  from  outside  the  founding 
Noyes  family  since  the  company  was 
formed  by  the  Oneida  Community,  a 
sect  that  was  trying  to  establish  a 
Utopia  on  earth  and  made  tableware  to 
pay  the  bills. 

With  the  tableware  division  secure, 
Oneida  is  turning  its  attention  to  ac- 
quisitions. "The  tableware  industry, 
no  matter  how  much  money  you 
make,  doesn't  generate  and  throw  a 
lot  of  excess  cash,"  Marcellus  says. 
"You  have  high  inventories,  high  la- 
bor costs  and  high  receivables.  Other 
than  that,  no  problems!" 

The  1978  purchase  of  Rena-Ware, 
which  sells  expensive  items  like  cut- 


Oiieida's  Marcellus  looks  ahead 
"Tableware?  You  have  high  inven- 
tories, high  labor  costs,  high  receiv- 
ables. Otherwise,  no  problems!" 


lery  and  French  crystal  door-to-door 
in  Europe  and  South  America,  has 
worked  out  well.  The  average  sale  is 
$700.  Rena-Ware  contributed  24%  of 
Oneida's  revenues  and  32%  of  the 
profits  last  fiscal  year,  and  the  num- 
bers should  be  just  as  good  this  year. 
Camden  Wire  has  not  fared  as  well. 
The  New  York  company  produces 
copper  conducting  wire  and  tin  used 
in  electroplating  by  industrial  custom- 
ers. It  also  produces  cables  used  in  the 
automotive  field.  The  company  has 
been  hurt  by  slumps  in  both  fields. 
However,  Camden  has  begun  a  $3.1 
million  expansion,  financed  out  of 
cash  flow,  to  be  ready  when  those 
markets  rebound. 

But  tableware  remains  the  key  at 
Oneida,  and  future  acquisitions  will 
revolve  around  it.  "Do  you  know 
there  is  a  $20  million  market  in  just 
those  little  carts  that  restaurants  use 
to  push  around  the  pies  and  des- 
serts? The  entire  hotel  and  restau- 
rant field  is  huge  and  wide  open," 
Marcellus  says. 

If  Marcellus  has  modernized  Onei- 
da's markets,  he  has  modernized  its 
management  as  well.  "Our  executives 
are  paid  bonuses,  and  30%  is  now 
based  on  if  they  make  their  decisions 
on  a  long-term  basis,"  he  says.  "If 
they  don't,  no  matter  how  well  they 
have  done,  they  don't  get  the  30%. 
We  want  our  people  to  think  at  least 
three  years  ahead.  I  know  the  Japa- 
nese do."  ■ 
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Fixing  computers  is  an  $8  billion  business, 
growing  20%  a  year.  But  few  companies 
make  much  money  doing  it  except  IBM. 


Check  your 
diodes,  sir? 


Rich's  clever  arbitrage — and  IBM's 
defense — are  but  a  portion  of  what  is 
now  the  fastest-growing  segment  of 
the  information  industry.  At  IBM  in 
1980,  for  example,  service  revenues 
increased  33%,  while  sales  and  leases 
were  up  only  11%.  Overall,  mainte- 
nance fees  account  for  as  much  as 
20%  of  data  processing  manufactur- 
ers' sales — making  the  computer  fix-it 
business  an  $8  billion-a-year  market. 
Experts  predict  it  will  approach  S20 
billion  in  five  years. 

There  are  several  reasons  for  this 
phenomenal  growth.  The  number  of 


By  Pamela  Sherrid 


A riddle  for  devious  minds: 
.Robert  Rich  runs  a  small  pri- 
vate firm  in  Minneapolis  that 
repairs  IBM  computers  for  a  flat 
monthly  fee  at  least  15%  below  what 
IBM  charges.  He  has  about  700  cus- 
tomers nationwide  and  will  take  in 
about  $10  million  in  revenues  this 
year.  Rich,  however,  employs  only  six 
repairmen.  How  does  he  do  it? 

Simply  by  positioning  himself  be- 
tween the  customer  and  IBM.  Rich 
tells  his  clients  to  stop  buying  LBM's 
annual  maintenance  contracts  and  to 
use  IBM  labor  and  parts  on  a  per-call 
basis.  In  return,  his  company, 
Computer  Maintenance 
&.  Leasing  Corp.,  agrees  to 
foot  the  bill.  Rich  knows 
that,  on  the  average, 
that's  cheaper  than  paying 
IBM's  flat  fees;  so,  like  an 
insurer,  he  spreads  the 
risk  of  a  catastrophic 
breakdown. 

To  computer  buffs,  this 
scheme  has  a  familiar 
ring.  It's  exactly  the  game 
that  the  leasing  compa- 
nies started  playing  in  the 
mid-Sixties  when  IBM's 
rental  charges  were  high 
compared  with  its  pur- 
chase prices.  Just  as  it  put 
pressure  on  third-party 
lessors,  however,  the 
company  is  assaulting  this 
new  generation  of  scaven- 
gers. Not  long  ago  it  insti- 
tuted a  two-hour  mini- 
mum on  most  service 
calls,  and  its  hourly 
rates — which  run  to 
$126 — have  been  rising 
even  faster  than  flat  main- 
tenance fees. 


computers  in  use,  of  course,  is  in- 
creasing fast.  But  unlike  data  process- 
ing hardware,  which  has  the  wonder- 
ful quality  of  getting  cheaper  as  it  gets 
better,  the  cost  of  a  repair  call  is  large- 
ly labor  and  travel — ingredients  that 
are  highly  vulnerable  to  inflation. 
That's  why  the  industrywide  ratio  of 
maintenance  costs  to  hardware  costs 
is  rising  alarmingly.  It  now  costs  12% 
of  the  purchase  price  to  maintain  data 
processing  equipment  for  a  year,  and 
Input,  a  computer  consulting  firm, 
projects  that  the  ratio  for  smalr  busi- 
ness systems  and  peripherals  will  rise 
to  about  25%  in  just  two  years. 

This  escalation  has  changed  the 
maintenance  business  profoundly. 
Traditionally,  most  computer  manu- 
facturers viewed  service  as  a  neces- 
sary evil  and  gave  it  away  as  a  cost  of 
doing  business.  "The  glamour  kids 
with  their  new  products  looked  down 
on  repairmen,"  says  Glenn  Dawson,  a 
consultant  with  Data  Decisions.  But 
in  the  last  few  years  many  vendors 
have  switched  maintenance  to  a  prof- 
it-center operation,  a  transformation 
much  like  the  unbundling  that  revolu- 
tionized the  software  business  a  de- 
cade ago.  "We  couldn't  afford  to  have 
20%  of  our  business  not  pulling  its 
own  weight,"  remarks  Robert  Puette, 
head  of  the  General  Systems  division 
of  Hewlett-Packard. 

At  the  moment,  the  profitability  of 
service  organizations  varies  widely. 
Observers  say  that,  unlike  much  of 
the  industry,  IBM  has  always  made 
money  on  maintenance.  The  com- 
pany doesn't  disclose  margins  on 
its  estimated  S4  billion 
maintenance  revenues, 
but  Thomas  Crotty  of 
Gartner  Gr.oup  thinks 
that  they  are  as  good  as  on 
its  overall  business.  That 
means  about  15%  of 
IBM's  profits  last  year 
came  from  service. 

Size,  of  course,  helps. 
IBM's  vast  installed- 
equipment  base  makes  it 
simpler  to  run  its  service 
network  efficiently  and 
aggressively.  Annual  ser- 
vice contracts  on  the  4300 
mid-range  computers,  for 
example,  were  priced  at  a 
bare-bones  2%  of  selling 
price  when  introduced  in 
1979.  That  is  also  possi- 
ble, in  part,  because  IBM 
has  invested  heavily  to 
improve  the  productivity 
of  its  field  force.  One  im- 
pressive statistic:  The  le- 
gion of  LBM  repairmen 
has  grown  less  than  4% 
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Have  voltmeter,  will  travel 


It  usually  takes  only  two  to  tango,  but  indepen- 
dent maintenance  companies  have  danced  their 
way  into  a  small  but  important  part  of  the  comput- 
er fix-it  market.  While  many  manufacturers  were 
slow  to  recognize  the  business  potential  of  selling 
service,  a  whole  industry  has  grown  up  that  does 
nothing  else. 

These  so-called  third-party  maintenance  compa- 
nies now  bring  in  about  $450  million  annually,  6% 
of  total  computer  repair  revenues.  The  largest  fac- 
tor in  the  industry  is  TRW's  Customer  Service 
division,  followed  by  Sorbus,  a  subsidiary  of  MAI, 
Inc.,  which  makes  Basic  4  computers.  According  to 
a  study  by  Frost  &  Sullivan,  these  two  have  about 
40%  of  all  third-party  service  revenues.  The  next 
half-dozen  entrants  have  about  25%,  while  the 
remainder  is  spread  among  more  than  a  hundred 
tiny  competitors. 

The  computer  fix-it  business  got  its  Magna 
Carta  in  1956,  when  the  government  forced  IBM 
to  sell  as  well  as  lease  computers.  The  industry, 
however,  didn't  flourish  until  minicomputer 
companies  began  offering  products  for  sale  only, 
because  manufacturers  almost  always  service  the 
products  they  lease  out.  The  independents  also 
got  a  boost  from  the  trend  to  mix  equipment 
from  several  manufacturers  at  one  site — a  situa- 
tion that  can  breed  maintenance  disasters  as 
each  manufacturer  blames  someone  else's  prod- 
uct for  system  failures. 

Today,  service  companies  play  opposing  roles: 
Sometimes  they  support  a  manufacturer,  other 
times  they  compete  with  it.  In  the  cooperative 
mode,  a  third-party  company  acts  as  the  manu- 
facturer's own  service  organization  would. 
"We're  their  arms  and  legs  in  the  field,"  says 
William  Herbert,  president  of  Indeserv,  an  alli- 


ance of  250  small  third-party  firms.  Typically 
this  arrangement  is  perfect  for  a  small  manufac- 
turer who  would  like  to  sell  a  machine  in  Cedar 
Rapids  or  Pocatello,  but  can't  afford  a  far-flung 
service  network.  For  example,  California's  Mer- 
cator  Business  Systems  offers  Indeserv's  mainte- 
nance and  "without  them  we  would  have  to  re- 
strict our  marketing,"  says  Sales  Vice  President 
Thomas  DeLoia.  Third-party  companies  also  of- 
ten take  over  when  a  manufacturer  quits  the 
business.  Some  30%  of  TRW's  service  revenues, 
for  example,  come  from  Singer  terminals,  last 
manufactured  in  1975. 

In  their  competitive  role,  on  the  other  hand, 
third-party  firms  try  to  woo  computer  owners 
away  from  the  security  blanket  of  the  factory 
service.  They  go  after  business  only  on  machines 
with  an  installed  base  large  enough  to  justify 
training  their  repairmen  and  offer  discounts 
averaging  20%.  "When  a  customer  calls  up  with 
a  problem  on  an  older  IBM  computer,  he  doesn't 
want  to  hear  that  his  troubles  would  be  over  if 
he  stepped  up  to  a  4300.  He  wants  to  hear  that 
a  repairman  will  be  over  in  two  minutes,"  says  a 
Sorbus  executive. 

The  new  profit-center  status  of  service  at  the 
manufacturer's  level  is  a  mixed  blessing  for  the 
third-party  companies.  Technologies  such  as  re- 
mote diagnostics  on  larger  machines  will  require 
a  considerable  investment  to  duplicate,  and 
quicker  responses  by  factory  technicians  will 
make  competition  tougher.  Then  there's  the 
bright  side.  As  computer  vendors  raise  their  ser- 
vice prices,  the  third-party  companies  are  right 
on  their  tail.  "What's  good  for  the  goose  is  good 
for  the  gander,"  says  Ronald  Wallace,  president 
of  Sorbus. — P.S. 


mnually  in  recent  years  while  service 
evenues  have  increased  over  30%. 

Data  General  is  typical  of  the 
:ompetition.  It  has  roughly  doubled 
ts  field  force  since  1978,  to  1,850, 
ind  increased  its  spare-parts  inven- 
ory  by  50%  last  year.  The  company 
ecently  purchased  the  144-acre 
:ampus  of  a  defunct  women's  col- 
ege  in  Connecticut  to  create  a  re- 
pairmen's training  school.  Outsiders 
hink  that  DCs  service  operation  is 
ust  beginning  to  turn  a  profit. 

There  are  two  ways  computer  ven- 
lors  like  Data  General  are  trying  to 
mprove  maintenance  margins.  One 
s  by  raising  prices.  That's  relatively 
:asy  because  an  installed-equipment 
)ase  is  akin  to  a  monopoly  repair  mar- 
cet.  According  to  a  study  by  Interna- 
lonal  Data  Corp.,  for  example,  one 
:ompany  recently  raised  its  prices 
hree  times  in  18  months,  moving  its 
lewly  independent  service  operation 
rom  a  $140,000  loss  to  a  $6.2  million 


profit.  That,  however,  can't  happen 
forever.  Service  costs  are  becoming  a 
more  important  factor  in  computer 
purchasing  decisions,  and  a  growing 
number  of  independent  contractors 
are  moving  into  the  computer  repair 
business  (see  box) . 

The  other  way  to  make  service 
more  profitable  is  to  cut  or  at  least 
stabilize  costs.  Many  manufacturers 
are  following  IBM's  lead  toward  built- 
in  diagnostic  processors,  for  example, 
which  signal  to  users  when  and  why  a 
machine  is  about  to  go  on  the  blink. 
Other  hardware  devices  let  a  techni- 
cian in  a  remote  service  center  run 
tests  via  a  telephone  line. 

When  it  comes  to  labor,  however, 
many  purveyors  of  automation  have 
been  less  innovative.  "Computer 
companies  are  often  the  worst  users 
of  their  own  products,"  says  Daw 
son.  Data  General,  for  instance,  is 
only  now  installing  a  centralized 
computer  dispatch  system  that  can 


get  a  serviceman  to  a  user  site  more 
quickly  with  the  correct  spare  part 
in  hand. 

At  Hewlett-Packard,  innovation 
has  taken  a  different  twist.  H-P  has 
introduced  a  range  of  repair  options 
built  around  a  "pay  your  money,  take 
your  choice"  philosophy.  A  premium- 
priced  product  offers  99%  guaranteed 
uptime;  for  less  money,  a  serviceman 
will  arrive  within  four  hours;  and  bar- 
gain-basement prices  buy  only  next- 
day  service. 

What  does  all  this  mean?  Essen- 
tially that  free  enterprise  is  alive 
and  well.  Vendors  are  scrambling  to 
improve  efficiency,  fine-tune  pricing 
and  increase  margins.  Users,  mean- 
while, are  becoming  more  sophisti- 
cated, too — and  less  likely  to  pay 
flat  maintenance  fees,  no  questions 
asked.  In  short,  competition  is  rear- 
ing its  ugly  head.  So  there's  a  good 
chance  both  service  and  profits  will 
improve.  ■ 


Profiles 


We  all  dream.  But  Houston  apartment 
king  Harold  Farb  is  using  his  millions  ' to 
make  his  dreams  come  true. 


Over  the 
rainbow 


By  Tbni  Mack 

A WOMAN  WAS  TEASING  Houston 
apartment  builder  Harold  Farb 
A  about  the  new  restaurant  he's 
building.  "You're  a  builder  who  really 
wants  to  be  in  the  restaurant  business, " 
she  said.  "No,"  replied  Farb  with  a 
laugh.  "I'm  a  singer  who  got  in  the 
building  business  who  wants  to  be  in 
the  restaurant  business." 

Most  people  wouldn't  think  of  Farb, 
probably  the  U.S.'  second-largest  own- 
er and  operator  of  apartments — some 
19,000  in  all — as  anything  but  a  busi- 
nessman. He  claims  he  could  sell  out 
and  pocket  over  $200  million  after 
debt  and  taxes.  A  business  associate, 
however,  figures  Farb's  net  worth  to  be 
something  shy  of  $  1 50  million. 

Whatever  its  extent,  the  Farb  for- 
tune is  enough  to  finance  his  midlife 
change  of  identity.  He  has  abandoned 
18-hour  working  days  and  is  letting  a 
group  he  calls  "my  young  people"  or- 
chestrate a  SI  billion  plunge  by  Farb 
Companies  into  commercial  real  es- 
tate. Farb  is  happier  spending  time 
with  his  new  hobbies:  four  albums  of 
him  singing  the  songs  of  Al  Jolson  and 
George  Gershwin;  a  S3  million-plus 
"celebrity  restaurant"  where  people 
will  go  to  "see  and  be  seen,"  according 
to  Farb;  and  a  would-be  chic  magazine 
dubbed  Ultra,  Texas'  answer  to  Town 
&  Country.  At  58,  after  four  decades  of 
keeping  his  nose  to  the  grindstone 
building  his  company,  Harold  Farb 
has  finally  begun  realizing  his  adoles- 
cent fantasies. 

He  spent  much  of  his  adolescence  in 
his  father's  Depression-era  movie  the- 
ater, absorbing  glamorous  1930s  musi- 
cals and  dreaming  of  a  career  as  a  big- 
band  singer.  "I  never  told  my  father  I 


wanted  to  be  anything  but  a  business- 
man," says  Farb,  whose  elfin  face  is 
framed  by  longish  red-going-gray  hair. 
"That's  what  he  wanted  me  to  be,  and 
that's  all  I  ever  expected  to  be."  Albert 
Farb  gave  his  only  child  a  one-third 
share  in  the  business  when  the  boy 
was  just  18  and  never  heard  Harold 
sing  until  his  75th  birthday. 

So  Harold  Farb  grew  up  to  be  a  busi- 
nessman. After  winning  three  battle 
stars  in  World  War  II,  he  returned  to 
Houston  in  1946.  Worried  by  the  new- 
ly developed  threat  of  television,  his 
father  sold  their  two  Houston  theaters 
for  $280,000  and  turned  to  real  estate. 

A  few  years  of  shrewd  speculation 
gave  them  the  capital  to  begin  devel- 
oping their  property.  They  spent  the 
1950s  experimenting — a  motel  here,  a 
shopping  center  there,  warehouses, 
homes — before  Harold  decided  apart- 
ments were  to  be  his  market. 

An  aging  Albert  Farb  was  ready  to 
let  his  son  take  the  lead.  "Harold 
wanted  to  go,  go,  go,  and  his  father 
wanted  to  stop,  stop,  stop,"  recalls 
Richard  McClendon,  who  has  bro- 
kered real  estate  for  the  Farbs  since 
1952.  "His  father  had  provided  the 
seed  money,  but  Harold  had  the  drive 
and  guided  Mr.  Albert."  In  1965  the 
elder  Farb  retired.  He  died  in  1979, 
leaving  $3  million  for  his  wife  and 
Harold's  five  children. 

Harold  Farb  liked  apartments  main- 
ly because  he  could  build  so  many  of 
them.  They  were  cheaper — about  halt 
the  cost  per  square  foot  of  a  shopping 
center — and  easier.  "In  those  days  we 
didn't  have  the  organization  to  go 
after  a  major  mall,"  he  says  in  his  soft, 
careful  voice.  "It  was  a  question  of 
becoming  a  leader  in  one  field  or  a 
follower  in  another." 


What  Farb  had  in  mind  was  putting 
to  work  a  principle  he  had  learned  at 
his  father's  knee.  In  1931,  when  Farb 
was  eight,  his  father  bought  his  first 
theater,  one  that  was  ailing.  Albert 
Farb  dropped  the  admission  price 
from  25  cents  to  a  nickel  and  began 
showing  movies  all  day,  starting  at  8 
in  the  morning.  The  theater  thrived. 

Harold  Farb  figured  high  volume 
and  low  prices  could  also  work  in  the 
apartment  business.  In  the  early 
1960s  he  began  putting  up  500  apart- 
ment units  a  year,  then  1,000,  while 
his  competitors  watched  dumbfound- 
ed. "He  was  relentless  in  his  pursuit  of 
volume,"  says  another  Houston  apart- 
ment builder.  "He  could  put  up  a  proj- 
ect in  half  the  time  we  could,  and 
within  budget,  too.  Logistically,  I 
didn't  know  how  he  could  do  it.  He 


Harold  Farb  and  his  first  office  building 
"He  was  a  mystery  man." 


was  a  mystery  man  to  the  rest  of  us." 

The  mystery  was  nothing  miracu- 
lous. He  took  care  of  the  pennies  and 
let  the  dollars  take  care  of  themselves. 
He  had  a  team  of  subcontractors — 
plumbers,  carpenters,  electricians  and 
the  like — who  had  been  working  with 
him  since  the  late  Fifties.  Before  a 
project  ever  broke  ground,  Farb  would 
gather  them  to  toy  with  the  blue- 
prints— rerouting  an  air-conditioning 
duct  here,  streamlining  the  pipes 
there — to  hasten  construction  and 
whittle  the  cost  of  "sticks  and  bricks" 
by  as  much  as  20%. 

To  save  more  time,  he  ordered  lum- 
ber already  assembled  into  basic  com- 
ponents and  standardized  kitchens 
and  bathrooms  so  that  six  models 
served  for  thousands  of  apartments. 
He  built  big  projects,  but  in  sequence, 
moving  tenants  into  the  first  building 
while  the  last  was  still  going  up.  When 
he  couldn't  find  a  cabinetmaker  who 
delivered  on  time,  he  spent  S200,000 
to  set  up  his  own  cabinet  shop.  (When 
he  grew  big  enough  to  command 
prompt  attention,  he  closed  his  shop.) 
He  kept  his  income  taxes  down  by 
building  apartments  faster  and  faster, 


/vith  depreciation  on  the  newest  off- 
jetting  income  on  the  rest. 

But  Farb  didn't  build  as  many  apart- 
nents  as  he  might  have  because  he 
nsisted  on  keeping  his  equity  stake 
ligh,  sometimes  as  high  as  50%.  Al- 
bert Farb,  born  of  impecunious  Austri- 
in  emigre's,  was  leery  of  debt,  and  his 
;on  saw  no  reason  not  to  "run 
icared,"  as  he  puts  it.  By  keeping  his 
lebt  service  low,  Farb  could  afford  to 
ent  his  apartments  $15  to  $50  a 


with  a  silhouette  of  a  man  holding 
blueprints,  captioned  "Harold  Farb  In- 
vestments," marks  his  complexes- 
helps  him  play  landlord  to  the  masses 
migrating  to  Houston.  One  33-year- 
old  jewelry  store  buyer  who  moved 
from  Pittsburgh  a  few  years  ago  set  up 
house  in  a  Farb  project  because  a 
friend  had  told  him  that  they  were 
well  maintained  and  because  Farb 
"owns  half  of  Houston." 
For  a  man  who  did  not  really  want  to 
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laroldFarb  with  his  wife,  Carolyn,  in  their  $3-5  million  mansion 
'Farb  Sings  Al  Jolson"  hasn't  hit  the  charts  yet. 


nonth  cheaper  than  the  guy  across 
:he  street.  In  1973  and  1974,  when  the 
ecession  exacerbated  overbuilding  in 
Houston,  Farb's  complexes  stayed 
)9%  full,  while  his  breakeven  ran 
^5%  to  80%.  "Some  of  my  best 
riends  went  broke  because  they  were 
:oo  highly  leveraged,"  says  Farb,  try- 
ng  not  to  be  smug. 
Today  Farb's  high  profile — a  sign 


be  a  businessman,  Farb  has  done  very 
well.  In  1978  and  1979,  before  high 
interest  rates  narrowed  returns  and 
forced  him  to  slow  down,  he  was  build- 
ing apartments  at  a  rate  of  3,000  a  year. 
Today  his  properties  throw  off  a  cash 
flow  of  $15  million  on  more  than  $60 
million  in  revenues. 

Driving  down  a  crowded  thorough- 
fare on  a  sunny  winter  afternoon  in 


Houston,  Farb  talks  about  how  his 
methods  have  changed  in  the  last  few 
years.  He  had  always  shied  away  from 
partners  and  from  deals  so  complicat- 
ed that  they  required  an  extensive 
backup  staff.  "I  never  thought  I  had 
the  temperament  to  get  along  with 
people,"  he  says,  running  his  gold 
Mercedes  450  SEL  through  a  red  light. 
"But  about  three  years  ago  I  had  got  to 
the  point  where  I  didn't  want  to  work 
that  hard  and  didn't  want  to  continue 
putting  all  my  estate  on  the  line,  so  to 
speak,  every  time  I  built  something 
major." 

So  Farb  began  assembling  his 
"young  people,"  headed  by  son-in-law 
Martin  Fein,  34,  and,  as  his  father  had 
done  for  him  20-odd  years  ago,  let 
them  take  the  lead.  They're  now  plan- 
ning to  put  up  $1  billion  worth  of 
office,  hotel  and  retail  space  over  the 
next  five  years.  Fein  is  looking  for 
institutional  partners  to  provide  the 
long-term  financing  in  return  for  a 
slice  of  the  equity,  the  profits  and,  of 
course,  the  risk. 

It's  a  radical  change — from  apart- 
ments to  office  buildings,  from,  at 
most,  $60  million  of  new  construc- 
tion a  year  to  a  dreamt-of  $200  mil- 
lion. But  Farb  seems  unconcerned,  al- 
most uninterested.  As  he  says,  "I'm  at 
the  stage  in  my  life  when  I'm  doing 
some  things  I've  been  wanting  to  do 
for  a  long  time."  Like  the  albums,  the 
restaurant,  the  magazine. 

That  stage  started  in  1973,  the  year 
his  youngest  child  turned  17.  Farb  di- 
vorced his  wife  of  27  years  and  began 
making  society  rounds.  In  1977  he 
married  the  sleek  blond  granddaugh- 
ter of  a  famous  Texas  gambler, 
dressed  her  in  haute  couture  and  an 
estimated  $1.5  million  in  gems,  and 
moved  into  a  $3.5  million  mansion 
where  they  host  swank  parties.  The 
gossip  columnist  of  the  Houston  Post 
can  count  on  getting  Harold  Farb  on 
the  phone  in  a  jiffy  when  she  wants 
to — which  is  often. 

And  so  Harold  Farb  goes  about  try- 
ing to  recreate  the  enchantment  of 
old  Hollywood.  He  tells  a  tale  of  how 
thrilled  he  was  to  meet  Gene  Autry 
and  his  horse  at  the  1936  Texas 
State  Fair.  I  lira,  he  points  out,  will 
feature  Gene  Autry  in  a  springtime 
issue.  He  still  keeps  letters  sent  by 
the  publicity  departments  of  movie 
stars  like  Clark  Gable  and  Dorothy 
Lamour  at  the  opening  of  a  Farb 
movie  theater.  As  a  former  employee 
puts  it,  "He's  retiring  into  a  1930s 
(iolckli^ers  movie." 

But  after  working  day  and  night 
since  he  was  10,  Harold  Farb  would 
probably  respond  that  he  has  earned 
any  kind  of  retirement  he  wants.  ■ 


ONE-STOP 
LEASING 


at  your 
FALS  Dealer. 


FORD 


Your  Ford  Authorized  Leas- 
ing System  Dealer  offers  a 
comprehensive  package  of 
benefits  designed  to  take 
the  hassle  out  of  leasing  a 
car.  Just  purchase  the 
parts  of  the  package  that 
suit  you  best.  It's  as  simple 
as  that. 

•  The  Ford  Extended 


Service  Plan  gives  parts 
and  service  protection 
beyond  the  normal  car 
warranty  •  FALS  Main- 
tenance Leasing.  It  means 
your  car  is  cared  for  by 
Ford-trained  professionals 
using  the  latest  diagnostic 
equipment  and  tools  •  A 
Ford  Auto  Club  member- 
ship provides  you  with 


emergency  road  service 
reimbursement  •  Preferre* 
Insurance  Program.  Your 
insurance  can  be  conven- 
iently arranged  by  your 
FALS  Dealer.  One-stop 
leasing.  It's  simple,  com- 
prehensive and  hassle  fre 
Just  see  your  FALS  Dealei 
for  details. 

Check  your  Yellow  Pages  for 
your  nearest  Ford  Authorized 
Leasing  System  Dealer. 
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LOOK  OUT  WORLD 
HERE  COMES  FORD 


What  has  probably  cost  investors  more  money?  than  all  the  stock 
rauds  in  history??  Answer:  the  silly  idea  that  small  company  stocks 
ire  per  se  a  better  bet  than  big  company  stocks. 


Small  isn't  beautiful 


By  Maurice  Barnfather 

[t's  a  common  illusion  among 
investors  today  that  the  best  way 
to  play  the  stock  market  is 
hrough  shares  of  small,  speculative — 
ind  growing— companies.  Small  is 
>eautiful.  Small  is  profitable.  Small  is 
mart.  Big  is  boring. 

Yet  a  blind  pursuit  of  this  illusion 
ed  to  horrendous  losses  by  investors 
ate  last  summer.  In  little  more  than  a 
nonth  the  American  Stock  Exchange 
ndex  dropped  27%.  This  was  not  an 
solated  occurrence.  From  1969 
hrough  1970,  for  example,  the 
American  Stock  Exchange  index  lost 
;3%  of  its  value.  In  1974  it  lost  38% 
n  a  matter  of  months.  We  cite  the 
^mex  because  it  is  the  home  of  small, 
>ossibly  emerging,  companies.  Indi- 
ridual  stocks  on  the  Amex  in  that 
>eriod  dropped  90%  and  even  more, 
'erformance  of  o-t-c  indices  was 
miliar.  The  decline  was  less  steep  on 
he  New  York  Stock  Exchange  and  on 
he  major  averages,  where  the  drop 
vas  braked  by  the  bigger  stocks. 
There  are  profits  to  be  made  in 
mailer  stocks,  but  there  are  big  risks 
is  well.  If  you  double  your  money  one 
rear  but  lose  50%  the  next,  you  have 
nerely  broken  even  for  all  your  trou- 
)le.  Remember  that  when  someone 
ells  you  small  stocks  are  where  the 
iction  is. 

It  is  therefore  both  dangerous  and 
nischievous  to  tell  investors  that 
mall  company  stocks  are  the  only 
ensible  place  to  invest.  But  that  is 
>recisely  what  some  people  are  cur- 
ently  preaching — and  in  the  impres- 
ive  pseudoscientific  jargon  of  Mod- 
:rn  Portfolio  Theory. 

The  current  guru  of  Small  is  Beauti- 
ul  is  Rolf  W.  Banz,  an  articulate  35- 
rear-old  Swiss-bom  assistant  profes- 
;or  at  Chicago's  Northwestern  Uni- 


versity. He  has  pored  over  stock  price 
records  going  back  54  years.  From 
them  he  produced  a  study  claiming 
that  over  this  long  period,  small  cap- 
italization stocks  did  almost  3  times 
better  than  big  capitalization  stocks. 

He  has  found  that  over  54  years  the 
annual  rate  of  return  on  New  York 
Stock  Exchange  stocks  with  a  weight- 
ed market  value  of  less  than  $50  mil- 
lion was  11.6%  compared  with  8.8% 
for  large  stocks.  Not  much  difference- 
That  2.8  percentage  point  gap  means 
that  $1  invested  in  small  stocks  in 
1926  would  have  grown  to  $370  at  the 
end  of  1979,  but  to  only  $96  if  it  had 
been  in  the  larger  stocks. 

Banz  doesn't  know  why  there  is 
this  small  stock  effect,  yet  he  strong- 
ly suspects  that  it  will  keep  recurring. 
"Look,"  he  says,  "aspirin  has  been 
used  for  some  80  years,  but  we  under- 
stood how  aspirin  worked  only  about 
10  years  ago.  Does  that  mean  that 
the  first  70  years  of  aspirin  use  was 
fraudulent?" 

But  think  twice  before  you  shift 
your  portfolio  entirely  into  the 
shares  of  smaller  companies  or  move 
your  corporate  pension  fund  to  a 
money  manager  specializing  in  small 
stocks.  The  alarming  fact  is  that  the 
Banz  study  doesn't  prove  that  small 
stocks  are  more  profitable  than  big 
stocks;   in  fact,   it  is  questionable 


whether  it  proves  anything  at  all. 

To  begin  with,  Banz  was  not  really 
studying  the  stocks  of  truly  small 
companies  or  of  emerging  growth 
companies.  How  could  he  have  been? 
Banz'  data  covered  only  the  New  York 
Stock  Exchange,  entirely  ignoring 
both  the  American  Stock  Exchange 
and  the  over-the-counter  markets. 

What  then  was  Banz  studying? 
Banz'  claims  for  small  stocks  rest  on 
the  performance  of  the  Big  Board's 
lowest  one-fifth  in  terms  of  market 
capitalization — that  is,  shares  out- 
standing times  market  price.  But  a 
low  market  capitalization  is  not  syn- 
onymous with  small  companies.  Cur- 
rently, United  Merchants  and  Manu- 
facturers on  the  Big  Board  would  rank 
in  Banz'  lowest  quintile,  with  a  mar- 
ket value  of  only  $25.4  million.  But 
United  Merchants  is  a  $670  million 
(sales)  company.  The  same  with  Swift 
Independent  and  Massey-Ferguson. 
Billion-dollar  outfits  both,  but  their 
market  capitalizations  are  small — not 
because  they  are  small  companies  but 
because  they  are  sick  companies. 

By  contrast,  some  of  the  Big  Board's 
smaller  growth  companies — Texas 
Oil  &  Gas,  for  example,  Tandy  Corp. 
and  Wang  Laboratories — would  not 
qualify  because  they  have  a  market 
capitalization  in  billions. 

This  is  only  one  of  many  flaws  in 
the  Banz  stock  study.  Another  major 
flaw  is  that  the  biggest  part  of  the 
gains  shown  by  his  small-capitaliza- 
tion stock  came  in  1941-45;  his  group 
soared  650% -plus  in  that  period.  This 
was  when  the  U.S.  economy  was  on  a 
war  footing,  putting  to  use  every  bit  of 
industrial  capacity  available,  the  good 
with  the  bad,  the  modem  with  the 
obsolete.  It  was  a  period  when  weak, 
marginal  companies  came  into  their 
own  while  strong,  growing  companies 
were  penalized  by  an  excess  profits 


Milestones  to  nowhere 


Random  Walk  was  born  in  1900  at  the  University  of 
Paris.  There,  Louis  Bachelier,  then  a  30-year-old 
French  mathematics  student,  wrote  his  "1  hemic  de  la 
Speculation,"  which  said  in  effect  that  past  price  move- 
ments of  securities  mean  nothing  when  predicting  their 
future. 

Trouble  is  Bachelier,  though  supervised  by  no  less  a 
mathematician  than  Jules  Henri  Poincare,  was  too  se- 
lective in  his  data:  His  theory  had  shaped  his  observa- 
tions. So  Professor  Paul  Levy  of 
Ecole  Polytechnique  in  Paris 
thought  when  he  found,  first 


in  1928  and  again  in  1931,  that  Bachelier's  model  didn' 
work  because  of  a  calculation  error. 

Bachelier's  theory,  however,  has  continued  to  cngagf 
scholars  over  the  years.  In  1934  Professor  Holbrool 
Working  wrote  A  Random  Difference  Series  jar  Use  in  tlx 
Analysis  of  Time  Series .  Maurice  G.  Kendall's  The  Analyst 
of  Economic  Time  Series  followed  in  1953,  Harry  V 
Roberts'  Stock  Market  Patterns  and  Financial  Analysis  n 
1959,  Sidney  S.  Alexander's  Price  Movements  in  Specula 
lire  Markets  in  1961  and  Paul  Cootner's 
The  Random  Character  of  Stock 
Market  Prices  in  1964. 

But   these   studies  added 


Alexandei 


tax.  The  weak  companies — those  in 
Banz'  sample — blossomed.  That  is  a 
set  of  circumstances  unlikely  to  re- 
peat and  it  skews  the  results. 

There  is  yet  another  problem  in 
Banz'  data:  It  excludes  small  stocks 
after  they  are  delisted.  "Prices  often 
go  to  hell  after  delisting,"  snaps  Har- 
vard Assistant  Professor  Norman 
Bartczak,  who  is  contemptuous  of 
Banz'  small  stock  theory.  Take  Penn- 
Dixie  and  Itel,  he  says.  Penn-Dixie 
stopped  trading  at  35/s  but  now  trades 
o-t-c  at  1  Vs .  Similarly,  Itel,  out  at  3, 
opened  on  the  Pacific  Stock  Exchange 
at  % .  All  this  assumes,  of  course,  that 
at  the  point  of  delisting  it  was  in  fact 
possible  to  get  $4  for  Penn-Dixie.  As 
any  experienced  investor  will  tell  you, 
the  price  on  the  stock  pages  is  rarely 
what  you  get  in  the  marketplace,  par- 
ticularly for  small  capitalization 
stocks. 

Whence  come  Banz'  numbers"  They 
come  from  the  Center  for  Research  in 
Security  Prices  (CRISP)  at  the  Univer- 
sity of  Chicago,  the  bastion  of  the 
Efficient  Marketers  School.  CRISP  is 
the  prime  source  of  data  used  by  the 


computer  wunderkind.  Strangely, 
though,  Merrill  Lynch,  whose  $50,000 
grant  got  this  computerized  record  of 
stock  prices  started  in  1960,  rarely 
uses  CRISP.  "There  are  problems,"  is 
Merrill's  only  cryptic  comment.  Oth- 
ers are  more  forthcoming.  "Potentially 
the  CRISP  tapes  have  significant  er- 
rors," claims  Bartczak,  recalling  a 
1974  study  by  then-associate  professor 
at  Berkeley  Barr  Rosenberg  and  Mi- 
chael Houglet.  They  observed  that  er- 
rors produce  erroneous  statistical  anal- 
ysis. Garbage  in,  garbage  out. 

These  somewhat  dicey  CRISP 
stock  price  records  go  back  to 
1926,  before  they  were  put  on  com- 
puter tape.  Basing  its  argument  on 
this  tape,  the  Chicago  school  has  said 
that  it's  impossible,  without  luck  or 
inside  information,  to  beat  the  stock 
market  as  measured  by,  say,  the  Stan- 
dard &  Poor's  500;  that  a  managed 
portfolio  cannot  consistently  and  le- 
gally beat  an  unmanaged  portfolio. 
Why  then  waste  effort  and  money  try- 


ing? All  this  has  been  called  Mod- 
ern Portfolio  Theory,  Efficient 
Market  Theory,  Random  Walk, 
but  it's  the  same  message:  All  in- 
formation affecting  stock  prices  is  re- 
ceived, weighed,  acted  upon  and 
quickly  reflected  in  the  market  price. 
Forget  any  kind  of  analysis;  what  you 
will  find  out  is  already  in  the  share 
price.  Count  transaction  costs,  and 
the  unmanaged  portfolio  is  better. 
Thus  was  the  index  fund  born. 

It's  a  simple  message  that  found 
many  followers  after  the  stock  market 
madness  of  the  late  1960s  and  early 
1970s,  when  Wall  Street  decided  only 
the  top  50  or  so  corporations  were 
worth  buying  and  poured  money  into 
their  stock,  driving  the  median  price/ 
earnings  ratio  for  the  top  tier  to  55  in 
December  1972.  The  inevitable  col- 
lapse demoralized  Wall  Street.  The 
professionals  were  looking  for  excuses 
for  the  dismal  showing.  "Perfor- 
mance" was  dead.  Efficient  Market 
Theory  offered  a  way  out. 

But  didn't  some  managers  some- 
times beat  the  market;  Yes,  but  there 
was  an  explanation:  They  took  ex- 
traordinary risks  that  lucked  out.  This 


nly  bells  and  whistles  to  Bachelier's  original  work.  Not 
mil  Benoit  Mandelbrot  did  the  theory  begin  to  look 
ractical.  While  teaching  economics  at  Harvard  in 
963,  he  wrote  The  Variations  of  Certain  Speculative 
rices,  which  corrected  Bachelier's  model  by  making 
llowances  for  war,  famine,  plague  and  the  like.  Paul  A. 
amuelson's  Proof  that  Properly  Anticipated  Prices  Fluctu- 
fe Randomly,  published  in  1965,  added  further  credence 
d  the  theory,  and  Mandelbrot  expanded  his 
fork  even  more  with  the  publication  of 
orecast  of  Future  Prices  in  1966.  An- 
ther contributor  to  the  Random  Walk 
rid  Modern  Portfolio  theories  was 
University  of  Chicago  Professor  John 
|  Lorie,  who  in  the  late  1950s  devel- 
ped  the  idea  of  putting  stock  price 
jcords  going  back  to  1926  on  com- 


puter tape — the  CRISP  tapes  (Center  for  Research  into 
Security  Prices). 

Beta?  That  was  spawned  by  Harry  M.  Markowitz,  a 
Rand  Corp.  economist,  in  the  Fifties.  He  wrote  a  paper 
applying  security  risk  (volatility)  to  an  entire  portfolio, 
and  called  that  measurement  "beta."  By  the  late  Sixties 
an  economic  model  that  the  investment  community 
could  put  into  practice  was  developed  by  three 
Markowitz  disciples:  Bill  Sharpe,  John  Litner  and  a 
Norwegian,  Jan  Mossinfwp.  98). 

The  latest  "refinement"  is  Rolf  Banz'  small-is- 
best  switch.  It  argues  that  the  market  is  efficient 
for  big  stocks,  but  not  for  the 
little  ones.  Are  you  still  , 


xplanation  involved  the  concept  of 
beta" — volatility.  Some  stocks  were 
lherently  more  volatile  than  others, 
you  were  bullish  you  would  buy  high 
eta  stocks.  If  you  were  cautious  you 
fould  stick  with  low  betas.  To  that 
xtent  you  could  "manage." 

rhe  trouble  was  that  betas  mea- 
sured past  performance  and  proved 
Imost  useless  in  predicting  future 
erformance  (see  table,  p  98). 
Perhaps  this  was  why  the  Banz 
mall-is-beautiful  concept  was  wel- 
omed:  Beta  was  proving  useless,  and 
idex  funds  were  boring  and,  being 
nmanaged,  carried  low  management 
;es.  Here  was  a  way  to  beat  the  mar- 
et  consistent  with  the  Efficient  Mar- 
et  hypothesis.  How  could  small 
tocks  do  better  than  big  stocks  in  an 
efficient  market"?  Banz  says  he 
oesnt  know.  Some  of  his  followers 
ypothesized  that  it  was  because 
mall  stocks  were  less  studied — that 


their  market  was  less  efficient. 

But  the  blunt  truth  is  that 
there  is  no  empirical  evidence 
that  small  company  stocks  are  a 
better  bet  overall  than  big  com- 
pany stocks.  A  problem  is  that 
there  are  no  readily  available  rec- 
ords on  the  overall  performance  of 
the  really  small  companies  over  the 
long  term.  Until  the  computer  age 
dawned  it  was  too  difficult  to  com- 
pile indices  that  reflected  the  entire 
range  of  stocks.  So  Banz  used  the  Big 
Board's  cats  and  dogs  as  proxy  for  the 
universe  of  small,  growing  companies. 

What  little  empirical  evidence  there 
is  for  small  stocks  is  contradictory 
and  fragmentary.  Take  the  Value  Line 
Composite  Index,  which  goes  back  20 
years.  An  unweighted  index  of  1,700 
stocks,  Value  Line  is  by  definition  bi- 
ased toward  smaller  stocks.  But  con- 
sider this:  The  index  hit  its  high  in 
late  1968  and  has  never  equaled  that 
high  since.  Small  is  beautiful'' 

Another  way  to  measure  the  pro- 
ductivity of  small  stocks  is  to  study 
the  history  of  the  T.  Rowe  Price  New 
Horizons  Fund.  This  excellently  run 
fund  invests  in  what  its  managers  re- 
gard as  the  cream  of  small  stocks — 


almost  the  antithesis  of  the  cats  and 
dogs  included  in  the  Banz  study.  Over 
its  21 -year  life,  New  Horizons  has 
done  brilliantly,  outperforming  every 
average  in  sight.  But  New  Horizons  is 
no  index  fund;  it  is  highly  selective. 
Moreover,  its  long-range  achievement 
has  been  won  at  the  expense  of  fright- 
ening vqlatility  and  long  dull  periods. 
In  its  first  four  years  of  life  New  Hori- 
zons stayed  almost  flat.  Its  later  gains 
came  in  great  spurts,  often  followed 
by  sharp  drops.  Between  the  end  of 
1972  and  the  end  of  1974  it  lost  al- 
most 65%  of  its  value.  Small  is  beauti- 
ful? Sometimes. 

Even  so,  New  Horizons  is  no  argu- 
ment for  the  superiority  of  small 
stocks.  A  number  of  mutual  funds 
with  more  conventional  portfolios 


have  done  as  well  or  better  over  the 
same  period. 

What  does  all  this  prove?  Simply 
what  every  sensible  investor  already 
knows:  that  the  stock  market  is  a 
great  humbler.  It  can  be  beaten  con- 
sistently only  by  dint  of  hard  work, 


steady  discipline  and  a  measure  of 
luck.  Any  simple  system,  any  sweep- 
ing generalities,  should  be  suspect.  In- 
vestment opinion  always  goes  to  ex- 
tremes, and  there  are  always  profes- 
sors to  encourage  the  extremes'with 
learned  rationalizations.  Remember 


one-decision  growth  stocks?  Remem- 
ber 1929?  Remember  tulip  bulbs  in 
17th-century  Holland?  Now,  small  is 
beautiful.  In  the  stock  market,  the 
beginning  of  wisdom  is  to  realize  that 
once  a  trend  becomes  generally  recog- 
nized it  is  ready  to  reverse. 


The  once  and  future  Beta 


In  June  1978  Forbes  printed  the  betas  of  these  large 
capitalization  companies — the  magic  numbers  be- 
hind much  of  Modem  Portfolio  Theory.  The  concept 
is  simple:  Stocks  that  move  perfectly  with  the  mar- 
ket have  a  beta  of  1.00.  Betas  get  higher  as  volatility 
goes  up  and  lower  as  it  goes  down.  Thus,  Southern 
Co.,.  a  utility  whose  shares  have  traded  close  to  $12 
for  most  of  the  past  three  years,  is  at  the  bottom  of 
our  list.  At  the  other  extreme,  there's  Texas  Instru- 
ments, which  has  been  as  high  as  $150  and  as  low  as 
its  current  $75. 

While  you're  boning  up  on  betas,  however,  look  at 
the  second  figure  in  the  table.  It  indicates  how  much 
a  stock's  current  beta  has  changed  from  its  1978 
equivalent.  As  the  percentage  differences  reveal,  be- 
tas fluctuate  widely  over  time,  which  is  part  of  the 
problem  with  MPT.  The  risk  of  owning  a  stock  in 


the  past  isn't  necessarily  a  good  measure  of  present, 
or  future,  volatility. 

Two  examples  point  out  the  dangers  of  blind,  beta- 
based  investing.  The  betas  of  most  energy-related 
stocks  in  this  list,  which  comes  from  Wilshire  Asso- 
ciates, Inc.,  have  increased  dramatically.  Royal 
Dutch,  up  64%;  Gulf,  up  50%;  Texaco,  up  34%. 
Stocks  bounce  as  wildly  as  international  oil  prices. 
Utilities,  however,  have  slipped  from  low  volatility 
to  almost  no  volatility.  Another  way  of  saying  they 
might  be  better  bear-market  hedges  than  ever. 

The  point  of  all  this,  of  course,  is  not  to  dismiss 
risk  analysis  as  useless.  Along  with  scores  of  other 
statistical  techniques,  it  is  a  helpful  stock-selection 
guide.  When  taken  to  excess,  however,  betas — like 
any  one-number  investment  nostrum — can  be  haz- 
ardous to  your  wealth. 


%  change 

%  change 

%  change 

since 

since 

since 

Stock 

Beta 

June  1978 

Stock 

Beta 

June  1978 

Stock 

Beta 

June  1978 

Southern  Co 

0.42 

-41.7% 

BankAmerica 

0.87 

-5.4% 

Cities  Service 

1.13 

14.1% 

AT&T 

0.44 

-18.5 

Warner-Lambert 

0.87 

8.8 

Weyerhaeuser 

1.13 

-13.7 

Pacific  Gas  &  Elec 

0.45 

-31.8 

Union  Carbide 

0.88 

-24.8 

Shell  Oil 

1.14 

37.3 

i  Philadelphia  Elec 

0.45 

-30.8 

IBM 

0.88 

4.8 

Georgia-Pacific 

1.15 

1.8 

;  RJ  Reynolds  Inds 

0.47 

-27.7 

Colgate-Palmolive 

0.89 

-16.8 

Schering-Plough 

1.15 

10.6 

Amer  Elec  Power 

0.49 

-33.8 

General  Electric 

0.90 

-10.9 

Digital  Equipment 

1.18 

-10.6 

I  General  Tel  &  Elec 

0.50 

-21.9 

EI  du  Pont 

0.92 

-14.8 

Standard  Oil  Ind 

1.18 

68.6 

I  Duke  Power 

0.54 

-27.0 

Alum  Co  of  Amer 

0.92 

-25.2 

Hewlett-Packard 

1.19 

-11.9 

\  Public  Service  E&G 

0.56 

^30.0 

Gulf  Oil 

0.93 

50.0 

Getty  Oil 

1.19 

26.6 

1  Commonwealth  Ed 

0.57 

-16.2 

PepsiCo 

0.94 

5.6 

McDonald's 

1.19 

-15.0 

!  The  Coca-Cola  Co 

0.57 

-44.7 

Texaco 

0.95 

33.8 

Union  Oil  of  Calif 

1.20 

31.9 

i  So  Calif  Edison 

0.61 

-12.9 

Eastman  Kodak 

0.95 

-10.4 

Westinghouse  Elec 

1.20 

-4.8 

Philip  Morris 

0.61 

-20.8 

Ralston  Purina 

0.95 

33.8 

Dresser  Industries 

1.21 

9.0 

Amer  Home  Prods 

0.65 

-5.8 

ITT 

0.99 

-21.4 

Aetna  Life  &  Cas 

1.21 

-19.3 

i  Texas  Utilities 

0.67 

-21.2 

Standard  Oil  Calif 

1.00 

23.5 

Travelers 

1.23 

-21.2 

i  General  Foods 

0.68 

-23.6 

International  Paper 

1.00 

-23.1 

Deere  &  Co 

1.23 

-6.8 

Procter  &  Gamble 

0.69 

-5.5 

Emerson  Electric 

1.02 

5.2 

Revlon 

1.24 

29.2 

Consolidated  Edison 

0.69 

-41.0 

Royal  Dutch  Pete 

1.03 

63.5 

Halliburton 

1.26 

32.6 

Unilever  NV 

0.70 

-15.7 

Baxter  Travenol  Labs 

1.04 

-4.6 

Conn  General  Ins 

1.31 

-12.1 

Exxon 

0.75 

11.9 

Xerox 

1.05 

-8.7 

United  States  Steel 

1.31 

9.2 

Johnson  &  Johnson 

0.76 

5.6 

General  Motors 

1.05 

6.1 

Burroughs 

1.33 

20.9 

Avon  Products 

0.77 

-25.2 

Monsanto 

1.07 

-26.2 

NCR 

1.36 

9.7 

Kellogg 

0.79 

8.2 

Phillips  Petroleum 

1.07 

33.8 

American  Express 

1.37 

-9.9 

Minn  Mng  &  Mfg 

0.79 

-11.2 

Caterpillar  Tractor 

1.07 

5.9 

Federated  Dept  Stores 

1.37 

7.9 

Beatrice  Foods 

0.81 

3.8 

Dow  Chemical 

1.07 

-13.0 

RCA 

1.37 

1.5 

JP  Morgan 

0.81 

-17.3 

Continental  Corp 

1.07 

-20.1 

K  mart 

1.38 

6.2 

Citicorp 

0.83 

-25.2 

CBS 

1.08 

-10.0 

Union  Pacific 

1.40 

21.7 

Eli  Lilly 

0.83 

-2.4 

Sears,  Roebuck 

1.09 

-6.8 

Motorola 

1.40 

1.4 

Pfizer 

0.83 

-11.7 

Mobil 

1.09 

32.9 

Sperry 

1.42 

36.5 

Abbott  Labs 

0.83 

-22.4 

Atlantic  Richfield 

1.10 

22.2 

Boeing 

1.47 

28.9 

Merck  &  Co 

0.84 

0.0 

Ford  Motor 

1. 11 

5.7 

JC  Penney 

1.51 

29.1 

General  Mills 

0.84 

-1.2 

Schlumberger 

1.12 

43.6 

Texas  Instruments 

1.51 

2.7  j 

Bristol  Myers 

0.85 

-9.6 

Sun  Co 

1.13 

25.6 

Source  Wilsbire  Associates 


The  Forbes  Dart  Board  Fund  scores  again 


Fifteen  years  ago  Chairman  Malcolm  S.  Forbes, 
Publisher  James  J.  Dunn  and  Editor  James  Mi- 
chaels flung  ten  darts  each  at  the  stock  market  page 
of  that  day's  Wall  Street  Journal.  Thus  was  created  a 
portfolio  that  has  probably  driven  more  than  one 
money  manager  to  drink.  Over  the  period,  the  fund 
has  increased  by  239%,  while  the  S&P's  500  is  up  a 
mere  35%.  Since  our  last  look  the  gains  have  kept 
rolling  in.  The  Dart  Board  Fund  was  up  45%,  5  times 
as  much  as  the  overall  market. 

It  wasn't  that  Forbes,  Dunn  and  Michaels  had 
nothing  better  to  do  that  morning.  At  that  time 
some  people  were  saying  that  a  monkey  throwing 
darts  could  pick  stocks  as  well  as  most  of  the  experts 
could.  There  were  no  mon- 
keys handy,  so  Forbes  roped 
Dunn  and  Michaels  into 
testing  the  hypothesis. 

What's  the  secret  of  our 
fund's  success?  One  of  Mal- 
colm Forbes'  darts  speared 
Texas  Oil  &.  Gas,  which  du- 
tifully took  off  (see  p.  117). 
That  single  holding  now  ac- 
counts for  nearly  half  (44%) 
of  our  portfolio. 

This  year's  Dart  Board 
Fund  contains  several  new 
names,  because  six  compa- 
nies were  taken  over  since 
our  last  update,  in  February 
1980.  We  followed  our 
standing  rule  of  converting 
the  takeover  proceeds  into 
stock  in  the  acquiring  com- 
pany, and  the  1981  rash  of 
acquisitions  made  our  port- 
folio excel.  MacAndrews  & 
Forbes,  for  example,  was 
taken  over  by  Cohen-Hat- 
field,  and  shares  in  the  re- 
named company,  MacAn- 
drews &  Forbes  Group, 
have  appreciated  by  115% 
since  December  1980.  We 
also  lost  a  component  when 
Aguirre  was  liquidated.  We 
decided  to  redistribute  the 
$646  cash  proceeds  over  the 
rest  of  our  holdings. 

Over  the  years,  gains  of 
300%  or  more  have  also 
come  from  our  holdings  in 
Baker  International,  Coo- 
per Industries,  Florida  Steel, 
Pittston  and  Standard  Oil  of 
Indiana.  The  biggest  loser 
was  Singer  common  and 
preferred  stock,  which 
came  into  the  portfolio 
when  General  Precision 
was  acquired  in  1968.  The 


value  of  this  holding  is  down  some  74%. 

After  a  decade  and  a  half  the  Dart  Board  has  an 
average  return  of  just  over  18%  a  year,  excluding 
dividends.  The  S&P's  500  over  that  same  time  span 
had  an  average  return  of  only  2.5%  and  the  DJIA  not 
even  1  % .  But  don't  try  to  prove  anything  by  this,  and, 
above  all,  don't  use  the  method  for  managing  your 
own  investments.  Supposing  Malcolm  Forbes'  dart 
had  landed  on  Chrysler  Corp.?  Or  International  Har- 
vester? If  there  is  a  moral  in  all  this,  it  has  nothing  to 
do  with  the  Random  Walk  theory  or  with  technical 
analysis  versus  fundamental  analysis.  It's  simply  one 
more  reminder  that  there  is  a  large  element  of  luck  in 
all  success,  the  stock  market  included. 


The  Dart  Board  Fund 

We  are  not  advocates  of  Random  Walk  theory,  but  this  hit-or-miss  stock 

portfolio  has  outperformed  nearly  all  professional  investors. 

— Value  of  portfolio—    Change  in  value  since 

Price 

Present  portfolio 

2/5/80 

12/31/81 

2/5/80 

6/30/67 

12/31/81 

Allegheny  Intl  $11.25  pfd 

$  600.80 

$  791.29 

+32% 

-21% 

76J/4 

Allied  Corp— $6.74  pfd 

1,213.40 

2,176.74 

+79 

+  118 

52% 

Arvin  Industries 

1,181.44 

1,361.21 

+  15 

+36 

14% 

Baker  International 

3,957.72 

4,695.66 

+  19 

+370 

38 

Carolina  P&L 

439.09 

522.86 

+  19 

-48 

20  Vi 

Chase  Manhattan 

1,003.03 

1,339.33 

+34 

+34 

53% 

Checker  Motors 

2,191.78 

1,846.08 

-16 

+  85 

27% 

Cooper  Industries 

2,836.60 

5,515.65 

+  94 

+  452 

C  1  1/ 

Federal  Paper  Board — common 

940.30 

795.69  " 

27 

—$1.20  pfd 

775.52 

618.66 

+  115 

31  72 

Rexham* 

652.43 

736.80  - 

15 

Firestone  Tire  &  Rubber 

404.46 

571.28 

+41 

-43 

125/8 

Florida  Steel 

2,830.71 

4,560.71 

+  61 

+356 

19  74 

General  Dynamics 

2,666.41 

1,683.64  " 

•  -34 

+87 

24'/2 

Houston  Natural  Gast 

184.50 

183.79  J 

44 72 

Helene  Curtis 

504.17 

798.96 

+58 

-20 

12 

INCO  Ltd 

762.47 

387.32 

-49 

-61 

14>/4 

INCO  (originally  ESB) 

1,807.72 

918.13 

-49 

-8 

14'/4 

International  Paper 

1,303.49 

1,347.07 

+3 

+35 

39Vs 

Interpace 

1,508.96 

1,222.64 

-19 

+22 

17 

MacAndrews  &  Forbes  Group 

2,765.95 

5,937.37 

+  115 

+494 

12'/s 

Pacific  Tin  Consol 

2,000.05 

1,549.98 

-23 

+55 

17V8 

JC  Penney 

779.63 

907.99 

+  16 

-9 

285/s 

Pittston 

4,172.44 

4,021.26 

-4 

+302 

25  78 

Singer — common 

75.74 

124.46  " 

>  +8 

-74 

137/s 

—$3.50  pfd 

169.26 

140.52  J 

22% 

Standard  Oil  Indiana 

4,873.50 

5,372.12 

+  10 

+437 

52 

Texas  Oil  &  Gas 

20,036.98 

41,986.37 

+  110 

+  4,099 

35 

Textron 

772.30 

723.40 

-6 

-28 

26% 

Thorn-EMI  Ltd — ordinary 

685.71 

563.85  ■ 

+26 

-14 

8% 

—pfd 

300.33  J 

2  74 

Tyco  Labs 

547.73 

1,197.90 

+  119 

+20 

12% 

TOTAL 

65,400.99 

94,899.06 

+45 

+239 

Wilshire  5000 

1,176.99 

1,286.24 

+9 

S&P's  500 

114.66 

.  122.55 

+  7 

+35 

DJIA 

876.62 

875.00 

0 

+  2 

'Shareholders  of  Riegel  Paper  received  both  Federal  Paper  Board 

common 

and  preferred 

shares  and 

Rexham  common.    tGeneral  Dynamics  divested  Liquid  Carbonic,  which  was  subsequently  acquired  by 

1  louston  Natural  Gas. 

lind 


Lockheed  knows  how. 


One  of  the  growth  technologies  of  the  future  is  computer- 
ized image  processing. 

Ifs  a  vital  technological  thrust.  More  and  more,  industry, 
medicine,  science  and  defense  are  making  use  of  huge  num- 
bers of  images  gained  from  many  sources— radar,  infrared, 
acoustic,  television  cameras. 

Until  recently,  most  images  have  been  analyzed  or 
compared  only  by  specialists.  But  now,  computers  are  being 
taught  to  "read/understand"  and  make  decisions  about 
torrents  of  images  that  would  otherwise  swamp  the  human 
eye  and  brain. 

"The  tanks  just  moved." 

This  can  be  critical  input  to 
a  threatened  commander,  and 
he'needs  it  almost  instantly. 

A  reconnaissance  aircraft  or 
satellite  carrying  a  sensor  such 
as  a  television  camera  or  radar 
would  make  the  discovery.  The 
sensor's  images  then  are  con- 
verted into  electrical  signals 
and  sent  to  a  computer,  where 
they  are  stored  as  arrays  of 
numbers.  Computer  programs 
manipulate  the  numbers  until 
the  tanks  are  "recognized"  An 
enhanced  image  showing  the 
tanks  can  be  reconstructed  and 
displayed  for  the  commander. 


The  orange  lines,  which  are  offset 
from  the  original  image  of  the 
tank,  are  part  of  the  recognition 
technique  that  shows  the 
tank  has  moved. 


But  a  computer,  unlike  a  human  being,  has  to  be  gi\ 
mathematical  description  in  advance  to  know  what  a 
looks  like.  The  sensor,  covering  everything  it  sees,  sen 
a  staggering  volume  of  signals.  So  the  computer  must 
"trained"  to  eliminate  unimportant  images  and  concei 
on  significant  ones ...  for  example,  to  look  for  the  tank 
were  spotted  yesterday  to  see  if  they  moved. 

This  is  not  just  laboratory  theory.  Lockheed  teams  ri 
now  are  training  computers  in  this  automated  image  u 
standing,  or  "computer  vision!' 

How  big  is  the  wheat  crop? 

Identifying  wheat  from  corn  from  sagebrush  or  othe 
growth  is  another  triumph  of  computerized  image  proc 

The  photo  here  came  from  a  Landsat  satellite.  The  n 
color,  assigned  by  a  computer,  indicates  wheat.  Bare 
ground,  plowed  ground,  and  stubble  are  in  shades  of  £ 
Working  with  NASA,  Lockheed  scientists,  engineers  a 
mathematicians  have  developed  techniques  to  proces 
numbers  of  images  through  computers,  which  they  ha 
"taught"  to  recognize  various  crops  and  their  conditioi 


-f 


rtt 


i  'see'  a  tank. 


in  eye,  a  (an/c  /oo/cs  //7<e  the  picture  in  Frame  1.  But  to  a  computer,  the  picture  is  simply  a  large  array  of  numbers  stored  in  its  memory.  It  has  to 
data  to  "recognize"  the  tank.  In  Frame  2,  it  analyzes  light  intensities  of  the  picture.  In  Frame  3,  it  manipulates  its  stored  data  to  identify  edges  of 
d  in  Frame  4,  it  has  eliminated  background  and  now  has  abstract  edges  and  shapes  from  which  it  can  proceed  to  recognize  the  tank. 


ay,  this  valuable  technology  enables  Lockheed 
ine  the  size  of  world  crops. 

ating  by  images. 

d  you  navigate  an  unmanned  vehicle  when  an 

jidance  system  is  too  expensive? 

ay  is  with  an  image-based  system  being  developed 

eed. 

luman  pilot,  the  computerized  system  will  "read" 
of  cues,  like  woods,  ridges,  and  hills.  It  will  recog- 
e,  for  instance,  even  when  iced  over  or  shrunken 
it.  With  this  input,  along  with  other  data  such  as 
and  compass  readings,  the  computer  will  weigh 
irmation  and  initiate  accurate  navigational  orders. 
I  human  eyes  that  can  tell  a  lake  from  a  hill, 
uter  will  rely  on  mathematical  descriptions  of 
lie  features.  These  descriptions,  involving 
jres  as  edges  or  brightness  contrasts,  will  "teach" 
uter  to  read  and  react  correctly  to  the  three- 
nal  world. 

nating  X-ray  inspection. 

ng  subtle  differences  or  flaws  shown  by  X-ray 
)hs  has  traditionally  been  a  slow,  tiring  job  for 
iecialists,  particularly  in  industry, 
v  Lockheed  has  developed  an  Automatic  X-ray 
t  System  — AXIS— that  examines  X-rays  by  the 
5,  at  great  speed.  It  converts  X-ray  images  into  num- 
zompares  the  results  against  established  norms, 
ting  defects.  With  quick,  tireless  repeatability, 


Arrow  points  to  a  defect  revealed  in  an  AXIS 
X-ray  image  of  an  artillery  shell  casing. 


it  makes  accept/reject  decisions  and  records  the  data  on 
magnetic  tape. 

First  developed  for  the  defense  industry,  AXIS 
can  be  easily 
adapted  to  medicine 
and  other  industries. 
It  will  be  increasingly 
important  in  applica- 
tions where  large 
numbers  of  images 
or  articles  must 
be  checked 
fast  for  subtle, 
critical  variations. 

Image  processing:  the  future. 

If  a  system  of  sensors  and  computers  can  recognize 
instantly  the  movement  of  tanks  or  scan  the  ground  below  to 
guide  an  unmanned  vehicle,  cannot  more  advanced  systems 
be  developed  to  guide  surgeons  as  they  operate?  Cannot 
systems  such  as  AXIS  lead  to  immense  improvement  in  the 
quality  of  American  products? 

Great  as  have  been  the  advances  in  image  processing,  it  is 
a  field  only  now  coming  into  its  own,  and  Lockheed  knows 
how  to  develop  this  emerging  technology. 

Lockheed 


The  Up-And-Comers 


After  building  Sullair  from  nothing  to  $180  million  a  year,  Don 
Hoodes  is  betting  nearly  the  whole  thing  on  a  risky  new  product. 


Cliff  hanger 


SULLAI 

PetroSlea 

CORP. 


By  Jjtyr  Gissen 


0 


Sullair  h 
He  says 


Donald  H 

'99  9/io%  there,"  but  Wall  Street  wants  proof. 


N  A  CALM,  SUNNY  DAY  in  1965 

out  in  Michigan  City,  Iowa 
Don  Hoodes,  then  39,  was  fire( 
as  a  division  manager  of  Joy  Manufac 
turing.  The  charge  was  "insubordina 
tion."  Hoodes  describes  the  situatior 
a  bit  differently.  "The  vice  presiden 
of  finance  was  trying  to  take  over  anc 
fired  me  while  the  president  was  ou 
of  the  country,"  he  explains.  "He  ac 
cused  me  of  trying  to  start  anothe: 
company." 

Instead  of  brooding,  Hoodes  went 
into  business  for  himself.  With  th< 
help  of  three  local  entrepreneurs 
Hoodes  was  able  to  raise  S225,00( 
from  14  local  investors  in  order  to  trj 
to  market  what  he  felt  was  a  long 
neglected  technology:  the  rotary 
screw  air  compressor.  Hoodes  callec 
his  company  Sullivan  Corp.,  the  nam< 
of  his  former  division  at  Joy,  just  tc 
irritate  his  old  employer. 

Sullivan  soon  became  Sullair,  anc 
today  Sullair  is  a  leading  manufacture] 
of  air  compressors,  with  annual  sale; 
of  around  S 1 80  million  and  a  return  or 
equity  that  has  averaged  better  thai 
25%  in  recent  years.  Last  year,  how 
ever,  earnings  per  share  dropped  fron 
$1.21  to  an  estimated  30  cents,  wit! 
sales  up  some  17%,  mainly  becaus( 
Hoodes  is  gambling  heavily  on  i 
brand-new  downhole  steam-generatoi 
system  for  the  recovery  of  heav> 
crude  oil.  Wall  Street  and  profit-shar- 
ing employees  have  been  reasonably 
patient  with  the  stocky  55-year-old 
Hoodes,  himself  an  impatient,  some- 
times abrasive  man.  But  both  pa- 
tience and  money  are  fast  running 
out.  Even  Hoodes  admits:  "This  prod- 
uct has  to  be  in  1982." 
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Will  Hoodes  hit  pay  dirt  with  his 
leavy-crude  generator?  The  track  rec- 
)rd  is  encouraging.  Take  his  original 
)roduct,  the  rotary-screw  air  com- 
)ressor.  Engineered  and  patented  by 
Sweden's  Svenska  Rotor  Maskiner 
^ktiebolag  (whose  patents  run  out  by 
.986),  it  was  licensed  by  many  of  the 
)ig  U.S.  machinemakers — including 
oy — who  then  largely  ignored  it  in 
avor  of  the  complex  but  lucrative 
liding-vane  compressors.  Hoodes  fig- 
ured machine  buyers  would  want  the 
impler,  more  reliable  and  potentially 
heaper  Swedish  rotary-screw  com- 
iressor  in  their  machines  if  someone 
vould  just  produce  it.  So  off  he  went 
o  Stockholm.  "I  promised  Svenska  a 
ugher  royalty  rate  until  we  got  vol- 
ime  up,"  says  Hoodes,  "and  told 
hem  that  we  would  exclusively  con- 
entrate  on  the  rotary  screw.  That's 
vhy  we  got  the  license." 

Hoodes'  original  plan  was  to  sell  the 
tern  to  smaller  machinemakers  who, 
le  argued,  could  then  use  cost  savings 
m  the  compressor  to  underprice  the 
ndustry  leaders  and  thus  win  market 
hare.  For  three  months  he  pounded 
he  pavement  with  his  pitch  but 
3und  not  a  single  taker.  No  machine- 
naker  wanted  to  incur  the  cost  of 
edesigning  existing  products  just  for 

cheaper  compressor.  "It  wasn't  prac- 
ical  for  the  industry  leaders  to  bother 
o  change  their  standard  strategy," 
ays  Hoodes.  "They  had  overpriced 
he  product  and  had  a  strong  price 
mbrella."  But  the  same  cockiness 
hat  got  Sullair  started  kept  Hoodes 
rom  giving  up.  He  decided  to  manu- 
acture  his  own  complete  compressor 
nd  go  right  up  against  his  giant  com- 
etitors,  like  Joy  and  Ingersoll-Rand. 

He  hired  two  engineers  to  design 
he  first  model,  and  there  was  also  a 
nancial  man  and  a  salesman  to  get 
he  screw  rolling.  "The  first  thing  the 
alesman  says  is,  'We've  got  to  get 
lto  this  convention  in  January 
1966].'  We  went,  with  just  a  proto- 
y'pe  that  didn't  even  have  all  the 
arts."  He  landed  23  orders,  to  be  ex- 
ct,  all  from  small  distributors,  many 
f  whom  he  knew  from  his  days  at 
jy.  "The  competition  had  a  125-cfm 
ompressing  unit  for  about  $5,000  and 
re  came  out  with  a  150-cfm  for 
3,000,"  says  Hoodes. 

Soon,  Sullair  was  shipping  100  com- 
ressors  a  month  to  mining  and  con- 
truction  machinery  markets.  Within 
wo  years,  Hoodes  figures  he  gained 
bout  10%  of  the  smaller-size  portable 
ompressor  market,  adding  both 
mailer  and  larger  models.  In  four 
ears'  time  he  had  reached  $8  million 
lies,  with  no  real  marketing  and  few 
ew  product  innovations. 


But  1970  was  a  turning  point. 
Hoodes  could  see  that  he  had  gone 
about  as  far  as  he  could  go  with  just  a 
single  line  of  products.  Sullair  needed 
to  diversify.  Hoodes  wisely  branched 
out  into  products  that  needed  a  lot  of« 
air  power — provided,  of  course,  by 
Sullair  compressors. 

Compressor-powered  track  drills 
for  heavy  mining  and  large  industrial 
refrigeration  compressors  were  the 
first  new  lines  added.  Then  Hoodes 
discovered  that  Sullair  had  outgrown 
its  distribution  system.  "When  we 
added  the  larger  industrial  lines,  it  be- 
came difficult  to  sell  through  distribu- 
tors," he  explains.  "We  needed  more 
salesmen,  so  we  set  up  ten  sales  sub- 
sidiaries. We  figured  that  we  already 
had  enough  product  of  our  own." 

Today  Sullair  has  over  100  sales 
subsidiaries  that  operate  indepen- 
dently, and  the  product  line  has  grown 


He  hired  two  engineers,  a  fi- 
nance man  and  a  salesman 
to  get  the  screw  rolling.  "The 
first  thing  the  salesman 
says  is,  'We've  got  to  go  to 
this  convention.'  We  went 
with  a  prototype  that  didn't 
even  have  all  the  parts."  He 
landed  23  orders. 

to  include  industrial  air  purifiers, 
vacuum  pumps  and  special-applica- 
tion compressors.  Interestingly,  al- 
most all  expansion  has  come  from 
internal  growth.  Says  Hoodes  with 
wry  self-deprecation:  "I  guess  we  have 
an  entrepreneurial  type  of  operation 
here." 

Put  another  way,  success  hasn't 
made  Sullair  cautious.  Its  stock  has 
moved  up  and  down  like  a  roller  coast- 
er, and  1981  has  certainly  been  deci- 
mated by  the  impending  risky  move 
into  steam  generators. 

Sullair  had  already  been  chipping 
away  at  the  fringes  of  the  oil  patch 
with  its  track  drills, .  lighting  and 
equipment-cleaning  sandblasters. 
Hoodes  knew  that  there  was  an  enor- 
mous demand  for  machinery  that 
could  lift  heavy  California  crude  eco- 
nomically. The  stuff  is  so  viscous  it 
barely  flows.  Sending  steam  down  the 
well  heats  up  the  oil  enough  so  that  it 
flows  easier,  but  only  for  a  while. 
Once  the  steam  goes  deeper  than 
2,500  feet  or  so,  it  has  cooled  off  too 
much  to  be  of  any  use. 

The  downhole  steam  generator  is 
trying  to  change  all  that  by  produc- 
ing the  steam  deep  inside  the  well. 
If  successful,  Hoodes  guesses  that  it 
could  open  up  at  least  an  additional 


7  billion  barrels  of  heavy  oil  that 
couldn't  be  recovered  otherwise.  He 
came  upon  the  idea  in  November 
1979,  when  he  was  approached  by  a 
group  of  inventors  whose  company, 
MCR  Ltd.,  had  a  patent  on  this 
new  method  of  enhanced  oil  recov- 
ery. They  needed  money  and  hap- 
pened to  bump  into  one  of  Sullair 's 
engineers  at  a  geophysicists'  con- 
vention and  told  him  about  the  gen- 
erator. When  Hoodes  saw  the  proto- 
type he  was  so  impressed  by  the 
product's  potential,  he  offered  to 
give  the  MCR  group  an  equity  posi- 
tion in  a  proposed  joint  venture,  as 
well  as  royalty  payments. 

Other  companies  have  been  trying 
to  develop  a  similar  machine,  but  Sul- 
lair's  version  seems  just  about  ready 
to  hit  the  market.  Again.  Previous 
press  releases  hinting  that  the  product 
was  almost  ready  made  Sullair  the 
darling  of  Wall  Street  at  the  very  start 
of  1981,  but  disappointment  when 
things  got  held  up  sent  the  stock  tum- 
bling back  down  before  year's  end. 
Meanwhile,  the  financing  has  been 
such  a  drain  on  earnings  that  it  is 
clobbering  the  profit-sharing  program 
Hoodes  is  so  proud  of.  "A  guy  working 
in  a  profitable  compressor  plant  in 
Michigan  City  is  losing  money  be- 
cause of  this,"  he  says.  "Those  work- 
ers have  been  patient.  They'll  have 
profits  in  1982." 

They  had  better,  for  reasons  even 
more  serious  than  that.  Doubts  have 
begun  to  surface:  Is  Hoodes  betting 
his  company  on  a  lemon?  "We  want 
to  see  it  work,"  says  Moseley  Hallgar- 
ten  analyst  Samuel  Braude. 

Don  Hoodes  practically  swears  that 
he's  "99  9/10%"  there.  He  has  even 
moved  top  management  to  Santa  Bar- 
bara to  be  closer  to  the  heavy  oil. 
After  numerous  breakdowns  in  test- 
ing, the  machinery  has  been  perform- 
ing admirably  lately,  although  admit- 
tedly not  at  the  deepest  levels.  The 
stock,  on  the  other  hand,  has  found 
one  of  its  deepest  levels,  sinking  from 
January  198 1  's  35%  high  to  its  current 
price  of  around  12. 

Not  to  worry,  Hoodes  insists.  And 
it's  that  dogged  determination  that 
may  yet  win  the  day.  "The  confidence 
and  success  of  the  project  really  re- 
verts to  the  confidence  and  judgment 
of  Donald  Hoodes,"  says  Braude.  His 
employees  love  him.  He  has  surprised 
them  with  beer  in  the  plants,  and 
there  are  no  time  clocks  to  be  found. 
Plus,  most  of  top  management  has 
been  in  place  since  the  company's  in- 
ception 16  years  ago,  a  sure  sign  of 
good  faith. 

Stay  tuned.  The  odds  are  still  mar- 
ginally on  his  side.  ■ 
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The  Up-And-Comers 


Conair  dries  more  hair  than  anyone  else. 
Why  doesn't  it  want  to  shampoo  as  much? 

Update  Conair: 
"class  to 
the  mass" 


W-  hen  last  we  left  Leandro 
Rizzuto  (Forbes,  Sept.  3. 
1979),  he  was  crawling  out 
from  under  a  pile  of  hair  dryers  no- 
body wanted.  A  crippling  strike  in 
1977  had  forced  the  rush  release  of  an 
untested  compact  dryer  called  Pro 
Baby,  which  quickly  became  the  Edsel 
of  the  blow-dry  set  and  sent  this  high- 
ly profitable,  fast-growing  outfit  into 
the  red.  Fortunately,  Rizzuto,  43, 
president  of  Conair  in  Edison,  N.J., 
was  able  to  cannibalize  Pro  Baby  parts 
for  the  late- 1978  Pistol  Power  1200. 
Conair  dryers  now  style  more  heads 
than  any  other.  The  Pistol  Power  re- 
stored the  company  to  profitability 
(Conair  lost  $2.1  million  on  $40  mil- 
lion in  1978  sales  during  the  Pro  Baby 
debacle),  but  Rizzuto  knew  that  its 
success  was  only  temporary.  The  old 
Continental  Hair  Products,  Inc.,  start- 
ed by  Rizzuto  and  his  father  in  the 
back  of  a  New  York  beauty  shop  in 
1959,  had  to  change.  It  could  no  longer 
afford  to  guess  what  the  public  want- 
ed and  hope  that  cash  flow  would  cov- 
er the  bills. 

"The  single  most  significant  event 
[after  the  Pro  Baby  disaster]  was  that 
we  established  a  strategic  plan,"  Riz- 
zuto says.  The  strategy  consisted  of 
shifting  emphasis  from  hard  goods  to 
toiletries,  specifically  to  the  Jheri  Red- 
ding line  of  shampoos,  sprays  and 
conditioners,  bought  in  1973  (named 
after  a  famous  hairdresser). 

Jheri  Redding  hair  care  items  have 
been  used  in  beauty  salons  since  the 
Flood,  and  Conair  launched  a  $2.5 
million  ad  campaign  last  year  to  turn 
them  into  household  products.  It  will 
spend  $4  million  this  year.  Every  cent 
the  line  earns  is  being  plowed  back 
into  the  media  blitz.  "We're  taking 
class  and  making  it  available  to  the 
mass,"  Rizzuto  says,  proud  of  his 


Concur  President  Leandro  Rizzut 


Shelf  space  now,  profits  tomorrow. 


rhyme.  Why  didn't  this  happen  soon- 
er? "Back  then,  we  had  all  we  could  do 
to  meet  the  demand  for  our  hair  dry- 
ers," he  says. 

Moving  Jheri  Redding  onto  retail 
shelves — under  the  Milk  'n  Honee 
banner — contributed  mightily  to  the 
32%  sales  gain  Conair  chalked  up  in 
the  first  three  quarters  of  last  year. 
Explains  Financial  Vice  President  Sal 
DiMascio:  "Salons  had  maybe  six  bot- 
tles sitting  on  their  shelves  and  sold 
them  for  S3. 50.  We  doubled  the  size  of 
the  bottle  to  16  ounces,  and  it  was 
sold  in  retail  for  SI. 99.  We  still  made 
money."  How?  Simple  economies  of 
scale,  for  one  thing,  and  the  fact  that 
salons  had  been  able  to  sell  the  prod- 
uct to  their  customers  for  exorbitant 
prices.  Plus,  Conair  sells  the  Jheri 
Redding  Milk  'n  Honee  line  directly 
to  retailers  without  a  middleman.  In 
fact,  while  70%  of  total  company 
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sales  used  to  be  handled  by  distribu- 
tors, now  70%  is  done  directly  by 
Conair  through  its  own  sales  force 
and  representatives  who  work  strictly 
on  commission. 

Conair's  goal  through  1982  for  Jheri 
Redding  is  shelf  space  over  profitabil- 
ity, but  Rizzuto  will  settle  for  a  rela- 
tively small  market  share.  "If  we  at- 
tempted a  strategy  of  out-Procter  & 
Gamble-ing  Procter  &  Gamble,  we 
would  fail,"  says  DiMascio.  "We 
would  rather  not  have  so  significant  a 
market  share  in  any  category  that  big 
competitors  start  attacking  us." 

While  the  Jheri  Redding  line  is  the 
most  visible  change,  Conair  has 
changed  internally  as  well.  DiMascio, 
hired  in  the  midst  of  the  Pro  Baby 
troubles,  has  introduced  inventory 
and  purchasing  controls  and  long- 
term  financial  planning.  The  result? 
Since  1978's  loss,  return  on  rebuilt 
equity  is  rising.  It  was  13.1%  in  1980 
and  16%  last  year. 

DiMascio  promises  that  Jheri  Red- 
ding's  retail  push  will  not  drag  down 
company  earnings  from  other  divi- 
sions, but  he  can't  promise  that  Jheri 
Redding  will  hold  its  shelf  space 
without  having  to  keep  up  that 
spending.  After  1982,  he  will  spend 
to  the  limit  of  a  15%  proiit  margin, 
but  nobody  really  knows  if  that  will 
be  enough.  If  Clairol  and  Gillette  get 
restless — still  a  possibility,  even  if 
Jheri  Redding's  market  share  remains 
small — Rizzuto  will  have  to  follow 
their  lead,  a  decision  that  is  out  of  his 
hands,  and  potentially  out  of  his 
league. — Jay  Gissen 


"Golf  is  boring,  anyway" 

You  have  arrived.  Your  entrepreneur- 
ial wizardry  is  recognized  by  Wall 
Street.  You  are  courted  by  industry 
giants.  On  paper,  you  are  a  multimil- 
lionaire. How  do  you  cash  in?  Sell  out? 
Merge?  Retire  on  the  stock  dividends? 
For  most  Up-And-Comers,  this  is  not 
yet  a  problem.  They  worry  about  pay- 
ing the  bills,  not  early  retirement. 
Still,  should  it  all  work  out,  you  might 
learn  from  the  way  David  Pulver  and 
Clinton  Clark  handled  the  success  of 
Children's  Place,  Inc. 

After  graduating  from  Harvard 
Business  School  in  1965,  and  after 
deciding  "the  politics  and  silliness  of 
big  companies"  were  not  for  them, 
Pulver  and  Clark  researched  every 
possible  venture  from  "sincere,  fair" 
auto  repair  centers  to  metallurgical 
crayons  that  melt  at  specific  tem- 
peratures.   The    children's  market 
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seemed  the  best  bet.  "We  had  kids, 
so  we  thought  we  knew  something 
ibout  the  market,"  says  Clark,  40, 
ather  of  five.  "It  turns  out  we  were 
/ery  naive." 

Children's  Place  was  born  in  1969 
is  a  children's  department  store  sell- 
ng  everything  from  underwear  to 
oys.  "We  didn't  know  what  we  were 
loing  and  there  was  security  in  hav- 
ng  everything  for  everyone,"  Clark 
iays.  Eventually,  unprofitable  sections 
vere  sheared,  but  as  the  store  shrank, 
'ulver's  and  Clark's  duties  expanded. 
'We  thought  we  would  be  general 
nanagers,  but  we  did  everything  from 
inging  up  sales  to  emptying  garbage," 
riark  says.  "We  were  considering  a 
uit  against  Harvard.  They  didn't 
each  us  how  to  run  an  entrepreneur- 
al  business!" 

It  took  three  years  to  make  Chil- 
[ren's  Place  profitable.  The  winning 
ormula  was  selling  medium-priced 
portswear  along  with  some  designer 
lothes  for  kids.  By  the  late  1970s 
here  were  34  stores.  Revenues  grew 
ty  nearly  50%  a  year  and  profits  by  a 
hird.  The  company  had  plenty  of 
uitors  and,  some  say,  was  doing  for 
hildren's  apparel  what  McDonald's 
lid  for  fast  food.  "Until  McDonald's 
howed  how  attractively  one  could 
ell  low-priced  hamburgers,  most  peo- 
ile  thought  fast  food  was  low  margin 
nd  unappealing,"  says  Joseph  Ellis, 
n  analyst  at  Goldman,  Sachs.  "I 
hmk  the  analogy  applies  here." 

With  offers  pouring  in,  Clark  and 
•ulver  planned  their  lives  as  patiently 
s  they  had  planned  their  business.  At 
0,  they  were  too  young  to  retire  but 
ild  enough  not  to  want  to  start  an- 
ther business.  The  companies  offer- 
rig  mergers  wanted  them  to  continue 
o  run  Children's  Place,  but  that  was 
Jd  hat  by  now.  Finally,  they  struck  a 
eal  with  Federated  Department 
tores,  parent  of  Bloomingdale's,  I. 
/lagmn  and  others.  The  agreement, 
cheduled  to  be  signed  early  this 
tionth,  calls  for  Pulver  and  Clark  to 
lire  replacements  to  run  Children's 
'lace  and  then  start  a  new  specialty 
stalling  division  for  Federated.  Pulver 
ays  the  new  job  is  entrepreneurial, 
lut  if  he  wants  to  remain  an  entrepre- 
ieur,  why  sell?  "You  have  much  more 
lexibility  taking  risks  with  a  $6  bil- 
lon [sales]  company  than  you  do  at 
Children's  Place  [$53  million  sales]." 

Pulver  and  Clark  don't  fear  corpo- 
ate  politics  this  time  because  they 
/ill  be  reporting  directly  to  Federated 
'resident  Howard  Goldfeder.  "When 
ou  are  reporting  to  the  number  one 
nan,  it's  a  lot  different  than  being  a 
nanager  of  a  division."  But  why  not 
ake  their  $4  million  in  stock  apiece 


Dai  id  Full  er  (left )and  Clinton  Clark  in  a  Children's  Place  store 
"Harvard  didn't  teach  us  how  to  run  an  entrepreneurial  business!" 


and  sit  in  the  sun-  "Golf  is  probably 
boring,"  Pulver  says.  "If  we  sold  our 
stock  now  or  waited  five  years,  it  still 
would  be  worth  a  lot  of  money.  The 
motivation  was  not  financial.  We 
wanted  to  experiment  with  things 
that  are  fun  for  us.  That's  really  the 
issue." — Laura  Rohmann 

Small  fish,  big  ponds 

Small  businessmen,  the  Big  Eight  ac- 
counting firms  want  you!  All  eight 
now  have  special  divisions  for  small 
and  closely  held  businesses  and  they 
are  angling  for  customers  with  a  ven- 
geance. It's  profitable,  gives  them  a 
shot  at  spotting  the  next  Apple  Com- 
puter, and  besides,  since  the  Forbes 
500s  are  already  picked  clean,  it  is  the 
only  growth  area  left. 

But  what  about  you?  Do  you  really 
need  a  Big  Eight  accounting  firm?  You 
just  might. 

There  is  no  doubt  that  the  Big 
Eight's  small-business  divisions  can 
offer  services  that  Uncle  Ernie  just 
can't.  But  that  can  cost  you — both  in 
money  and  lack  of  attention  from  the 
big  boys.  So,  as  always,  it  pays  to 
weigh  costs  against  benefits  and  shop 
around. 

For  example,  if  you  hire  a  Big  Eight 
firm  to  do  your  routine  bookkeeping, 
you  are  wasting  their  time  and  your 
money,  says  William  Barth,  head  of 
Arthur  Andersen's  small-business  di- 
vision. "Many  firms  have  their  ac- 
countants do  work  others  should  do," 
Barth  says.  "A  secretary,  for  example, 
could  easily  be  trained  to  handle  pay- 
roll tax  returns." 

One  time  it  probably  does  pay  to  get 
a  Big  Eight  firm  is  when  you  go  public. 
Investors  have  never  heard  of  you,  so 


that  familiar  name  on  the  audit  letter 
in  your  prospectus  helps.  (The  same 
goes  for  lawyers  and  investment 
bankers.)  You  also  might  want  to  con- 
sider the  Big  Eight  your  very  first  year 
in  business.  "There  are  options  that 
first  year  you  will  never  have  again 
and  if  you  defer  bringing  in  expertise, 
it  can  create  a  bundle  of  problems  that 
will  cost  you  money  to  undo,"  Barth 
says.  Crucial  first-year  decisions  in- 
clude the  form  of  your  business — pro- 
prietorship, partnership,  corporation 
or  Subchapter  S — whether  you  use  the 
cash  or  accrual  method  of  accounting 
and  whether  you  want  to  set  up  a  bad- 
debt  reserve. 

While  the  Big  Eight  will  generally 
cost  more  than  the  CPA  down  the 
block,  it  doesn't  have  to  be  much 
more.  Arthur  Andersen,  for  example, 
discounts  up  to  25%  and  will  usually 
set  a  ceiling  on  first-year  billings,  so 
you  can  sleep  nights.  Moreover,  says 
Gerald  B.  Frank,  head  of  a  small  adver- 
tising firm  and  a  longtime  Arthur  An- 
dersen customer,  "while  the  CPA 
down  the  block  might  charge  less,  he 
will  do  all  the  work  himself.  Arthur 
Andersen  sends  me  staffers  who  get 
the  lowest  rates  of  anyone  in  the 
firm."  That  means  $30  to  $40  an 
hour,  compared  with  $125  to  $150  for 
a  senior  partner. 

Which  raises  another  question:  Will 
the  small  client  get  stuck  with  freshly 
minted  CPAs  and  a  revolving  cast  of 
senior  partners?  It  does  happen  occa- 
sionally. But  the  Big  Eight  are  keenly 
aware  that  personal  attention  is  the 
small  accountants'  main  selling  point, 
so  they  usually  try  to  bend  over  back- 
wards to  assure  small  clients  thai  they 
are  every  bit  as  important  as  General 
Motors. — Jane  Carmichael 
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Taxing  Matters 


Kdited  By  Richard  Greene 


Over  250  years  ago,  Jonathan  Swift  advo- 
cated eating  babies  to  relieve  poverty. 
These  are  different  times. . . . 


A  modest 
proposal 


By  Richard  Greene 


T|hanks  to  the  leasing  provi- 
sions of  the  Reagan  tax  propos- 
es, corporations  are  now  buying 
and  selling  tax  credits  from  one  an- 
other as  if  they  were  so  many  carloads 
of  solvent.  The  practice  effectively 
subverts  many  of  the  provisions  so 
painstakingly  drafted  in  the  original 
tax  code.  So  widespread  has  it  become 
that  Congress  is  dismayed. 

If  individuals  were  permitted  to  be- 
have like  corporations,  you  might  en- 
counter curiosities  like  the  following. 
Here,  with  apologies  to  fonathan 
Swift,  we  offer  a  modest  proposal. 

First,  with  all  respect  to  the  needs 
for  perpetuation  of  the  race,  let  us 
accept  the  fact  that  there  are  those 
individuals  who  have  great  numbers 
of  children  and  little  income  with 
which  to  support  them.  Such  parents 
must  frequently  accept  public  assis- 
tance to  provide  for  these  children, 
who  may  number  six,  eight  or  even  a 
dozen.  There  is  often  little  food  in 
such  homes,  and  the  children  are  left 
to  their  own  devices  for  playthings. 

These  families,  if  you  will,  are  the 
Chryslers  of  the  personal  tax  system. 
They  have  a  plenitude  of  children,  as 
Chrysler  has  capital  in- 
vestment tax  credits,  but 
they  have  no  income  to 
shelter  with  these  deduc- 
tions. This  is  an  unfortu- 
nate waste  of  potentially 
valuable  tax  benefits: 
S  1,000  a  year  from  the 
federal  government  and 
more  from  the  states;  as 
much  as  $1,500  in  Missis- 
sippi and  Michigan. 

Now,  let  us  consider 
wealthy  families  in  the 
50%  tax  bracket  with  few 
children.  These  families 


have  a  great  deal  of  income  to  shelter 
but  lack  the  personal  tax  deductions 
to  do  the  job. 

Would  it  not  therefore  seem  to  fol- 
low that  these  individuals  should  be 
encouraged  to  adopt  the  poor  children 
and  take  the  tax  deductions'  Were  the 
wealthy  family  to  adopt  a  dozen  chil- 
dren in  the  state  of  Michigan,  say,  it 
would  receive  a  $30,000  tax  deduc- 
tion. In  the  50%  tax  bracket,  that 
represents  $15,000  in  real  money. 

But,  you  protest,  what  is  to  become 
of  the  children,  living  in  unloving  if 
well-off  surroundings?  Once  again,  let 
us  follow  the  pattern  of  the  corpora- 
tions: The  children  never  have  to 
leave  their  original  homes.  After  they 
are  adopted,  their  original  parents  es- 
tablish a  "boarding  school  for  chil- 
dren," which  is  in  fact  their  own 
home  populated  by  their  own  chil- 
dren. They  receive,  let  us  say,  $7,500 
for  the  task  (which  is,  of  course,  de- 
ductible for  the  wealthy  family).  They 
are  now  better  able  to  afford  to  care 
for  their  children,  the  children  remain 
where  they  are,  and  the  wealthy 
adopting  parents  have  $7,500  in  their 
pockets,  not  to  mention  the  uplifting 
realization  that  they  have  done  some- 
thing fine  and  noble  for  mankind. 


Absurd,  you  say?  Not  at  all.  Our  pro- 
posal is  logically  consistent  with  the 
new  tax  laws.  As  Robert  Widens,  a  part- 
ner with  the  firm  of  Peat,  Marwick, 
Mitchell,  admits,  "Aside  from  the  mo- 
rality, I  see  nothing  wrong  with  it." 

A  bad  day  in  tax  town 

Ever  had  one  of  those  days  when 
nothing  goes  right •  Well,  the  In- 
ternal Revenue  Service  had  a  doozy  a 
year  ago,  and  the  repercussions  are 
beginning  to  be  felt  only  now. 

On  Feb.  18,  1981,  two  cases  were 
decided  in  Tax  Court.  In  one,  the  IRS 
was  challenging  Hershey  Foods  Corp., 
in  the  other,  Kaiser  Aluminum.  The 
IRS  lost  both  battles  and  may  even 
have  started  a  trend  that  will  haunt  it 
in  years  to  come. 

Here's  the  issue:  For  years  firms 
wishing  to  sell  property  that  had  ap- 
preciated in  value  have  tried  first  to 
transfer  it  to  a  corporation  set  up  in  a 
tax-haven  country  in  order  to  avoid 
U.S.  taxes.  To  halt  such  dodges  the 
IRS  in  1968  began  labeling  certain  as- 
sets like  stocks  and  negotiable  bonds 
taboo  for  transfer  abroad  without  the 
payment  of  a  so-called  toll  charge. 

Fair  enough.  But  the  IRS  began  to 
suspect  that  some  companies  were 
timing  the  incorporation  of  overseas 
subsidiaries  to  make  maximum  tax 
use  of  their  inevitable  initial  losses,  in 
effect  skirting  the  toll  charge.  Ex- 
plains Jerome  Libin,  counsel  tor  Her- 
shey, "As  a  branch,  unincorporated, 
your  losses  flow  right  through  your 
U.S.  tax  return,  whereas  with  a  sub- 
sidiary the  losses  don't."  So  when  the 
company  started  showing  a  profit 
overseas,  those  subsidiaries  were  sim- 
ply incorporated,  claimed  the  IRS. 

That  was  the  basic  situation  on 
which  the  IRS  tried  to  pinch  Hershey. 
The  company  had  an  unincorporated 
Canadian  branch  that  lost  about  S5 
million  from  1970  to  1978.  When  Her- 
shey tried  to  incorporate 
the  branch  in  1978,  the 
IRS  said  basically,  "Hold 
it.  You  can  only  incorpo- 
rate that  branch  if  you  pay 
us,  in  one  lump  sum,  all 
the  taxes  you  saved  over 
the  years  on  those  $5  mil- 
lion in  losses." 

Says  Libin,  "We  felt  the 
IRS  could  not  impose  this 
tax  for  two  reasons.  One, 
the  statute  on  which  they 
based  the  tax  was  limited 
to  tax  avoidance  situa- 
tions; so  they  had  to  prove 


1  rv. 


mDBfC    WROMACV  1  10X7 


intent,  which  they  could 
not  do  in  our  case.  Two, 
Congress  put  a  provision 
in  the  code  in  1976  to  deal 
tvith  this  very  problem, 
A'hich  required  that  a  cor- 
Doration  have  an  overall 
:oreign  loss,  not  merely 
:or  a  particular  branch,  be- 
fore the  losses  could  be  re- 
:aptured  by  the  IRS." 

Basically,  the  IRS  had 
decided  that  Congress 
ladn't  gone  far  enough, 
md  wanted  to  take  the 
■natter  into  its  own  hands.  The  Tax 
lourt  didn't  go  along,  and  slapped  its 
wrists. 

The  Kaiser  Aluminum  case,  though 
ess  significant,  added  to  the  IRS' 
ivoes.  Here,  the  company  wanted  to 
:ransfer  some  assets  out  of  the  coun- 
:ry,  and  did  so  using  stock.  The  IRS 
>aid  that  stock  transfers  were  auto- 
natically  suspect,  and  wanted  Kaiser 
:o  pay  a  toll  charge.  The  Tax  Court 
igreed  with  Kaiser  that,  in  this  case, 
he  stock  was  really  just  a  means  for 
ransferring  physical  assets  necessary 
or  the  overseas  business. 

The  problem  the  IRS  has  now  is 
hat  by  trying  to  reach  further  than 
Zongress'  initial  intent,  it  has  actually 
ost  ground.  According  to  one  Big 
Light    accountant,    "There's  little 


doubt  that  a  number  of  companies  are 
going  to  use  the  Hershey  ruling  as  a 
basis  to  set  up  branches  overseas."  So, 
companies  with  a  number  of  profit- 
able foreign  operations  that  expect  to 
lose  money  on  one  of  them  can  set  up 
that  business  as  an  unincorporated 
branch,  rather  than  a  subsidiary.  It's 
now  fairly  clear,  especially  since  the 
IRS  decided  in  September  not  to  ap- 
peal the  Hershey  case,  that  such  busi- 
ness structures  will  work  with  little 
risk  of  a  recapture  by  the  IRS. 
That's  the  way  it  goes  some  days. 

A  tract  in  time 

Iate  last  year,  some  10,000  alumni  of 
I  Houston's    Rice    University  re- 
ceived in  the  mail  a  12-page  booklet 


entitled  1981  Tax  Plan- 
ning Ideas  ...  To  Save  You 
Motley! 

The  last  three  pages  of 
the  pamphlet  hinted  at  its 
strategy.  There  was  a  ta- 
ble describing  the  aftertax 
cost  of  contributions  of 
various  sizes  for  different 
income  brackets  and  a  re- 
quest for  1981  contribu- 
tions while  tax  brackets 
are  still  high. 

The  author  and  publish- 
er of  the  tract  is  Pictorial 
Publishers  in  Indianapolis,  a  publish- 
ing house  whose  businesses  include 
printing  prefabricated  fundraising 
aids  for  use  by  colleges,  private 
schools,  hospitals  and  the  like.  For 
Pictorial,  as  well  as  about  ten  other 
similar  firms,  1981  was  a  banner  year. 
It  sold  out  its  entire  press  run  of 
70,000  copies — including  Rice's 
10,000 — at  an  average  price  of  42 
cents  per  pamphlet.  That  was  14 
times  the  number  sold  in  1980,  Picto- 
rial's first  year  in  the  business. 

"The  nonprofit  organizations  want- 
ed to  get  their  appeals  out,"  says  Ran- 
dy Jehs,  director  of  fundraising  pro- 
grams for  Pictorial,  "especially  to  peo- 
ple in  the  60%  to  70%  tax  brackets,  so 
they  could  unload  before  the  rates 
fell." — Jane  Carmichael 
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That  commitment  has  paid  off.  The  eagles 
of  industry  are  landing  here,  and  staying  here, 
because  they  thrive  in  our  environment. 

Our  access  to  major  markets  is  exceptional. 
i   Our  state  government  is  sound.  Our  budget 
,:    balanced  by  law.  Our  technical  education 
system  trains  skilled  workers  at  little  or  no  cost  to 
industry.  Fewer  businesses  fail  here  than  anywhere 
else  in  the  country.  \  .  ^ 
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place  for  eagles  in 


Robert  E.  Leak,  Director,  South  Carolina  State  Development  Board,  i 
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tting  through  the  80's  will  be  a  complicated 
irney.  At  Greyhound,  the  course  is  charted." 


Ralph  C.  Batastini 

President,  The  Greyhound  Corporation 


Tway.  We  finance  equipment,  insure  mortgages  and 
ley.  We  bring  to  the  decade  the  things  it  will  require, 
is  no  easy  way  through  the  80  s.  But  for  the  company 
;  where  it's  going,  these  years  are  exciting.That  com- 
e  Greyhound  Corporation.  A  Company  for  the  80's. 


The  Greyhound  Corporation 

A  Company  for  the  Eighties. 


MEMBER 
NATIONAL 
ASSOCIATION 
OF  INSURANCE 
BROKERS 


Create  the 
environment 

and  you'll 
create  the  idea. 

Nothing  is  more  fragile  than  an  idea.  Because  it  can 
start  its  existence  as  little  more  than  a  feeling.  Or  a 
casual  observation. That's  why  Johnson  &  Higgins 
encourages  its  people  to  develop  personal  sensitivity 
ideas.  Especially  by  listening.  So  the  other  person's 
point  of  view  can  be  absorbed  and  appreciated.  In  fac 
we  find  that  the  harder  we  listen,  the  easier  it  is  to 
come  up  with  new  ways  to  help  our  clients.  Ways  sucr 
as  the  J&H  "Listening  Exercise"  program  for 
employee  benefit  planning. 

The  J&H  "Listening  Exercise"  Program:  This  survt 
technique  surfaces  employee  attitudes  about  current 
benefit  programs  and  desired  future  directions.  It  was 
developed  by  J&H  behavioral  specialists  and 
communications  consultants  to  give  planners  a  reliabi 
way  to  assess  employee  state-of-mind  at  minimal  cosl 
before  launching  expensive  programs.  For  informatioi 
call  a  communications  consultant  at  any  J&H  office. 

Johnson  Higgins 

The  FYivate  Insurance  Broker/Benefit  Consultant. 
Thinking  in  a  different  dimension. 

EMPLOYEE  BENEFIT  AND  ACTUARIAL  CONSULTING.  RISK  AND  INSURANCE  MANAGEMENT  SERVICES  THROUGHOUT  THE  WORLD 


awyers  are  driving  cabs,  dentists  are  drill- 
ng  in  corporate  storefronts  and  some  med 
tudents  are  $100,000  in  debt.  Is  the  gravy 
min  running  dry? 

Clip  this  for 
the  kids 


\cond-year  Yale  I  'niversity  medical  school  student  Rick  Ruiz 
f  already  know  surgeons  who  can't  get  a  lot  of  work. 


By  Jeff  Blyskal 


ick  Ruiz  is  a  28-year-old  Yale  medi- 
il  student.  He  hopes  to  practice  plas- 
c  surgery  after  graduation  in  1984, 
ut  by  then  he  will  be  $60,000  in 
ebt.  On  a  resident's  salary  of  just 
16,000  a  year,  how  does  Ruiz  plan  to 
ay  the  banker  almost  a  grand  a 
lonth?  "I'll  be  married,"  he  says. 
My  fiancee  may  be  earning  some 
loney,  too,  by  that  time." 

Matthew  Siegler  was  scared  off  by 
te  $100,000  cost  of  setting  up  a  solo 
ental  practice  in  Toledo,  Ohio.  In 


1979,  when  he  graduated  from  dental 
school,  he  opted  instead  to  join  a 
group  practice  and  share  overhead 
costs  with  two  dentists  already  in 
business  for  several  years.  "To  put 
out  your  shingle  by  yourself  today  is 
almost  impossible  in  the  Midwest," 
he  says. 

W1  hat's  going  on  here?  Med- 
icine and  dentistry  have  long 
been  lucrative,  sure-bet  career 
choices  for  anyone  with  the  talent 
and  dedication.  Today,  however,  for 
young  doctors,  dentists  and  lawyers, 
even  optometrists,  pharmacists  and 


veterinarians,  the  future  looks  more 
and  more  clouded.  The  young  profes- 
sionals of  the  Eighties — those  hun- 
dreds of  thousands  still  in  the  aca- 
demic pipelines — are  anything  but 
"set  for  life." 

Consider  some  statistics.  Doctors 
and  dentists  these  days  are  coming 
out  of  school  with  more  than  just  a 
sheepskin  in  their  little  black  bags. 
"They're  progressively  getting  into 
debt  up  to  their  ears,"  says  Howard 
Levitin,  Yale  University  dean  of  stu- 
dents. Thanks  in  part  to  tuition 
costs  that  can  run  as  high  as 
$16,000  per  year,  the  typical  medi- 
cal school  graduate  is  now  some 
$20,000  in  hock.  An  increasing 
number  of  would-be  doctors,  mean- 
while, carry  loan  obligations  that 
approach  six  figures.  Ten  years  ago, 
borrowing  averaged  a  relatively  mea- 
ger $6,000,  so  the  increase  has  been 
far  faster  than  inflation. 

On  top  of  the  four  years  of  medical 
school,  however,  the  big  bucks  of  a 
doctor's  income  are  delayed  yet  an- 
other three  to  eight  years  during  a 
comparatively  low-pay  residency. 
That  was  not  much  of  a  burden  when 
debt  deferral  was  easier  and  interest 
rates  were  low,  but  it  can  be  potential- 
ly stifling  today. 

Dental  students  are  in  almost  the 
same  boat,  though  their  residencies 
last  only  a  year  or  two.  When  you  add 
in  the  high  startup  investment  in 
chairs,  drills,  X-ray  machines  and  oth- 
er equipment,  however,  some  first- 
year  dentists  could  probably  use  a  shot 
of  novocaine  themselves  to  ease  the 
pain  of  borrowings  in  the  neighbor- 
hood of  six  figures. 

It's  hard,  of  course,  to  pity  someone 
who  charges  $40  for  a  15-minute 
physical,  or  $50  for  a  quick — and  pain- 
ful— filling.  Doctors'  postresidency  in- 
comes currently  can  start  at  around 
$65,000  and  dentists'  at  $30,000.  If 
the  going  gets  tough,  fee  hikes  are  not 
unheard  of. 

However,  the  new  young  profes- 
sionals may  not  have  that  luxury. 
While  government  forecasters  and 
many  professional  associations  don't 
like  to  admit  it,  doctors  and  dentists 
face  a  potentially  severe  oversupply 
situation  beginning  in  the  Eighties.  "I 
don't  think  there  is  going  to  be  a 
shortage,"  is  the  way  Jesse  Hixson  of 
the  Health  Resources  Administration 
puts  it.  "There  is  dispute  about 
whether  there  will  be  a  surplus."  But  a 
4%-to-8%  surplus  by  1990  is  just 
what  the  figures  project  in  a  draft  re- 
port to  be  released  officially  later  this 
year  by  the  Department  of  Health  & 
Human  Services. 

Another,  more  controversial  study 
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Pity  the  poor  cardiologists 


Read  the  numbers  below  and  think  twice  before  encourag- 
ing \our  kids  to  enter  these  professions.  There's  an  antici- 
pated oversupply  in.all  but  psychiatry  and  podiatry. 
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specialty 

requirements 

(shortage) 

requirements 

Dentists 

148,600 

8,717 

6 

Lawyers 

438,550* 

96,450* 

22* 

Optometrists 

25,800 

1,400 

5 

Pharmacists 

/i  fW*i 

D,yUU 

A 

4 

Physicians 

General  Medicine 

70,250 

3,550 

5 

Family  Practice 

61,300 

3,100 

5 

Psychiatry 

38,500 

(8,000) 

(20) 

Pediatrics 

36,400 

4,950 

14 

Obstetrics/Gynecology 

24,000 

10,450 

44 

Surgery 

23,500 

11,800 

50 

Cardiology 

7,750 

7,150 

92 

Podiatrists 

13,100 

0 

0 

Veterinarians 

45,900 

3,900 

8 

'Estimate  for  1981;  1990  projections  not  available. 

Sources.  American  liar  Association;  Department  of  Health  &  Human  Sen  ices. 
Bureau  of  Labor  Statistics.  Graduate  Medical  Education  National  Advisory  Committee 


by  the  Graduate  Medical  Education 
National  Advisory  Committee  recent- 
ly projected  a  15%  surplus  of  physi- 
cians by  1990.  Worse,  GMENAC  fore- 
casts that  many  of  the  33  medical 
specialties  will  be  wildly  overstocked, 
with  almost  twice  as  many  cardiolo- 
gists and  neurosurgeons  than  neces- 
sary, and  a  surplus  of  1 0,000  gynecolo- 
gists. Since  a  physician  in  oversup- 
plied  general  surgery  can't  easily 
switch  to  a  job  in  undersupplied  gen- 
eral psychiatry,  within  the  25  oversup- 
plied  specialties  the  surplus  will  climb 
to  over  25%. 

What  does  this  mean  for  doctors 
and  dentists?  "We're  forecasting  a 
downward  trend  in  dental  prices  over 
the  next  ten  years,"  says  HRA's  Hix- 
son.  Doctors  may  be  looking  down  in 
the  mouth,  too,  for  the  same  reason, 
even  though  the  HHS  study  hints  that 
some  physicians  may  increase  the 
amount  of  unnecessary  care  as  a  de- 
fensive move  to  bolster  their  in- 
comes. For  dentists,  the  competition 
is  already  heating  up  in  other  ways. 
Two  examples:  more  "storefront" 
chains  and  more  graduates  staying  in 
school  an  extra  year  or  two  to  add  a 
high-paying  specialty  to  the  regular 
drill-and-fil]  business. 

Beyond  that,  physicians  may  no 
longer  be  able  to  pick  and  choose 
when  they  work.  Says  Rick  Ruiz, 


whose  specialty  may  be  as  much  as 
45%  oversupplied  by  the  time  he 
completes  his  residency:  "Where  I 
want  to  practice,  I  already  know  sur- 
geons who  can't  get  a  lot  of  work." 
The  oversupply  of  physicians  will  be 
worst  in  the  higher-income  suburban 
and  urban  communities  that  attract 
the  most  professionals.  There  are  only 


so  many  fat  wallets  to  go  around. 

A  look  at  the  already  burgeonii 
legal  profession  shows  just  how  b; 
things  can  get.  Based  on  membersh 
figures,  the  American  Bar  Associatit 
estimates  there  were  some  535, 0( 
lawyers  in  the  U.S.  last  year.  Thai 
22%  more  than  the  439,000  jobs  tl 
U.S.  Bureau  of  Labor  Statistics  esi 


"5-across  seat  spacing 
is  great'.' 


nates  existed  in  single-  and  multi- 
ttorney  law  firms  and  corporate  legal 
Apartments.  "The  job  market  is  a 
readful,  heartbreaking  situation," 
ays  Elinore  Carlin,  placement  direc- 
□r  at  the  Cardozo  School  of  Law. 
Things  have  gotten  so  bad,  explains 
Carlin,  that  some  law  graduates  have 
een  forced  to  drive  cabs  to  make 
nds  meet  during  year-long — or  long- 
r — quests  for  jobs  in  law  that  they 
lay  never  find. 

Two  factors  helped  fuel  the  over- 
upply:  For  universities,  the  law 
chool  became  a  low-cost,  fast-money 
rofit  center;  the  big  attraction  for  the 
tudents  is,  of  course,  big  money.  But 
be  students  have  not  done  their 
omework.  Highly  publicized  starting 
alaries  at  the  100  largest  American 
iw  firms  are  indeed  attractive:  from 
24,000  in  Minneapolis  to  $43,000  in 
Jew  York  in  1981,  according  to  the 
ational  Law  Journal.  But  to  get  that 
ind  of  money,  you  must  be  the 
ream  of  the  graduating  crop  and  you 
ad  better  have  a  diploma  from  a  Har- 
ard,  Stanford  or  Yale. 

Though  salaries  do  rise  swiftly  after 
;veral  years  of  practice,  most  down- 
le-ranks  law  grads  start  for  consider- 
bly  less:  perhaps  $10,000  to  $12,000. 
There  are  really  two  job  markets," 
ays  Gary  Munneke,  chairman  of  the 
lBA's  Standing  Committee  on  Pro- 


fessional Utilization  and  Career  De- 
velopment, "one,  where  the  top  law 
firms  are  competing  for  the  top  10% 
of  the  graduates  and  running  up  the 
prices,  and  the  other,  where  the  rest 
of  the  students  are  all  competing 
against  each  other." 

The  oversupply  should  hamper  law- 
yers' income  gains  through  the  Eight- 
ies and  perhaps  into  the  Nineties.  It  is 
already  forcing  many  graduates  to  ap- 
ply their  higher-priced  educations  to 
lower-paying  corporate  jobs  in  back- 
waters like  purchasing  or  regulatory 
compliance.  Too,  with  Reagan  in  the 
White  House,  Washington  is  no  long- 
er a  dependable  job  haven  for  indigent 
lawyers. 

The  doctors'  and  dentists'  bind,  in 
fact,  was  primarily  caused  by  govern- 
ment. On  the  supply  side,  for  exam- 
ple, federal  and  state  support  of  medi- 
cal education  through  guaranteed  stu- 
dent loans  and  other  aid  programs 
opened  up  the  professions  far  more 
than  in  the  past.  More  private  health 
insurance,  Medicaid  and  Medicare  in- 
creased demand  for  services  at  the 
same  time. 

The  stampede  into  dentistry  stems 
from  sanguine  government  projec- 
tions in  the  Sixties  that  showed  an 
explosive  need  for  more  dentists,  a 
resultant  surge  of  government  back- 
ing of  education  and  the  erroneous 


expectation  of  monumental  changes 
in  health  insurance  plans  that  would 
greatly  extend  coverage  to  dental 
work.  That  proved  overoptimistic, 
and  something  else  happened  that  the 
experts  weren't  predicting:  Preven- 
tive dental  techniques  are  working, 
and  there  are  fewer  and  fewer  cavities 
to  be  filled. 

So,  at  last,  doctors,  dentists  and 
lawyers  will  learn  about  the  corrective 
effects  of  a  free  market.  Members  of 
all  three  professions  are  already  mov- 
ing into  more  rural,  undersupplied 
areas,  giving  up  the  dream  of  big  mon- 
ey for  the  reality  of  a  secure  job.  "Em- 
ployers are  looking  for  lawyers  in  the 
small-town  county  seats,"  says  Fran- 
cis Utley  of  the  ABA.  Doctors  and 
dentists,  meanwhile,  are  forming 
more  group  practices  to  cut  soaring 
overhead  costs. 

Dentists  even  have  a  sophisticated 
computer  system  at  the  University  of 
Minnesota  that  links  individuals  in- 
terested in  changing  locations,  new 
graduates,  unemployed  dentists  and 
towns  where  there  are  no  or  few  den- 
tists. Says  Dr.  Burton  Press,  presi- 
dent-elect of  the  American  Dental  As- 
sociation, "Dentists  never  had  to 
think  like  McDonald's  when  they 
picked  an  office  location.  They'll  have 
to  now."  Welcome,  doctors,  to  the 
land  of  supply  and  demand.  ■ 


an  mail  to  the  new  Super  80. 


n  very  impressed... 
ean,  quiet,  roomy." 


'Engines  seem  only 
to  whisper." 


The  world's  first  New  Generation  Jet  is  earning  a  warm 
welcome  wherever  it  flies.  The  quotes  at  left  are  written 
reactions  from  first-time  flyers  on  the  new  Super  80. 

Their  enthusiasm  is  not  surprising— to  us  or  to  the  10 
airlines  on  four  continents  flying  the  Super  80.  After  all, 
this  jetliner  has  seats  as  wide  as  those  on  jumbo  jets. 
And  four  out  of  five  seats  are  beside  a  window  or  on  the 

aisle. The  cabin's  extra 
r  length  and  concealed 

overhead  storage  racks  add  to 
the  aura  of  spacious  comfort. 
Inside  the  cabin,  engine  sound  is  just  a  soft 
hum.  Outside,  the  Super  80  is  only  half  as  loud 
during  take-off  and  landing  as  comparably-sized 
jetliners.  It's  the  quietest,  most  fuel-efficient  twinjet 
in  service  today. 
Come  aboard  a  new  Super  80  first  chance  you 
get.  And  discover  a  plane  ride  worth  writing  home  about. 


Super  80 

MCDONNELL  O" 


Mart  Kamerman  has  an  interesting  long- 
term  plan  for  Technicolor,  one  that  will 
emerge  in  slow  motion. 


Long  shot 


By  William  Harris 

Chairman  Morton  Kamerman 
of  Technicolor  Inc.  is  a  patient 
man.  A  dozen  years  ago  he, 
along  with  Germaine  Monteil  and  her 
husband,  Guy  Bjorkman,  invested 
part  of  the  $36.5  million  proceeds 
from  the  sale  of  Germaine  Monteil 
Cosmestiques  (to  British- American 
Tobacco)  in  Technicolor,  the  com- 
pany that  provided  the  color  for  The 
Wizard  of  Oz  and  early  Disney  car- 
toons before  there  was  color  film. 
Back  then  Technicolor  had  already 
become  what  it  is  today,  the  leading 
film  processor  for  the  movie  industry, 
twice  as  big  as  the  labs  owned  by 
MGM  and  Twentieth  Century-Fox 
combined. 

But  Kamerman,  53,  having  bought 
some  2%  of  Technicolor's  stock  in 
1970,  did  not  then  take  an  active  part 
in  management.  He  was  content  to  let 
Technicolor  go  its  way,  paying  no 
dividend  while  earning  at  best  $4.6 
million  on  revenues  of  S124  million. 
But  in  1976,  when  Technicolor  went 
into  the  red,  Kamerman,  a  lawyer  and 
accountant  who  had  run  Germaine 
Monteil  m  New  York,  moved  to  Cali- 
fornia and  took  over. 

He  hired  ex-Paramount  executive 
Art  Ryan  as  Technicolor's  president, 
and  together  they  soon  straightened 
out  the  sluggish  company,  bringing 
earnings  up  to  SI 7.7  million  in  fiscal 
1980  on  S200  million  revenues,  the 
highest  ever  recorded  for  the  60-year- 
old  company.  But  Kamerman  was  not 
surprised  when  last  year's  earnings  fell 
3%,  to  $17.2  million  on  $237  million 
revenues,  or  that  fiscal  1982's  first 
quarter  saw  a  45%  drop  in  earnings.  He 
knows  the  business  is  not  only  mature, 
but  that  changing  technology — shoot- 
ing movies  on  videotape — may  elimi- 
nate the  demand  for  much  of  Techni- 
color's film  processing. 


Kamerman 's  response  is  to  steer 
the  company  into  two  new  businesses 
that  do  not,  at  first  glance,  seem  relat- 
ed. First,  he  has  moved  into  videotape 
duplication,  a  business  similar  to 
what  Technicolor  already  does,  mak- 
ing hundreds  of  prints  of  the  same 
movie.  But  Kamerman  is  not  thinking 
merely  of  the  professional  market — 
the  services  Technicolor  renders  in 
film  or  tape  for  companies  like  MCA, 
Warner  Brothers  and  United  Artists. 
He  is  thinking  of  the  future  consumer 
market  for  home  videotapes.  Kamer- 
man confidently  declares  that  video- 
tape recorders  will  become  as  com- 
mon as  the  portable  television  in 
American  homes  within  five  years. 

"The  movie  companies,  the  owners 
of  the  software,  have  yet  to  figure  out 


Technicolor  l 


Teclmicolor's  Morton  Kcirnsmtcm 


A  future  in  videotapes? 


how  to  market  their  product,"  he  say: 
of  home  video.  "But  they  will,  and  as 
we  already  have  long-established  rela 
tionships  with  most  of  the  maior  stu 
dios,  we  should  be  able  to  pick  uj 
their  tape  duplication  business." 

Where  Kamerman  gets  really  ambi 
tious  is  in  phase  two  of  his  plan.  Last 
summer  he  announced  Technicoloi 
would  open  a  chain  of  1,000  company 
owned,  one-hour  photo  finishing 
stores  over  the  next  five  years.  It's  ar 
expensive  undertaking.  Kamcrmar 
plans  to  spend  SI  50  million,  or  almost 
double  the  company's  current  equitl 
at  S81  million.  He  intends  to  borrow 
most  of  the  money,  dramatically 
changing  Technicolor  's  balance  sheet 
from  conservative  to  leveraged,  as  h< 
changes  the  company  from  a  com 
mercial  supplier  to  a  retailer.  "Then 
are  just  a  few  customers-  for  both  out 
motion  picture  processing  and  videc 
duplication  businesses,"  says  Kamer 
man,  "but  everyone  out  there  is  i 
potential  one-hour  photo  customer 
We  already  run  a  wholesale  photo  fin 
ishing  division,  but  our  new  retai 
business  could  generate  an  additional 
S300  million  in  sales  by  1989." 

It  seems  an  odd  choice  on  which  tc 
base  Technicolor's  future.  Ever 
though  one-hour  photo  finishing  is  i 
mild  technological  advance,  it  is  not 
something  that  seems  likely  to  drive 
out  such  competition  as  Fotomat,  Fo> 
Stanley  Photos  or  the  local  drugstore 
But,  as  with  videotape  duplication 
perhaps  Kamerman  has  a  different 
market  in  mind. 

Consider:  He  envisions  videotapes 
becoming  a  common  form  of  home 
entertainment;  with  duplication  foi 
the  studios,  he  has  Technicolor  in  or 
the  manufacturing  end  of  that  emerg- 
ing field;  with  the  stores  he  could  be  i 
pioneer  in  the  retailing  end.  "It  coulc 
lead  to  something  else,"  says  Kamer 
man  carefully,  "but  it's  much  too  ear- 
ly for  me  to  consider." 

Possibly  an  imaginative  and  daring 
plan.  But  Wall  Street  has  its  doubts 
Technicolor's  stock  has  fallen  from  its 
June  high  of  S23.50,  to  a  recent  S14 
Kamerman  is  contemptuous.  "We're 
not  running  stocks,  we're  running  a 
business,"  he  snaps. 

The  trio  of  Kamerman,  Monteil  and 
Bjorkman  have  had  their  money  in 
Technicolor  for  over  ten  years  now 
The  stock  rose  dramatically  in  1980, 
when  the  results  of  Kamerman 's  re- 
covery efforts  became  visible.  But  the 
trio  didn't  sell,  they  bought  more. 
"We're  trying  to  built!  an  organization 
slowly  and  carefully,"  says  Kamerman 
coolly.  "We're  willing  to  spend  a  lot  ol 
money  to  do  that."  And  wait  a  long 
time,  too  ■ 
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While  morn's  out 
earning,  the  kids 
are  here  learning. 


The  working  mother  who  entrusts 
her  kids  to  an  ARA  child  care  center 
knows  they'll  get  a  lot  more  than 
just  a  good  time  out  of  it. 

This  year:  over  six  million  pre-school 
children  with  working  mothers.  In  ten 
years:  almost  eight  million.  And  for  the 
children  entrusted  to  ARA's  care,  the 
time  they  spend  away  from  home  can 
be  a  valuable  and  enriching  experience. 

Why?  Because  they'll  be  attending 
ARA's  National  Child  Care  Centers. 
And  enjoying  a  full  schedule  of  edu- 
cational, social  development,  and 
recreational  programs  —  all  under 
professional  supervision. 

Every  National  Child  Care 


3u-  tne 

services 


DECAUSE  THE  WORLD 
WILL  NEVER  OUTGROW 
ITS  NEED  FOR  SERVICE 


Health  Care  Services 

Textile  Rental  and 
Maintenance  Services 
Food  and  Refreshment  Services 
Transportation  Services 
Distributive  Services 


Center  offers  a  complete  range  of  activ- 
ities for  children  from  infancy  to  twelve 
years  old.  As  well  as  nutritious  hot 
lunches,  transportation,  modern  facili- 
ties, and  specially-trained  staffs. 

In  every  National  Child  Care  Center, 
ARA  applies  the  same  expertise  and 
imagination  that  have  made  it  a  recog- 
nized leader  in  such  related  fields  as 
nursing  home  management,  school 
nutrition,  and  school  bus  transporta- 
tion. If  you'd  like  to  know  more  about 
the  many  ways  ARA  cares  for  people, 
young  and  old,  just  write:  ARA 
Services,  Inc.,  Department  A, 
Independence  Square,  Philadel- 
phia, PA  19106. 


THE  OTHER  NORTHERN  IRELAND: 

Pros  like  Bob  Hudson 
make  a  skilled,  reliable 
work  force  par  for 
Northern  Ireland  industry. 


Our  work  force  of  650,000  dedia 
men  and  women  will  never  make  ne' 
paper  headlines,  but  their  productivity 
makes  rewarding  reading  in  annual 
reports 

A  good  example  of  why  the  Hyst 
Company  of  Portland,  Oregon,  mves 
S60  million  in  a  fork  lift  truck  plant  at 
Craigavon,  County  Armagh,  is  machu 
operator  Bob  Hudson  Bob  puts  as  m 
enthusiasm  and  concentration  into  h 
job  as  he  does  into  a  round  at  the  Lur 
Golf  Club,  one  of  the  many  champioi 
courses  that  dot  the  Ulster  countrysid 
As  Hyster  Chairman  William  Kilke 
says,  "Northern  Ireland  has  skilled  pe 
with  a  real,  old-fashioned  enthusiasn 
for  hard  work " 

Besides  the  attractions  of  a  skillet 
work  force  with  an  enviable  labor  rel< 
tions  record,  American  companies  co 
tinue  to  invest  heavily  in  Northern  Ire 
for  our  well-developed  infrastructure, 
cellent  communications  to  the  world 
what  has  been  called  the  best  packai 
of  government  incentives  in  the  EEC 
If  you  have  any  doubts  about  ho 
smoothly  business  continues  to  fund 
today  in  Northern  Ireland,  ask  anyoni 
who's  been  here  recently.  Better  yet,  < 
see  for  yourself  For  further  mformatic 
visit  details,  contact  Ian  Walters  or  Ge 
Forster  at  the  Northern  Ireland  Indust 
Development  Office.  Call  (212)  593-2 
Or  write:  NIIDO,  British  Consulate-Ge 
150  E.  58th  St.,  New  York,  NY  10155. 


Northern 
Ireland  work! 

A  visit  will  convince  yo 


Toe  secret  behind  Texas  Oil  &  Gas'  24 years 
f  growth  and  profit:  Never  confront  risk 
jhen  you  can  avoid  it. 


The  low  rollers 


By  Ttoni  Mack 


[N  THE  OIL  AND  GAS  BUSINESS  there 
is  conventional  wisdom — that  the 
way  to  prosper  is  to  crapshoot  a 
it  of  money  prospecting  wells  in  un- 
cplored  terrain  in  hopes  of  a  gusher 
lat  will  make  you  rich.  And  there  is 
rofitable  wisdom.  For  the  latter, 
leet  Texas  Oil  &  Gas  Corp. 
"We're  not  really  a  wildcat  kind  of 
jmpany,"  says  Forrest  Hoglund, 
resident,  without  apology.  Last  year 
le  Dallas-based  gas  gatherer  and  pro- 
acer  racked  up  the  24th  straight  year 
:  earnings  gains  in  its  26-year  histo- 
'.  Over  the  past  decade,  earnings  per 
lare  rose  42%  a  year  on  average.  For 
le  fiscal  year  ended  Aug.  31,  1981, 
XO's  earnings  were  up  36%  to  $192 
lillion,  or  $2.01  a  share,  on  revenues 
:  $1.6  billion.  Its  return  on  equity  is 
L.4%.  While  other  oil  producers' 
ock  is  off  as  much  as  50%,  TXO's 
rice  has  slipped  only  16%  from  its 
ltime  high. 

The  company  started  out  gathering 
is  from  individual  wells,  paying  the 
oducer  at  a  contracted  rate,  and 
lipping  the  gas  to  larger  pipelines 
id  industrial  users.  It  made  its  profit 
l  the  spread. 

Today,  though,  over  half  of  TXO's 
irnings  come  from  oil  and  gas — but 
lainly  gas — that  it  finds  and  sells  it- 
lf.  Reserves  have  grown  to  1.1  tril- 
rjn  cubic  feet  of  gas  and  1.2  million 
urels  of  oil  from  800  billion  cubic 
et  of  gas  and  402,000  barrels  of  oil 
ve  years  ago.  But  in  the  hazardous 
obal  exploration  business  it  re- 
tained close  to  home,  employing  a 
llling  strategy  so  conservative  that 
hairman  William  Hutchison  terms 
exploratory"  only  7%  of  the  461 
ells  TXO  drilled  in  fiscal  1981. 
utchison  drills  mostly  on  prospects 
ght  next  door  to  his  own  and  other 
impanies'  finds — a  prospecting  area 
italing  6  million  acres.  "We  like  to 


see  a  lot  of  wells  drilled,  because  every 
one  gives  us  a  chance  for  a  prospect," 
he  says  with  a  smile.  Well  might  he 
smile:  The  company's  success  has 
given  him  a  personal  fortune  of  $28 
million  in  TXO  stock. 

Forrest  Hoglund,  48,  elaborates  on 
the  strategy:  "We  find  very  good  re- 
serves in  the  more  traditional  areas, 
and  the  difference  is  you  can  market 
them  faster,"  he  says.  "If  you  have  to 
wait  three,  four,  five  years  to  get  your 
gas  developed,  why,  that  doesn't  give 
you  the  cash  to  grow." 

But  while  TXO  has  prospects  for 
the  present  in  its  own  backyard — 
from  Texas  to  Kansas — for  the  future 
it  will  look  farther  west,  to  the  1.5 
million  acres  it  owns  in  the  Rocky 
Mountains.  That  may  not  be  so  com- 


Texas  Oil  &  Gas'  Hoglund  caul  I  lutchison 
"Not  really  a  wildcat  company." 


fortable.  The  geology  there  is  trickier, 
the  wells  are  far  costlier,  and  there's 
no  web  of  pipelines  to  hook  up  to  a 
gas-gathering  system.  There,  too, 
TXO  will  face  competition  spawned 
by  a  newly  profitable  gas  industry. 
"For  a  long  time  in  Texas,  they  had 
almost  no  competition  in  some 
areas,"  says  an  analyst.  "They'll  have 
it  out  there." 

Typically,  the  company  is  in  no 
rush  to  take  on  such  challenges.  In- 
stead of  spending  $10  million  per  well 
to  explore  in  the  Rockies'  Overthrust 
Belt,  Hutchison  has  spent  $45  million 
in  the  last  two  years,  more  than  dou- 
bling TXO's  capacity  to  separate  out 
natural  gas  liquids  in  his  pipelines. 
Those  liquids — mostly  liquefiable  gas- 
es like  propane  and  butane — can  be 
removed  from  the  gas  stream  and  sold 
as  fuel  and  petrochemical  feedstocks. 
The  liquids  are  deregulated,  while 
unseparated  gas  sells  at  a  regulated 
price.  This  means  TXO  gets  around 
$19  per  barrel  of  liquids,  compared 
with  $15  or  so  for  the  equivalent  in 
gaseous  form.  Natural  gas  analyst 
Gamble  Baldwin  of  First  Boston  fig- 
ures the  processing  now  contributes  a 
third  of  TXO's  gas-gathering  spread, 
for  $21  million  of  last  year's  earnings. 

It's  a  good  example  of  the  way 
Hutchison,  a  49-year-old  Texas  law- 
yer, has  handled  gas  industry  regula- 
tions— which  is  to  say  that  TXO  has 
avoided  them  the  way  teenagers 
avoid  parents.  He  laid  his  plans  to 
raise  liquids  production  late  in  1979, 
when  decontrol  of  liquids  appeared — 
and  turned  out  to  be — imminent. 
When  gas  that  crossed  state  lines  fell 
under  federal  purview,  TXO  sold 
strictly  intrastate  and  got  higher,  un- 
regulated prices.  Now  that  the  Natu- 
ral Gas  Policy  Act  of  1978  has  largely 
evened  up  the  interstate  and  intra- 
state markets,  TXO  has  gone  inter- 
state. It  is  a  25%  partner  in  a  $120 
million,  285-mile  pipeline  to  carry 
gas  out  of  the  Arkoma  Basin  of  Okla- 
homa and  Arkansas,  where  TXO  has 
gas  reserves  but  no  market.  Chances 
are  that  it  will  wait  until  the  gas 
industry  of  the  Overthrust  Belt  is 
more  developed  before  considering  a 
similar  move  there.  The  company 
makes  patience  a  profitable  virtue. 

Most  of  the  time.  TXO  sold  $100 
million  in  16s/8%,  ten-year  notes  in 
early  October,  just  when  interest  rates 
peaked.  Uncharacteristic  haste-  "We 
frankly  thought  interest  rates  would 
come  down,"  says  Hutchison  quietly, 
leaning  back  in  his  chair,  "but  there 
was  a  chance  they  wouldn't,  so  we 
went  ahead."  He  shrugs.  "Basically,  it 
was  an  insurance  policy."  Risk  identi- 
fied, successfully  avoided.  ■ 
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Help  wanted 

Harold  Williams,  boss  of  the  SEC  un- 
der Jimmy  Carter  and  now  president 
of  the  art  museum  created  by  the  oil 
fortune  of  J.  Paul  Getty,  has  an  odd 
sort  of  problem.  There  he  is,  in  a  tem- 
porary office  on  Wilshire  Boulevard  in 
Los  Angeles,  with  about  $650  million 
in  ready  cash  and  equivalents  to  in- 
vest, another  $650  million  headed  his 
way  as  more  shares  of  Getty  Oil  stock 
are  sold,  and,  Williams  complains,  he 
can't  find  the  right  total  investment 
advice. 

"I  have  certain  ideas  about  how  to 
put  the  money  to  work  initially,"  Wil- 
liams says.  "Right  now  I  want  to  split 
the  sum  50-50  between  fixed  income 
and  equities. "  Thereafter,  he  wants  the 
ratio  to  vary  with  market  conditions. 
That's  where  he  is  hurting  for  help. 
Says  Williams:  "I  can't  find  enough 
money  managers  willing  to  take  re- 
sponsibility for  asset  allocation." 

Williams'  background  might  be  in- 
timidating to  any  money  manager.  Be- 
fore he  went  to  Washington,  he  had 
been  dean  of  UCLA's  Graduate  School 
of  Management  and  Chairman  of  Nor- 
ton Simon  Inc.  (where  he  served  as  a 
trustee  of  the  corporate  foundation 


and  of  the  Norton  Simon  Museum  in 
Pasadena).  It  adds  up  to  a  dream  cur- 
riculum vitae  for  the  top  man  of  the  J. 
Paul  Getty  Museum  in  Malibu,  Calif. 
With  total  assets  of  $1.3  billion,  it  will 
be  the  richest  private  foundation  de- 
voted to  the  fine  arts,  required  to  spend 
more  than  $60  million  a  year  once  it 
gets  rolling  in  October. 

Williams  has  already  chosen  four 
outfits  to  manage  his  equity  money 
and  two  others  to  manage  his  fixed- 
income  portfolio.  He  is  still  looking 
for  one  more  equity  manager.  What 
he  wants  more  than  anything  are 
managers  to  advise  him  on  shifting 
between  the  two.  Equity  money  men 
tell  him  they  can  find  industry  groups 
or  specific  stocks  to  take  advantage 
of  swings  in  interest  rates  and  busi- 
ness cycles,  so  they  don't  have  to  get 
into  bonds.  Similarly,  debt  managers 
say  that  they  don't  have  to  bone  up 
on  stocks.  They  can  do  well  playing 
interest  rate  trends  and  changes  in 
the  yield  curves.  "Most  managers  are 
reluctant  to  participate  in  the  deci- 
sion to  shift  from  debt  to  equity  or 
vice  versa,"  sighs  Williams.  "It's  dis- 
appointing."— Ben  Weberman 

Aftershocks 

Unlike  Procter  &  Gamble,  which 
took  its  Rely  tampons  off  the  market 
when  medical  research  linking  its 
tampons  to  toxic  shock  syndrome 
(TSS)  became  known,  International 
Playtex,  Inc.,  maker  of  Playtex  tam- 
pons, did  not  do  so.  "We  have  a  funda- 
mental concern  for  the  consumer,  but 
we  didn't  feel  it  was  necessary  to 
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International  Playtex' Joel  Simlou 
A  settlement,  but  no  set  pattern. 


Harold  Williams  of  the  Getty  Museum 

About  $1.3  billion  to  invest  and  looking  for  good  advice. 


withdraw  our  product  from  th 
shelves,"  says  International  Playte 
President  foel  Smilow. 

Playtex  got  some  added  marke 
share  when  Rely  was  withdrawn,  bu 
some  women  remain  uneasy  abou 
tampons.  Smilow,  48,  says  that  re< 
growth  will  be  slow,  perhaps  3%  s 
best  over  the  next  three  years. 

Playtex  recently  became  the  firs 
tampon  manufacturer  to  settle  (fc 
$500,000)  a  "wrongful  death"  sui 
brought  in  connection  with  TSS — on 
of  hundreds  of  actions  brought  agains 
U.S.  tampon  makers.  But  that  in  itse. 
won't  set  a  pattern.  Smilow's  legal  pc 
sition — surely  among  the  most  corr 
plicated  in  recent  marketing  history- 
remains  delicate:  when  to  settle  a  TS 
case  outright  and  when  to  fight  it. 

Meanwhile,  Playtex  (1981  sales 
$745  million)  continues,  with  its  hi 
sic  intimate  apparel  and  family  proc 
ucts  lines,  to  produce  tidy  profits  fc 
its  parent  Esmark — Playtex  eame 
44%  of  Esmark 's  profits  on  only  24°/ 
of  its  sales  last  year  alone.  This  yea 
Playtex  is  spending  $3  million  to  $ 
million  on  the  first  national  advertis 
ing  campaign  on  a  new  line  of  Dar 
skin'  undergarments  (Danskin  is  it 
leotard  and  exercise-wear  division,  ac 
quired  in  1980).  "Our  timing  on  this  i 
good  because  there  is  such  an  interes 
in  exercise  which  falls  directly  int 
Danskin,"  says  Smilow. — B.E. 

What  price  knowledge? 

Got  $250,000  lying  around  and  th 
urge  for  inside  information?  Talk  t 
Anthony  Stout.  Publisher  of  the  Na 
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'IS  chief  Anthony  Stout 

technology  looking  for  a  mission? 

mal  Journal,  a  Washington  weekly 
lagazine  of  political  analysis,  Stout 
as  started  International  Reporting 
iformation  Systems,  which  he 
aims  to  be  a  worldwide  private  intel- 
gence-gathering  network,  combined 
ith  published  news  and  analyses  and 
d  to  corporate  clients  on  request  via 
)mputer. 

Naturally,  such  a  grandiose  scheme 
as  a  steep  price  tag — $20,000  just  to 
istall  the  computer  hookup,  and  up 
)  $250,000  a  year  depending  on  use. 
Wouldn't  it  be  cheaper  to  subscribe  to 
swsletters,  hire  an  ex-intelligence 
;ent  as  adviser  or  staff  a  listening 
jst  in  Washington?  "If  IRIS  is  a  20%- 
5%  improvement  in  organizing  and 
;aling  with  political  and  economic 
iformation,  we've  got  a  good  busi- 
es proposition,"  says  Stout,  whose 
overnment  Research  Corp.  has  a 
ake  of  almost  20%  in  the  $10  mil- 
3n  IRIS  venture.  Other  partners  in- 
ude  Bank  in  Liechtenstein;  Skandia 
roup;  Seascope  Overseas  Corp.,  the 
•okerage  firm  managed  by  a  former 
lember  of  Parliament;  and  Spain's 
'urth-largest  bank.  The  IRIS  advisory 
jard  is  larded  with  the  likes  of  Ed- 
ard  Heath  and  Robert  McNamara. 
So,  what's  so  special  about  IRIS, 
:her  than  big  names?  After  all,  even 
:out  admits  that  hiring  50  people  to 
ad  newspapers  could  probably  pro- 
ace  the  same  amount  of  informa- 
on.  It's  the  quality,  he  says.  Besides 
nploying  50  analysts,  IRIS  has  96 
^respondents  living  in  the  countries 
ley  report  on.  Various  experts  oper- 
ing  out  of  IRIS'  Crystal  City,  Va. 
:fices  will  have  heavy-duty  creden- 


tial s — say,  IMF  or  World  Bank  tenure 
or  ex-ambassador  or  ex-State  Depart- 
ment status.  The  information  gath- 
ered by  IRIS  and  from  published  news 
reports  goes  into  a  central  computer — 
IRIS  is  leasing  a  $5  million  triple  Bur- 
roughs 7800  system — at  the  rate  of 
5,000  to  8,000  items  a  day.  The  client 
uses  a  key  code  for  access  to  informa- 
tion tailored  to  his  needs. 

IRIS  is  aiming  big.  The  service, 
which  will  begin  in  the  fall,  hopes  to 
lure  2,500  multinationals,  insurance 
companies  and  banks.  "If  we  get  15% 
of  them,  we  will  be  profitable,"  says 
Stout,  42.  He  rankles  at  British  press 
reports  calling  IRIS  a  private  CIA,  yet 
he  claims  that  IRIS  will  avoid  the  er- 
rors of  the  U.S.  intelligence  communi- 
ty, which  failed  to  predict  the  fall  of 
the  late  Shah  or  the  imposition  of 
martial  law  in  Poland. 

It's  all  too  expensive,  says  Llewel- 
lyn King,  publisher  of  two  competing 
newsletters.  "I  think  it's  technology 
looking  for  a  mission,  like  the  space 
shuttle."  Maybe.  But  McNamara,  ex- 
World  Bank  chairman,  says  the  quan- 
tity and  quality  of  information  IRIS 
makes  available  "far  exceeds  that  of 
the  World  Bank."— Beth  Brophy 

Eastward  ho 

Citizens  Fidelity  Corp.  of  Louisville, 
Ky.  (assets,  $1.84  billion)  is  scarcely  a 
household  word  in  London,  Frankfurt 
or  any  other  money  center,  yet  last  July 
it  had  no  trouble  selling  $10.8  million 
in  stock  to  the  likes  of  Prudential  As- 
surance Co.  and  Unilever  pension 
funds,  both  of  London.  The  private 


placement  of  stock — all  of  it  with  Eu- 
ropean investors — saved  the  bank  as 
much  as  50%  compared  with  what  it 
would  have  cost  under  SEC  registra- 
tion for  a  traditional  stock  offering.  In 
a  similar  move  in  December,  First 
Oklahoma  Bancorp,  Inc.  (assets,  $2.37 
billion)  raised  $11.2  million. 

Both  deals  were  the  pioneering 
handiwork  of  George  Hacker  and 
Douglas  Nation,  British  managing  di- 
rector and  American  director,  respec- 
tively, of  London-based  Bear  Steams 
International,  a  subsidiary  of  the  U.S. 
brokerage  firm.  The  pair  placed  stock 
in  the  two  banks  directly  with  25 
British  institutions.  After  four  years 
of  missionary  work  through  visits  and 
seminars,  Hacker  and  Nation  have 
educated  Europeans  to  the  point 
where  prospective  buyers  are  rather 
choosy  about  the  regional  U.S.  banks 
they  will  go  for — banks  with  loans  to 
developing  countries  or  the  Eastern 
bloc  are  out,  and  they  even  frown  on 
loans  outside  a  bank's  geographic 
area.  "They  are  buying  as  close  to  a 
pure  regional  play  as  possible,"  says 
Hacker,  46. 

According  to  Hacker,  the  only  prob- 
lem was  that  the  regional  bank  stocks 
are  often  thinly  traded.  A  private 
placement  delivers  a  big  block  with- 
out running  the  price  up.  And  an  extra 
for  the  banks  is  that,  thanks  to  the 
S16  form  filed  with  the  SEC,  they 
know  exactly  where  the  shares  have 
gone.  Hacker  and  Nation  expect  a  lot 
more  private  placements  in  Europe 
and  predict  fierce  competition  for  the 
business  from  investment  banking 
and  corporate  finance  departments  of 


George  Hacker  (left)  and  Doug/as  Nation  of  Bear  Steams  International 
After  Jour  years  of  missionary  work,  converts. 
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bigger  brokerage  houses.  Says  Nation, 
39,  "That  may  tend  to  raise  the  price 
a  bit." — Barbara  Ellis 


Show  me 

The  mood  on  the  assembly  lines  oi 
the  nation's  automakers  is  apprehen- 
sive, angry  and  skeptical  these  days, 
and  Ronald  Perkins  knows  it  better 
than  most.  From  where  Perkins  sits 
as  president  of  the  8,000-member 
United  Auto  Workers  Local  598  at  the 
CM  truck  factory  in  Flint,  Mich.,  GM 
has  a  lot  of  persuading  to  do  as  it  seeks 
givebacks  from  the  rank  and  file. 

"With  a  fifth  of  my  members  out  of 
a  job,  everyone  working  is  afraid  of 
more  layoffs  or  cutbacks,"  says  the 
26-year  union  official.  "They  have  al- 
ready cut  my  manpower  to  the  bone, 
and  if  they're  in  as  bad  shape  as  they 
lead  people  to  believe,  they're  going  to 
have  to  cut  the  fat  on  their  part  of  the 
plant,  too.  Like  the  supervisors."  In 
December,  GM  announced  a  pay  cut 
for  white-collar  employees,  but  union 
members  see  that  as  only  a  start.  "At 
the  time  of  the  Chrysler  concessions, 
we  all  assumed  that  [paycuts  and  lay- 
offs) wouldn't  happen  at  GM  or  Ford," 
Perkins  says.  "Now  it's  happening, 
and  members  are  asking  why." 
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Kirsten  Alpren  of  Royal  Color  Portraits,  Inc. 

Maybe  middle-class  America  wants  a  videotaped  will. 


I  AW  Local  59<V  President  Ronald  Perkins 
"My  members  are  asking  why." 


After  much  dissension,  the  presi- 
dents of  the  GM  locals  voted  last 
month  to  start  early  negotiations  on  a 
new  contract  (the  current  one  expires 
Sept.  14)  to  hear  what  GM  is  asking. 
Perkins  says  that  before  his  members 
consider  any  sacrifices,  they  want  to 
see  good-faith  demonstrations  from 
GM,  such  as  job  security.  "Until  I  see 
something  positive  from  GM,  I  am 
opposed  to  concessions,"  he  asserts. 

Until  a  year  ago,  Perkins'  members 
worked  almost  as  much  overtime  as 
they  liked,  often  adding  $5,000  a  year 
to  their  nearly  $20,000  in  regular 
wages.  Perkins,  46,  a  former  truck 
driver  who  was  elected  to  his  post  last 
(une,  says  that  since  the  heavy  layoffs 
of  last  March  there  has  been  an  atmo- 
sphere of  fear  at  his  plant.  However, 
the  layoffs  have  prompted  a  quality- 
conscious  mentality  among  the  survi- 
vors. "We're  more  worried  about  put- 
ting out  a  quality  automobile,"  says 
Perkins,  who  draws  a  salary  of 
$36,000.  An  experiment  last  year  in 
which  departments  were  run  by  the 
union  without  supervisors  was  a  suc- 
cess, Perkins  says,  calling  the  idea 
more  productive  in  the  long  run  than 
concessions. — Aaron  Bernstein 

A  videotape 
for  your  thoughts 

Who  would  have  thought  that  one 
could  take  in  more  than  $2  million  on 
the  likes  of  family  photo  murals  and 
videotaped  wills?  Kirsten  Alpren  did, 
and  four  years  ago,  with  $10,000  in 
savings,  she  opened  her  first  family 
photo  store  [at  $500  per  mural)  in  Alba- 


ny, N.Y.  Now  she  has  four  stores  i 
New  York  State  and  1 5  months  ago  si 
opened  the  first  of  two  Posterity  P: 
annexes,  a  service  offering  videotape 
wills,  important  family  messages  ar 
such.  These  all  fall  under  the  banner  i 
Royal  Color  Portraits,  Inc.,  who! 
sales  reached  S2  million  last  year.  L 
ter  this  month  Alpren,  26,  will  take  hi 
company  public,  offering  750,0C 
shares  and  warrants  at  $2  each. 

lohn  Muir,  the  (now  bankrupt)  bn 
kerage  firm  specializing  in  new  1 
sues,  approached  Alpren  to  take  tl 
company  public  last  year,  but  she  sa; 
she  refused  because  "I  didn't  like  tl 
deal."  So,  the  New  York  brokeraj 
firm  Marsan  is  handling  the  issue. 

Winner  of  the  1976  Miss  Denmai 
contest,  Alpren  left  the  Miss  Univer: 
pageant  to  join  a  Las  Vegas  show  ar 
to  film  television  commercials.  St 
hated  Vegas  and  Hollywood  but  sa 
the  financial  possibilities  of  photogr, 
phy,  then  videotape. 

Alpren  is  making  no  small  plan 
She  says  she  expects  to  add  100  ne 
family  mural  centers  in  suburba 
malls  around  the  country  in  1981 
Posterity  Pix  charges  $350  for  a  fivi 
minute  color  videotape,  and  Alpre 
has  no  doubts  about  the  potentia 
"Our  goal  is  to  market  photograph 
and  video  so  that  it  is  available  l 
middle-class  Americans — the  ont 
who  want  it  most."  Apparently  h< 
idea  has  struck  a  nerve.  Almost  2C 
customers  have  bought  the  servio 
including  one  angry  mother  who  le 
her  seven  children  nothing  more  tha 
a  foulmouthed  farewell. — Jay  Gissen 
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News  on  the  critical  role  ot  gas  energy 
in  meeting  America's  energy  needs— today  and  tomorrow. 


NEW  GAS  WELL 
COMPLETIONS 


1955 
3,613 


cord  levels  reached  in  gas  exploration  and  drilling  activities. 

lence  is  growing  that  the  United  States  has  significant  nat- 
and  supplemental  gas  supplies  to  tap  well  into  the  next 
tury.  More  than  15,700  gas  wells  were  completed  in  1980— 
ven  percent  increase  over  1979.  In  addition,  the  total  rig 
nt  has  reached  an  all-time  high.  As  of  September  1981, 
r4,200  drilling  rigs  were  in  actual  operation,  continuing 
record-setting  pace  of  the  past  year.  And  underscoring  the 
nd  gas  industries'  optimistic  drilling  plans,  seismic  crew 
*/ity  (the  first  step  in  the  exploration  process)  increased  by 
e  than  30  percent  in  1980.  This  represents  the  highest 
I  of  crew  activity  since  1952. 

ithane  transportation  makes  strides. 

hane,  the  chief  component  of  natural  gas,  currently  powers 
'  300,000  light  vehicles  in  use  around  the  world,  but  only 
ut  20,000  methane  vehicles  are  used  in  the  United  States, 
while  the  use  of  methane  as  a  transportation  fuel  is  not  new, 
recently  has  serious  attention  been  focused  on  its  enormous 
jntial  for  reducing  America's  dependence  on  foreign  oil 
Over  half  of  the  petroleum  consumption  of  the  U.S.  is  in  the 
sportation  sector.  A  significant  percentage  of  the  gasoline 
sumed  is  in  the  fleet  vehicle  sector,  and  could  be  replaced  by 
hane  or  compressed  natural  gas.  Recognizing  the  potential 
ethane-powered  vehicles  for  reducing  oil  imports,  Congress 
mtly  passed  the  Methane  Transportation,  Research,  Develop- 
it  and  Demonstration  Act  to  enhance  the  use  of  natural  gas 
vehicular  transportation  fuel. 


1980 

15,737 


Study  shows  benefits  of 
substituting  North  American 
pipeline  gas  imports  for 
OPEC  oil. 

The  U.S.  economy  would  benefit  from  replacing 
OPEC  oil  with  increased  imports  of  gas  energy  by 
pipeline  from  Canada  and  Mexico,  specifically  in  the 
short-term.  For  example,  recent  analyses  show  sub- 
stitution of  1  Tcf  of  natural  gas  imported  from  our 
North  American  neighbors  for  an  equivalent  amount 
of  OPEC  oil  would  produce  a  benefit  to  the  U.S.  as 
high  as  $1.3  to  $3.5  billion  annually  in  terms  of  an 
improved  balance  of  trade,  and,  if  carried  out  as  part 
of  an  overall  program  to  reduce  oil  imports,  a  stabiliz- 
ing impact  on  world  oil  prices.  Of  course,  the  Mexican 
and  Canadian  economies  would  accrue  substantial 
benefits  as  well,  as  would  the  value  of  the  U.S.  dollar. 


nversion  trend  indicates  growing  consumer  confidence  in  gas. 

o-gas  heating  conversions  increased  dramatically  in  1980, 
>rding  to  an  A  G.  A.  survey.  At  least  583,000  househeating 
>  were  converted  to  gas,  largely  from  oil,  a  60  percent 
sase  over  1979  levels,  and  the  highest  yearly  level 
rded  to  date.  This  upsurge  in  conversions  is  attributed  to 
jreatly  improved  gas  supply  picture  following  the  enact- 
t  of  the  Natural  Gas  Policy  Act  of  1978.  The  economic 
ictiveness  of  gas  compared  with  other  fuels  has  also  been 
nportant  factor. 


Gas:  The  future  belongs  to  the  efficient. 

For  more  information,  write  to  American  Gas  Association.  Dept  32-  DD,  1515  Wilson  Blvd  .  Arlington.  Va  22209  1  1981 
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Recti  estate  broker  Daniel  O'Brien 

Why  not  get  a  mortgage  before  you  buy? 


Fxlited  By  William  G.  Flanagan 

"Mortgage  Power" 

Wouldn't  it  be  great  if  real  estate 
brokers,  after  showing  you  the 
home  you  are  able  and  willing  to  buy, 
could  reach  into  their  pockets  and 
simply  lend  you  the  mortgage  money 
you  need,  at  the  going  rate?  And  hand 
you  that  money  in  a  matter  of  days, 
instead  of  weeks? 

Well,  in  the  New  York  metropolitan 
area,  at  least,  that  is  exactly  what  is 
beginning  to  happen  through  a  Citi- 
bank program  called  Mortgage  Power. 
The  real  estate  community  nation- 
wide is  watching  anxiously  to  see 
how  the  program  catches  on. 

The  Mortgage  Power  program,  only 
six  months  old,  offers  several  major 
advantages  to  buyers,  brokers  and 
even  sellers.  Over  a  score  of  major 
brokers  have  already  signed  up  with 
the  bank,  including  some  of  the  larg- 
est co-op  and  condominium  brokers 
in  the  city.  (Many  of  the  best — and 
highest  priced — apartments  in  the 
city  are  co-operatives,  remember.) 

Here's  how  the  program  works.  For 
a  fee,  typically  1%,  brokers  can  lock 
up  a  given  amount  of  mortgage  money 
to  be  made  available  from  Citibank.  A 
broker  would  pay  $20,000  in  advance, 
for  example,  for  the  right  to  have  his 
clients  borrow  $2  million  from  Citi- 
bank. (The  clients  must,  of  course, 
qualify  for  the  mortgages  as  they  oth- 
erwise would.)  But  the  broker  is  not 
only  assured  that  mortgage  funds  are 
available,  he  also  knows  exactly  what 
the  terms  and  conditions  of  the  mort- 
gages are.  In  negotiations  with  a  sell- 
er, as  we  shall  see,  that  can  be  impor- 
tant information  up  front. 

In  some  cases,  clients  can  actually 
prequality  for  a  mortgage — that  is, 
they  can  have  a  certain  amount  of 
cash  specifically  earmarked  for  their 
use,  even  before  they  find  a  home  on 
which  to  spend  it. 

Under  the  Mortgage  Power  pro- 
gram, the  client  not  only  gets  his 
money  faster,  he  can  borrow  more  of 
it.  To  Mortgage  Power  clients,  Citi- 
bank will  lend  up  to  80%  of  the  first 
8150,000  cost  of  a  house,  plus  60%  of 
the  excess.  This  is  more  than  it  will 
normally  lend  even  to  its  own  pre- 
ferred customers  (80%  of  only  the 
first  $  100,000,  and  50%  of  the  excess). 


Furthermore,  Mortgage  Power  clients 
can  borrow  more  for  co-ops  (75%  of 
the  first  $80,000  cost,  plus  50%  of  the 
excess,  is  70%  of  only  the  first 
$60,000,  and  40%  of  the  excess). 

Mortgage  Power  clients  can  even 
get  money  for  vacation  homes — 70% 
of  the  first  $100,000,  plus  40%  of  the 
excess.  Mortgage  money  for  vacation 
homes  is  not  available  at  all  to  regular 
Citibank  customers.  (Many  New 
Yorkers  who  rent  get  into  the  real 
estate  game  with  vacation  homes  in 
nearby  resort  areas.) 

For  a  broker,  there  are  obvious  ad- 
vantages to  Mortgage  Power.  First,  of 
course,  he  knows  where  money  can 
be  procured,  quickly  and  easily,  and 
on  what  terms.  More  important,  how- 
ever, in  this  wacky  mortgage  climate, 
he  can  induce  home  sellers  to  "buy 
down"  the  rate  on  Citibank  mort- 
gages, thus  making  the  homes  more 
salable. 

Example:  Let's  say  you  want  to  sell 
a  $150,000  home.  In  today's  market, 
in  which  conventional  mortgages  are 
as  scarce  as  hens'  teeth,  a  typical 
mortgage  would  go  like  this:  16%  in- 
terest, renewable  in  2Vi  years,  at 
whatever  is  then  the  going  rate.  (Pre- 
sumably— but  not  certainly — the  rate 
will  then  be  lower.)  With  terms  like 
that  prospective  buyers,  understand- 
ably, can  be  hard  to  come  by.  Yet  a 
broker  who  has  Mortgage  Power 
might  induce  the  seller  to  buy  down  a 
potential  buyer's  mortgage.  According 
to  Judith  Mann,  real  estate  sales  man- 
ager at  Citibank,  the  seller  would  pay 
2.2%  of  the  face  value  of  the  mortgage 
in  order  to  reduce  its  interest  rate  by 
1%.  Thus,  if  a  seller  paid  the  bank 
$4,400  in  cash,  it  would  make  a 


$100,000  mortgage  available  to 
qualified  buyer  at  2%  less  than  th 
going  rate  of  16%,  or  just  14%.  If  th 
seller  agrees  to  pay  $8,800,  the  ne\ 
buyer's  $100,000  would  carry  only 
12%  mortgage — for  the  first  3 
months.  After  that  time,  the  rat 
would,  of  course,  be  renegotiated. 

According  to  Daniel  O'Brien, 
Manhattan  broker  who  was  the  firs 
to  sign  up  for  Mortgage  Power,  th 
ability  to  buy  down  mortgages  readil 
is  a  major  plus  to  a  broker  trying  t 
sell  homes.  It  is  also  much  more  ap 
pealing  to  the  home  seller  than  simpl 
lowering  the  price  of  the  house  be 
cause  of  a  tax  break  it  offers.  "Th 
seller's  expense  in  buying  down  th 
mortgage  is  a  tax-deductible  sales  e> 
pense,"  Mann  notes.  If  he  simply  low 
ers  the  price  of  the  house  by  the  sam 
amount,  he  is  out  that  money,  perioc 
And  the  house  still  may  not  move. 

O'Brien,  who  is  unusual  in  the  rea 
estate  business  in  that  he  represent 
only  buyers,  not  sellers,  was  undei 
standably  quick  to  sign  up  for  Mort 
gage  Power.  His  clients,  in  addition  t< 
paying  a  modest,  flat  fee,  pay  hin 
when  they  actually  buy  a  home.  Tha 
sum  ranges  from  2'/2%  to  4%  of  th 
original  asking  price  of  the  home 
8inc"e  his  commission  is  unaffected  b 
the  final  selling  price,  O'Brien  has  m 
motive  in  trying  to  sell  a  home  for  a 
much  as  possible.  By  having  Mortgag 
Power  available,  he  can  often  help 
seller  negotiate  a  financing  schem 
that  benefits  both  him  and  the  buyer 

If  all  this  sounds  a  little  confusing 
you  haven't  been  in  the  housing  mai 
ket  lately.  And  if  mortgage  deals  ar 
more  complicated  and  harder  to  mak 
than  they  were  in  years  past,  that  goe 
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tublc  for  loans  on  co-operative  apart- 
ents  in  Manhattan.  Few  banks  will 
en  consider  such  loans.  (They  are 
it  the  same  as  mortgages.) 
What  is  the  bank's  interest  in  all 
is-  Obviously,  Citibank  has  made  a 
mmitment  to  making  residential 
ortgage  money  available  and  it  has 
und  that  working  directly  with 
okers  is  an  efficient  way  of  getting 
e  business.  "We  do  a  lot  of  the 
adework  on  clients  that  the  bank 
luld  have  to  do,"  says  O'Brien.  "Its 
ministrative  costs  are  cut.  We 
reen  out  ineligibles.  And  the  client 
n  save  a  lot  of  time  and  effort,  too." 
O'Brien  cites  the  case  of  one  client 
10  wanted  to  buy  a  studio  apart- 
ent  in  Greenwich  Village,  in  the 
ice  range  of  $80,000.  "We  mailed 
m  the  forms  for  the  Citibank  mort- 
ge,  and  he  prearranged  a  loan  of 
0,000.  He  had  $35,000  in  cash, 
ice  he  got  the  loan  approval,  we 
ntacted  brokers  in  the  area  and 
ickly  came  up  with  suitable  apart- 
mts  for  him  to  choose  from.  Practi- 
Uy  all  he  has  to  do  is  make  his 
oice,  and  bingo,  he  can  move  in 
thout  any  further  delay  or  hassle." 
Citibank  has  another  motive  in 
md,  too.  It  wants  all  of  a  client's 
nking  business,  not  just  the  mort- 
ice. Mortgage  Power  is  one  way  of 
tting  it.  If  a  client  agrees  to  do  all  his 
nking  with  Citibank,  for  example, 

gets  one  point  reduced  from  his 
jrtgage — a  nice  sweetener. 
But  for  O'Brien,  the  key  advantage 

knowing  money  is  available  for 
yers.  "In  this  business,"  he  says, 
lany — if  not  most — contracts  on 
-operative  apartments  don't  pan 
t.  This  way,  we  can  be  pretty  sure 
:ting  a  loan  won't  be  the  reason  a 
al  collapses." 

For  a  list  of  brokers  who  offer  Mort- 
»e  Power,  contact  Judith  Maim  at 
tibank,  200  Park  Avenue,  New 
-rk,  N.Y.  10166,  (212)  750-5577. 

*remature  satisfaction"? 

•peaking  of  mortgages,  there's  an- 
Pother  new  option  for  holders  of  old, 
atively  cheap  mortgages.  Banks, 
)re  anxious  than  ever  to  retire  them, 
ve  got  deals  that  warrant  scrutiny. 
Let's  say  you  are  a  lucky  homeown- 
sitting  on  a  low-interest  mortgage 
d  you  just  inherited  a  wad  of  cash 
m  your  aunt.  Coincidentally  your 
nker  calls  up  with  an  intriguing  pro- 
sal:  Pay  off  your  mortgage  in  a  lump 
m  and  get  a  bonus  of  several  thou- 
ld  dollars,  in  effect  liquidating  your 
bt  for  a  big  discount  off  face  value, 
ould  you  take  the  bait? 
It  sounds  like  a  complicated  ques- 


tion answerable  only  with  the  aid  of 
an  accountant,  a  tax  lawyer  and  a 
computer.  But  the  answer  is  surpris- 
ingly simple:  Don't  bite,  unless  you 
happen  to  be  planning  to  sell  your 
home  and  would  have  to  give  up  that 
juicy  mortgage  anyway. 

In  past  periods  of  rising  interest 
rates,  banks  and  savings  and  loan  as- 
sociations have  made  sporadic  offers 
of  premiums  for  early  mortgage 
payoffs.  Now,  with  many  lenders  des- 
perate to  clean  up  their  bombshelled 
mortgage  portfolios,  the  offers  are  be- 
ing pushed  much  harder.  Indeed, 
bankers  at  Philadelphia  National 
Bank  are  so  happy  with  their  program 
to  erase  old  mortgages,  using  direct 
mail  and  telephone  pitches,  that 
they're  marketing  it  for  use  by  other 
lenders.  They  even  have  a  suggestive 
term  for  it:  premature  satisfaction. 

What's  unsatisfying  about  the  deal 
is  that  the  bank's  gain  can  only  come 
at  your  loss.  Worse,  the  payoff  raises 
taxes  for  the  homeowner — the  bonus 
is  taxable  income — without  generat- 
ing any  tax  advantage  for  the  bank.  In 
short,  a  negative  sum  game. 

Consider  what  a  Philadelphia  Na- 
tional program  would  offer  someone 
with  a  low-rate  mortgage,  say  7%. 
Assume  the  loan  has  15  years  to  run 
and  an  outstanding  balance  of 
$40,000.  That  means  monthly  pay- 
ments are  just  under  $360.  But  what  is 
that  stream  of  180  monthly  payments 
worth  to  a  lender?  Not  $40,000,  not 
when  market  interest  rates  on  15-year 
debt  are  about  double  the  7%  yield. 
Discount  the  future  payments  with  a 
14%  interest  factor — a  not  unreason- 
able assumption — and  the  loan  has  a 


true  worth  of  $26,997,  or  33%  less 
than  face  value.  But  the  bonus  offered 
under  the  Philadelphia  plan  is  only  a 
chintzy  15%  off  the  balance,  although 
some  lenders  may  sweeten  the  deal  a 
bit  in  the  future. 

For  now,  the  borrower  obviously 
would  be  better  off  keeping  the  mort- 
gage and  investing  his  cash  in  a  corpo- 
rate bond.  Unless,  that  is,  he  plans  to 
move  soon  and  lives  in  a  state  with 
enforceable  due-on-sale  clauses  (see 
Forbes,  Jan.  19,  19X1).  In  that  case  he 
would  have  to  relinquish  the  mort- 
gage anyway. 

Why  would  anyone  in  his  right 
mind  say  yes?  "It's  emotional,"  says 
David  A.  Cramer,  an  assistant  vice 
president  at  Philadelphia  National 
who  helped  design  the  program.  Some 
people,  it  seems,  have  a  sentimental 
need  to  own  a  free-and-clear  roof  over 
their  heads. 

There  are  other  tricks  in  the  bank's 
bag.  Some  prospects  confess  that  they 
would  actually  like  to  borrow  more 
money.  They  get  an  alluring  offer  to 
refinance  the  house  at  well  below  to- 
day's mortgage  rates.  Example:  A  7% 
mortgage  with  15  years  to  run  and  a 
$20,000  balance  would  become  a 
$30,000  mortgage  at  13'/2%.  Look 
again  at  those  numbers.  The  home- 
owner is  in  effect  getting  a  $10,000 
second  mortgage  at  26 Vi%,  certainly 
no  bargain. 

The  Philadelphia  National  Bank's 
program  includes  other  options,  an 
array  of  higher  and  lower  interest 
rates,  higher  and  lower  monthly  pay- 
ments. For  the  homeowner,  however, 
the  best  option  is  likely  to  be:  Stand 
pat. — William  Baldwin 


Up  in 

Y1  ou  already  know  that  burning 
wood  in  your  fireplace  is  about  as 
economical  as  burning  money — 80% 
to  100%  of  the  heat  goes  right  up  the 
flue.  The  draft  created  by  a  burn  pulls 
huge  volumes  of  warm  air  out  of  the 
house  and  up  the  stack,  and  the  result- 
ing low-pressure  system  in  the  house 
sucks  cold,  outside  air  through  cracks 
from  around  windows  and  doors.  But 
what  about  all  those  devices  now  on 
the  market  promising  to  keep  your 
home  fireplaces  working  more  effi- 
ciently? Our  advice  is  to  ignore  any 
and  all  claims.  Nothing  can  do  much 
to  improve  a  fireplace's  efficiency. 

In  his  book  Stop  Burning  Your  Mon- 
ey, John  Rothchild  baldly  states  that 
spending  money  on  special  grates, 
blowers  and  glass  doors  makes  no 
meaningful  difference  in  heating  effi- 
ciency. While  glass  doors  prevent 
warm  indoor  air  from  being  drawn  up 


smoke 

the  flue,  they  also  block  some  of  the 
heat  radiating  into  the  room.  Tubular 
grates — often  C-shaped  metal 
frames — draw  air  in  under  the  fire 
where  it  is  heated  and  then  expel  it 
from  the  top  of  the  hollow  C  back  into 
the  room.  But  they  do  little  to  prevent 
the  draft  of  hot  air  that  escapes  up  the 
chimney.  Neither  device,  according  to 
figures  cited  by  Rothchild,  increases 
heating  performance  by  more  than 
3%  to  4%. 

Even  combining  both  appliances,  or 
using  a  glass-door-and-firebox  setup 
within  the  fireplace  cavity,  won't  in- 
crease overall  efficiency  to  more  than 
30% — half  the  rating  of  a  wood  stove. 
And  besides  setting  you  back  some 
$600  in  hardware,  your  once-roman- 
tic experience  in  front  of  a  crackling 
fire  may  now  feel  more  like  staling 
into  the  open  door  of  a  furnace.  If  you 
have  a  fireplace  and  want  to  enjoy  its 


INTRODUCING  THE 

CAR  CONVENTIONS 
WISDOM  DECREED 
COULD  NOT  BE  BUI  L 


There  is  a  common  enemy  to 
innovation  in  automobiles,  as  in  most 
everything  else. 

It  is  conventional  wisdom— a 
failure  of  vision  or  nerve  that  causes 
car  makers  to  postpone  attempts 
at  the  optimum.  And  settle  instead 
for  the  comfort  of  consensus  and 
compromise. 

By  that  standard,  BMW  has 
created  a  luxury  car  engineered  to 
cause  considerable  discomfort- 
not  to  those  who  buy  such  cars,  but 
those  who  build  them. 

THE  BMW  528e: 
MAXIMUM  PERFORMANCE 


FROM 


ENERGY. 


The528e  is  a  $24,000* 
sedan  designed  to  meet  an  engi- 
neering objective  that  reads  like 
the  modern  equivalent  of  alchemy: 

Turn  minimum  energy  into  max- 
imum performance. 

It  succeeds— largely  because  of 
the  new  BMW  "Eta"  engine. 

The  conventional  engine  ac- 
cepts a  loss  of  response  as  a  fair 
price  to  pay  for  fuel  efficiency. 

The  Eta  engine  doesn't.  It 
develops  higher  torque  (or  power) 
at  engine  speeds  where  the  car  is 
most  often  driven.  The  response  is 
exhilarating,  even  by  BMW  standards. 

Conventional  wisdom  has  it  that 
light-footedness  on  the  gas  pedal  is 
the  best  way  to  fuel  efficiency. 

Actually,  maximum  efficiency 
is  attained  with  wide  throttle 
openings  (and  low  engine  speed) 


—which  is  the  way  the  Eta  engine  is 
designed  to  be  driven. 

Convention  often  turns  to  die- 
sels  to  deliver  fuel  efficiency,  and  ac- 
cepts their  unpleasant  side  effects, 
such  as  noise  and  excessive  emis- 
sions, as  necessary  evils. 

Since  the  Eta  engine  runs  on 
gasoline,  no  such  evils  are  necessary. 
And  to  ensure  efficiency,  it  relies 
upon  another  BMW  innovation  called 
Digital  Motor  Electronics. 

SPEEDS  55  MPH. 
FUEL  CONSUMPTION-  0. 

"DME"  is  not  another 
control  mandated  by  govern 
ment  regulators. 


It  is  an  efficiency  system  n 
dated  by  BMW  engineers— 
a  means  of  maintaining  constc 
electronic  surveillance  over  the 
engine. 

DME  as- 
sures thatthe 
optimum 


iir  mixture  is  ignited  at  the  op- 
n  time— to  the  nearest  one- 
;andth  of  a  second. 
:  constantly  monitors  and  ad- 
idling  speed,  and  even  cuts  off 
3  cylinders  when  they're  not 
3d— allowing  the  car,  under 
in  conditions,  to  run  on  momen- 
istead  of  gasoline.:;:  (Con- 
to  popular  belief,  a  6-cylmder 
)es  not  always  need  6  cylinders; 
times  it  needs  none.) 
he  result  is  the  sort  of  para- 
nat  confounds  certain  experts 
elights  BMWengineers— a  gen- 
ligh-performance  luxury  car 
iomehow  manages  to  deliver 
?A-estimated  [221  mpg,  32  mpg 
/ay. 

rigures  are  for  comparison 
)ses  only.  Actual  miieage  may 


vary,  depending  on  speed,  weather 
and  trip  length;  actual  highway 
mileage  will  most  likely  be  lower.) 
LUXURY 
A  DISSENTING  VIEW. 

The  conventional  approach  to 
luxury  is  to  treat  the  driver  as  spec- 
tator, providing  entertainment  in 
the  form  of  plush  seats,  carpeting 
and  other  amenities. 

The  528e  provides  all  such  ame- 
nities—but assumes  that  entertain- 
ment will  come  from  the  act  of 
driving.  Consequently,  you  are  given 
a  degree  of  control  over  the  car  you 
aren't  "supposed"  to  have. 

Behind  the  wheel,  you  are  kept 
constantly  apprised  of  operating 
conditions  through  an  active  check 
control  panel,  which  even  informs 
you  of  such  items  as  brake  pad 


driver's  control 
ers  took  "the 
it  breakthrough 
esign  in  this 
ver)— and  then 


ipiece- 


wear  and  brake  fluid  and  engine  oil 
level. 

On  the  road,  tl 
is  total.  BMWengi 
single  most  signific 
in  front  suspension 
decade"  (Car  and  Driver) 
improved  upon  it. 

The  result  is  virtually 
dented  agility. 

In  short,  in  a  world  of  cars  that 
owe  more  to  convention  than  to 
wisdom,  the  528e  has  it  the  other 
way  around. 

To  experience  a  car  with  such 
a  refreshing  sense  of  prior- 
ities, we  suggest  you  con- 
tact your  nearest  BMW 
dealer  for  a  thorough 
test  drive. 
THE  ULTIMATE  DRIVING  MACHINE. 

BMW.  MUNICH,  GERMANY 

©  1932  BMW  of  North  America,  Inc.  The  BMW  trademark 
and  logo  are  registered  trademarks  of  Bayensche  Motoren 
Werke,  A  G  'Manufacturer's  suggested  retail  price: 
"23.325.  Actual  price  will  depend  upon  dealer  Price  does 
not  include  state  and  local  taxes,  dealer  prep, 
destination  and  handling  chatges  *Dunng  decelera- 
tion fuel  is  cut  off  to  the  cylinders  until  trie 
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glow,  forget  about  any  meaningful  en- 
ergy savings. 

That  said,  here  are  some  reminders 
about  operating  your  fireplace  proper- 
ly and  safely. 

First,  the  wood.  Dry, 
aged  wood  is  best,  of 
course.  (Green  wood  not 
only  burns  poorly,  it  can 
foul  your  chimney.)  While 
hardwoods  will  burn  the 
longest,  they  can  be  very 
difficult  to  ignite.  So  with 
apple,  birch,  hickory, 
beech  or  elm,  combine 
soft  woods  like  Douglas 
fir,  Southern  pine  or  ce- 
dar. You  can  also  use  arti- 
ficial logs  to  get  the  hard- 
woods going.  But  be  wary 
of  using  coal  either  to 
start  or  stretch  your  fire. 
Coal  burns  at  much  higher 
temperatures  than  wood 
and  can  damage  a  fire- 
place designed  for  wood 
alone. 

There  are  probably  as 
many  "ideal"  ways  to 
stack  the  wood  in  a  fire- 
place as  there  are  people 
willing  to  stare  into  it.  But 
if  yours  is  a  conventional 
brick  fireplace,  and  you 
are  using  a  grate  (which 
purists  abhor,  preferring 


fireblocks  instead),  one  widely  used 
method  is  illustrated  here.  You  will 
note  that  the  largest  log  is  to  the  rear 
of  the  fireplace,  iust  a  small  distance 
away  from  the  firewall. 

Chances  are  you  use  newspapers  to 
start  your  fire.  Kindling  is  preferable 
since,  unlike  newspapers,  it  won't 
send  burning  ashes  up  your  flue  that 
can  ignite  a  dirty  chimney  or,  worse, 
land  on  your  roof  while  still  aglow.  So 
if  you  use  newspapers,  don't  overdo. 

While  it  may  look  neater  to  sweep 


V 


To  get  the  most  out  of  your  fire,  think  small:  one  large  hack  log 
and  one  small  front  log  a  finger-space  away  For  a  long,  slow 
burn,  don't  clean  out  ashes.  Bank  them  under  the  logs. 


the  fireplace  clean  of  ashes,  y 
should  keep  a  bed  of  ashes  2  to 
inches  deep  to  control  the  burn, 
make  logs  bum  faster,  you  scoop  c 
ash,  increasing  the  volume  of  air  1 
neath  the  logs. 

You  can  use  the  ash  to  smother  t 
fire  completely  or  to  save  a  fire.  Wh 
you  are  ready  for  bed,  push  the  k 
together  and  cover  the  logs  and  e 
bers  with  ashes.  Next  morning,  sera 
away  the  ashes  and  the  logs  will  st 
be  red.  Just  add  fresh  ones. 

  You  should  never  go 

bed  or  otherwise  leave 
lit  fireplace  unattendi 
Covering  it  with  ash 
however,  is  sufficient  p 
caution.  Even  with 
screen,  accidents  are  pi 
sible.  And  never  use  wa 
to  squelch  a  fire.  Cool  v 
ter  striking  the  firebri 
can  crack  the  lining. 

Some  notes  on  chi 
neys.  Creosote — a  bla< 
tarry,  highly  flammal 
substance — will  build 
on  the  interior  walls  o 
chimney.  It  is  a  carbon  ( 
posit  caused  by  smol 
The  greener  the  wood,  t 
quicker  the  creosc 
buildup,  but  even  ha: 
woods  will  produce  cn 
sote.  Have  your  chimn 
cleaned  whenever  t 
creosote  is  more  than  1 
inch  thick  anywhere 
the  walls.  There  is  no  n 
of  thumb  such  as  onc« 
year  or  once  a  cord, 
check  your  chimney,  us 
mirror  to  look  up  the  fi 
place  flue.  — Jon  Schriber 


Lock 

Finding  a  safe  deposit  box — if  you 
ive  in  a  major  city — can  be  a  real 
nuisance.  Banks  simply  can't  meet 
demand  in  many  areas,  says  Sandra 
Robertson,  executive  manager  of  the 
American  Safe  Deposit  Association. 
And  banks  are  not  always  open,  of 
course. 

Sound  like  a  market  worth  tapping- 
Well,  entrepreneurs  in  several  major 
cities  are  now  opening  buildings  that 
contain  nothing  but  safe  deposit 
boxes — and  business  is  booming. 
Such  facilities  already  exist  in  Miami 
Beach,  Chicago,  Houston  and  Atlanta, 
and  another  is  to  open  in  May  on  New 
York's  fashionable  East  Side. 

Renting  a  box  at  one  of  the  new 
facilities  will  run  you  as  much  as 
100%  or  more  than  comparable  space 
at  a  bank  or  SikL.  For  this  premium 


it  up 

you  get  to  unlock  your  treasures  prac- 
tically whenever  you  want — even  on 
the  weekends.  The  First  City  Safe  De- 
posit Company,  the  new  Manhattan 
facility,  for  example,  will  be  open  to 
boxholders  365  days  a  year,  all  day 
Saturday  and  Sunday  and  16  hours 
each  weekday. 

These  better-than-bankers'  hours 
will  come  in  handy  to  all  sorts  of 
people,  says  Robert  Malina,  co- 
founder  of  First  City.  For  example? 
"Attorneys  and  accountants  who 
must  protect  documents,  travel 
agents  who  keep  supplies  of  airline 
tickets  on  hand,  visiting  businessmen 
and  even  owners  of  expensive  jewelry 
who  don't  like  to  keep  the  stuff  at 
home  when  they're  not  wearing  it." 

A  bonus  to  customers,  he  points 
out,  is  the  big  savings  in  insurance 


premiums  paid  on  valuable  goods.  ' 
piece  of  jewelry  valued  at  S50,000  c 
cost  as  much  as  S  1,400  to  insure  fo 
year  if  kept  at  home,"  Malina  sa; 
"But  in  a  safe  deposit  box,  that  pren 
um  would  be  about  S250." 

Annual  rates  (the  shortest  term 
one  year)  begin  at  S450  for  a  box 
inches  x  10  inches  x  24  inches.  T 
most  popular  size,  Malina  expec 
will  be  10  inches  x  10  inches  x 
inches  (S900) — large  enough  to  he 
jewelry,  records  and  small  collectibli 
On  a  six-year  lease,  rates  will  be  qui 
a  bit  lower. 

Valuables  in  the  facility  will  be  pi 
tected  in  one  of  two  steel-lined  vai 
rooms  built  by  Mosler,  the  compa: 
whose  vaults  protect  the  gold  in  1 
Knox.  A  security  system  designed 
Wells  Fargo  &  Co.  uses  infrared  m 
tion  sensors,  video  surveillance  ai 
silent  alarm  systems. 
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Presenting 
CLASSIC  BLACK 

Your  business  friends  will 
appreciate  gifts  of  new- 
Classic  Black, 
mechanically  guaranteed 
for  a  lifetime.  With  your 

corporate  emblem,  an 
effective  way  to  stimulate 

sales  and  recognize 
employee  achievement. 
Write  on  your  company 
letterhead  for  our 
business  catalog. 


SINCE  1B<46 


A.T.  Cross  Company 
70  Albion  Road,  Lincoln.  RI  02865 


Personal 
Affairs 

The  boxholder  will  gain  access  to 
the  vault  area  only  after  his  identifica- 
tion has  been  confirmed  and  he  has 
correctly  entered  a  code,  known  only 
by  him,  on  a  computer  keyboard.  In- 
side, he  will  be  escorted  by  a  guard  to 
the  box,  which  requires  two  keys  to 
open — one  issued  to  the  boxholder 


and  the  other  held  by  the  facility. 

Safe  deposit  companies  already 
open  around  the  country  include  The 
Vault  Co.,  Atlanta  (404-266-8400),  In- 
ternational Safe  Deposit  Corp.,  Mi- 
ami Beach  (305-674-7233),  One  Safe 
Place,  Dallas  (214-692-5601)  and  the 
Wacker  Drive  Safe  Deposit  Co.,  Chi- 
cago (312-372-7800).— Kevin  McManus 


Loose  ends 

Cocktails  in  flight  are  one  pleasure 
often  somewhat  diminished  by 
having  to  fumble  awkwardly  for  your 
wallet  or  money  clip  while  belted  to 
your  airseat.  Why  not  make  things 
easy  by  selling  drink  coupons  in  ad- 
vance, it  has  been  asked. 

Well,  American  Airlines  is  already 
doing  just  that — and  offering  dis- 
counts on  its  drinks.  Coupon  books 
costing  S 1 5  each,  good  for  in-flight 
cocktails  worth  S20,  can  be  purchased 
by  writing  to  American  Airlines,  P.O. 
Box  61254,  Dallas/Ft.  Worth  Airport, 
Tex.  75261. 

Caribbean-bound  travelers  ought  to 
take  note  of  the  latest  Customs  and 
passport  regulations.  The  limit  on 
duty-free  goods  entering  the  U.S.  is 


$300  for  countries  that  are  not  U 
possessions.  The  exception  in  the  C 
nbbcan  is  the  U.S.  Virgin  Islands,  I 
which  the  limit  is  $600.  A  gallon 
liquor  may  be  brought  in  duty-fr 
from  the  U.S.  Virgins;  from  evei 
where  else  the  limit  is  one  liter.  Tht 
are  no  duties  payable  on  goods  boug 
in  Puerto  Rico,  but  save  your  receip 
to  prove  to  the  IRS  that  you  paid  t 
on  those  goods. 

Passport  regulations  change  ft 
quently,  so  it  never  hurts  to  che 
with  the  consulate  or  embassy  of  t 
country  you  are  visiting  before  taki 
off.  According  to  the  U.S.  State  IT. 
partment,  the  following  passport  reg 
lations  are  now  in  effect. 

•  U.S.  Virgin  Islands  and  Puei 
Rico:  no  passport  required,  but  bri 
identification  such  as  a  driver's 
cense,  voting  registration  card,  bir 
certificate  or  proof  of  naturalizatii 
or  citizenship. 

•  British  Virgin  Islands:  no  passpc 
required  for  stay  of  up  to  six  montf 
but  identification  documents  and 
onward  return  ticket  to  U.S.  may 
requested. 

•  Haiti:  passport  not  required  i 
stay  of  up  to  three  months,  but  iden 
ficatiori  may  be  requested. 

•  Martinique:  passport  required  1 
any  stay  of  more  than  15  days;  f 
fewer  days,  identification  and  retu 
ticket  may  also  be  required. 

•  Bahamas:  passport  not  required 
tourist  who  has  onward  or  return  tic 
et,  plus  identification. 

•  Jamaica:  passport  not  required  f 
stay  of  up  to  six  months  when  comi: 
directly  from  U.S.,  U.S.  Virgins 
Puerto  Rico.  From  anywhere  el; 
passport  required;  return  ticket,  ide 
tification  or  proof  of  sufficient  fun 
to  get  home  may  be  requested. 

•  Dominican  Republic:  passport 
required. 

•  Barbados:  passport  not  requir 
for  stay  of  up  to  six  months;  proof 
citizenship  and  return  ticket  require 

•  Netherlands  Antilles  and  St.  Mi 
tin:  passport  required;  onward  retu 
ticket  or  proof  of  sufficient  funds  f 
stay  may  be  requested.  To  be  sal 
check  first  with  Netherlands  embas 
in  Washington,  D.C.  (202-244-5300; 

•"Grenada:  passport  required. 

•  Trinidad  and  Tobago:  passport 
required. 

•  Mexico:  passport  not  require 
but  tourist  card  and  proof  of  citize 
ship  are  needed.  Tourist  card  is  ava 
able  from  consulate  or  any  airlii 
with  Mexico  on  its  route  system. 

A  tinal  note:  A  passport,  while  n 
needed  in  some  places,  is  an  excelle 
form  of  identification  to  carry. 
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lexaphotocybernetic 

The  Possibilities  are  Endless 


Shutter- Priority: 


t-mode  exposure  control.  The  Canon  A-1  is  one  of  the 

1  versatility  Newer  electronics  world's  most  advanced  automatic 


for  wider  applications. 


exposure  modes  to  achieve  the  re- 
sults you  want: 


SLR  cameras.  Combining  the  finest  in    >  Shutter- Priority:  You  select  the 
optical  and  mechanical  engineering     /    shutter  speed,  to  freeze  the  ac- 
with  the  most  sophisticated  elec-       tion  and  prevent  camera  shake  or 
tronics,  it's  technology  applied  to  give  create  an  intentional  blur.  The  A-1 
you  the  ultimate  in  creative  control.  At  automatically  selects  the  appropri- 
the  touch  of  a  button.  ate  lens  opening. 

Depending  on  your  subject,  you  ^  Aperture- Priority:  Control  the 
can  choose  from  six  independent       C.  area  in  focus  by  selecting  the 

lens  opening  for  the  effect  you  want. 
flt^W  ^^Kfe        The  A-1  matches  with  the  right 

ti^K  /S^^^^&v  speed- 

v  ■£       3  Programmed:  When  you  need 

\yv''       "     \  3  to  shoot  fast,  just  focus.  The 

^^^V  A-1  will  select  both  speed  and  aper- 

-s\Y\  , «  fore  for  great  results. 


V       ^   M 


wre  tor  great  results.  Tnere  are  over  forty  fjne  Canon 

►L/  Stopped-Down:  For  extreme  lenses  ranging  from  Fish  Eye  to 

^  close-up  or  specialized  pho-  Super  Telephoto,  plus  accessories 

tography,  a  bellows,  a  microscope  or  to  meet  every  need.  If  you  can't 

almost  anything  can  be  attached  to  photograph  your  subject  with  a 

the  Arl .  It's  still;automatic.  Canon  A-1,  it  probably  can't  be 

5 Flash:  Totally  automatic  flash  photographed, 
photography,  of  course,  with  a         prom  the  sophistication  of  its 

wide  variety  orCanon  Speedlites  to  LED  viewfinder  display/to  a  rugged- 

choose  from.  ness  that  allows  up  to  five-framer 


wide  variety  of 'Canon  Speedlites  to 
.  choose  from. 

SI  Manual:  Yes-  For  those  times 
when  you  absolutely  want  to 
do  it  all  yourself.  To  experiment.  To 
explore  the  possibilities. 


per-second  motor  drive,  the  Canon 
A-i  represents  an  incredible  tech- 
nology. At  a  price  that  makes 
owning  one  a  definite  possibility. 


Canon '^m 

Canon  USA.  Inc  .  On«  Canon  Pla/a.  Lake  Success.  New  York  11042  -140  Induslfial  Drive,  Elmhurst.  Illinois  6Q1 26  • 
63B0  Peacftlree  Industrial  Blvd  ,  Norcross.  Georgia  30071  •  123  Paulanno  Avenue  Easl,  Cosla  Mesa,  California  92626  • 
Bldg  B-2  1050  Ala  Mjoana  Blvct  Honolulu  Hawaii  96814-- Canon  Canada.  Inc.,  Ontario, 


X)  1981  Canon  U.S.A.,  Inc. , 


Plug  into  Forbes 


Plug  into  Forbes'  outstanding  business  audience.  Advertise 
your  computer,  communications  or  business  equipment 
products  or  services  in  Forbes  Special  Advertising 
Supplements. 

Each  supplement  is  designed  to  CAPTIVATE  and  INFORM 
Forbes'  executive  readers  in  their  decision-making 
responsibilities  in  the  areas  of  personal  computers,  data 
processing,  business  communications  and  equipment  and 
related  topics.  With  compelling  graphics  and 
applications-oriented  text,  these  supplements  will  explain  the 
important  issues  and  offer  advice. 

This  unique  tutorial  approach  offers  a  compatible  and 
highly  positive  editorial  environment  for  participating 
advertisers.  Be  sure  to  include  these  special  supplements  in 
your  advertising  plans  for  1982: 

THE  MICROCOMPUTER  EXPLOSION 

Addresses  the  major  questions  surrounding  the  topic  of 
personal  computing;  including  a  discussion  of  the  major 
microcomputer  vendors,  the  latest  developments  in 
microcomputer  technology  and  how  to  best  put  to  use  this 
revolutionary  information  resource. 
ISSUE  DATE:  April  26  CLOSING  DATE:  March  1 


THE  INFORMATION  INDUSTRY 

A  look  at  how  new  applications  of  information  technology 
are  leading  to  the  fusion  of  the  media,  office  equipment  and 
telecommunications  businesses  into  one  industry 
ISSUE  DATE:  June  21  CLOSING  DATE.  April  26 

THE  AUTOMATED  OFFICE 

This  supplement  will  look  into  technical  trends,  applications, 
major  vendors,  management  strategies  and  the  business 
opportunities  presented  by  the  latest  developments  in  office 
information  systems. 

ISSUE  DATE:  August  30  CLOSING  DATE  July  5 

PRODUCTIVITY 

Presents  management  strategies  for  increasing  productivity 
through  careful  long-range  planning  in  research  and 
development  and  more  efficient  manufacturing  systems. 
A  look  at  computer  assisted  manufacturing  and  robotics. 
ISSUE  DATE  November  8    CLOSING  DATE:  September  13 

For  more  information  on  the  business  market  Forbes 
delivers  and  the  direct  marketing  and  merchandising  support 
provided  participating  advertisers  in  these  special 
supplements,  contact  Arnold  J.  Prlves,  Director  of 
Advertising  Supplements  at  (212)  620-2224. 


Forbes 

Capitalist  Tool 


The  Forbes/ Wilshire  5000  Review 
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rr!  While  arctic  winds  blew  across  much  of  the  coun- 
,  Salomon  Brothers'  Henry  Kaufman  added  to  mves- 
s'  chills  by  standing  behind  his  prediction  of  rising 
erest  rates.  Gains  from  last  fall's  rally  have  melted 
ay,  however,  as  Wall  Street  shows  its  skepticism 
>ut  a  mid-year  economic  rebound.  Recently  released 
;mployment  figures — close  to  postwar  highs— did  little 
warm  shareholders'  hearts. 

n  the  last  four  weeks  the  Dow  fell  2.3%,  but  the  NYSE 
lex  shows  that  the  average  Big  Board  issue  was  off  by 
% — nearly  twice  as  much.  A  look  at  the  broadly  based 
lshire  index  shows  that  the  market  as  a  whole  per- 
med very  largely  in  line  with  the  NYSE  stocks.  Over 


the  most  recent  two  weeks  the  Dow  stocks  again  fared 
somewhat  better  than  other  issues.  While  the  Dow  was 
off  only  0.8%,  the  Wilshire  dropped  2.5%. 

Why  is  the  Dow  performing  so  well?  Winds  of  change 
are  blowing  for  several  of  the  big  capitalization  stocks  that 
make  up  the  30-company  index.  GM,  for  example,  just 
released  several  new  products,  while  Eastman  Kodak  hint- 
ed that  there  is  a  revolutionary  new  camera  in  its  develop- 
ment pipeline.  Recent  antitrust  rulings,  of  course,  will 
have  major  implications  for  IBM  and  Ma  Bell.  So  while  the 
Dow  may  make  some  unusual  moves  over  the  next  several 
weeks,  more  than  ever  it  isn't  likely  to  be  representative 
of  what  is  going  on  in  the  rest  of  the  market. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

ercent  change 

Wilshire 
5000 

Dow  (ones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

n  last  4  weeks 

-4.2 

-2.3 

-4.2 

-3.8 

-3.3 

i  last  52  weeks 

-8.8 

-10.5 

-9.3 

-8.6 

-2.8 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

n  last  4  weeks 

-0.9 

-1.0 

-2.4 

0.0 

-0.7 

1.0 

-1.1 

-1.1 

-3.3 

0.6 

a  last  52  weeks 

1.5 

11.2 

-11.8 

4.7 

7.9 

6.0 

2.3 

5.9 

-3.4 

12.0 

stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low  volatility  issues  are  more  stable, 
quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


te:  All  data  for  periods  ending  1/1/82.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 


WhereThe  Action  Is 


A  durable  sector?  Consumer  durables,  companies  that 
might  benefit  first  from  an  economic  turnaround,  bucked 
a  negative  market  and  racked  up  an  impressive  2.6%  gain. 
Consumer  nondurables  and  services  and  utilities,  mean- 
while, are  tied  for  second-best — even  though  both  sectors 
are  down  0.6%.  Utilities,  in  particular,  were  strong  in 
1981  because  of  their  value  as  interest-rate  plays.  But  if 
rates  are  headed  back  up,  don't  expect  shares  in  these 


high-yield  companies  to  continue  their  upward  move. 

The  energy  sector  took  major  setbacks:  6.8%  over  tw< 
weeks;  10.4%  over  four  weeks.  Analysts  seem  to  be  dis 
counting  the  possibility  of  another  blockbuster  merge 
battle  in  the  near  future.  Transportation  stocks  fell  4.2? 
in  two  weeks.  Deregulation  has  hurt  many  airlines  an 
truckers — to  the  point  that  continued  economic  weaknes 
threatens  the  very  survival  of  several  firms. 


Percent  change  in  last  52  weeks  *\~^  Percent  change  in  but  two  weeks 


Capital  goods 


+  50 


+25 


-25 


2." 
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Energy 


+50 


+25 


Technology 


+50 


+25 


-25 


-1.3 
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Consumer  durables 


+50 


+25 


-25 
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Finance 


+50 


+25 


-25  -1.4 
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Transportation 


+50 


+25 


-25  _4.2 
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Consumer  nondurables  and  service! 


+50 


+25 


-25 


,s  
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Raw  materials 


+50 


+25 


-25 


"I'll  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 


'81 


Utilities 


+50 


+25 


-25  _0.6 
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Note:  all  data  for  periods  ending  1/8/82.  Prepared  by  Wilshiie  Associates,  Santa  Monica,  Calif. 


UPER  BOWL  XVI 
ANUARY  24  ON  THE 
BS  RADIO  NETWORK 

>UR  GREAT  TEAM  WILL  COVER 
HE  NIL'S  GREAT  TEAMS. 
ACK  BUCK Jk  HANK  STRAWS 
RENT  MUSBURGER  M 
DICK  STOCKTON 
RING  YOU  ALL  THE  ACTION, 
OLOIUa&EXCITEMENT. 


» 


BETTER  CATCH  IT! 

AT  3:45  PM  ET* 
ON  MOST  CBS  RADIO  NETWORK  STATIONS. 
CHECK  LOCAL  LISTINGS  FOR  TIME 
AND  STATION. 


*2:45  PM  CENTRAL;  1:45  PM  MOUNTAIN;  1245  PM  PACIFIC. 


Our  competition  presented  one  picture 
of  tlie  Vietnam  veteran. 
We  presented  another. 
His  own. 


In  an  extraordinary  cover  story  that  took  six  mont 
to  complete,  Newsweek  tracked  down  48  surviving  vet 
of  a  single  combat  unit. 

We  listened  as,  11  years  later,  they  talked  about  the 
war  and  its  aftermath. 

It  is  a  remarkable  first-hand  narrative  of  horror, 
bitterness,  and  shame:  an  account  of  experiences  they 
never  forget. 

Written  in  a  way  Newsweek  readers  could  never  fo 


I 


The  Streetwalker 


When  folks  start  purchasing  all  that  Rocky 
Mountain  gas,  who  will  be  there  to  ship  it 
to  market?  Northwest  Energy  Co.,  a  very 
entrepreneurial  utility 


Light  at  the  end 
of  the  pipeline 


nation  of  losses  on  its  low  sulfur  bitu- 
minous coal  in  Colorado.  "If  manage- 
ment takes  a  modest  writedown  on 
this,"  says  Tulis,  "there  could  be  a  fa- 
vorable swing."  He  also  expects  more 
vigorous  exploration  for  natural  gas  re- 
serves. All  that,  of  course,  doesn't  in- 
clude NW's  potential  big  kicker — 
growth  from  the  proposed  S40-odd  bil- 
lion Alaskan  gas  pipel  ine.  If  Northwest 
and  its  13  oil  and  pipeline  company 
partners  can  line  up  financing  this 
year,  Alaskan  gas  could  start  flowing 
by  late  1986  or  early  1987.  That  could 
lead  to  another  doubling  of  NW's  earn- 
ings rate  base  by  1992.  "You're  looking 
at  a  rapidly  growing  company  that  will 


By  Howard  Rudnitsky 


During  the  Eighties,  the  Over- 
thrust  Belt  will  become  a  major 
source  of  natural  gas,  and  as  its 
reserves  come  on  line  they  will  provide 
significant  growth  opportunities  for 
interstate  pipelines.  That  is  especially 
good  news  for  Northwest  Energy  Co., 
which  operates  a  5,990-mile  system 
serving  most  western  states  including 
Washington,  Colorado  and  Utah. 
Northwest,  in  fact,  is  one  of  few  gas 
transportation  operations  in  the  ener- 
gy-rich Rocky  Mountain  region,  a  fact 
not  lost  on  several  sharp-eyed  Wall 
Street  analysts. 

The  Utah-based  company  is 
already  profiting  nicely  from 
existing  pipelines.  It  earned 
about  $4  a  share  last  year  on 
revenues  of  S 1 .4  billion,  a  25% 
gain  over  1980.  Analyst  Law- 
rence Crowley  of  Rotan  Mosle 
estimates  that  per-share  earn- 
ings could  be  up  another  12%, 
to  $4.50  a  share  in  1982. 

Moreover,  five  years  from 
now,  he  and  analyst  Dan  Tubs 
of  Shearson/American  Express 
expect  Northwest  to  come 
close  to  doubling  earnings  on 
its  pipeline  operations.  Ex- 
plains Tulis,  "Northwest's 
rate-base  growth,  which  is 
tantamount  to  earnings 
growth,  will  be  far  superior  to 
most  pipeline  firms." 

Based  on  Northwest's  ex- 
pected S600  million  in  capital 
expenditures  over  the  next  five 
years,  Tulis  anticipates  a  12%- 
to-15%  annual  growth  rate  in 
its  earnings.  Results,  he  feels, 
could  also  be  helped  by  elimi- 


also  be  diversifying  into  exploration 
and  is  very  cheap, "  says  Tulis. 

Just  how  cheap?  At  about  $: 
Northwest  is  selling  at  5  times  19 
earnings,  slightly  below  book  vaiue 
about  S21  a  share,  and  the  compa 
has  21  years  of  gas  reserves — mc 
than  twice  the  industry  average.  St 
if  NW's  reserve  position  and  outlo 
are  so  promising,  why  is  its  price 
low  relative  to  other  pipelines? 

There  is  concern  over  the  Alas 
deal,  for  one  thing.  "If  we  felt  tl 
Alaska  pipeline  financing  won't  con 
through,  we  wouldn't  be  recommei 
ing  the  stock,"  says  E.F.  Hutton  ai 
lyst  Ron  Cassinari.  "That's  becai 
you're  talking  about  an  up-front  : 
vestment  of  $60  million  so  far  for  N 
For  a  company  of  its  size,  it's  r 
something  to  be  taken  lightly." 

Obviously,  since  he  is  recommei 
ing  Northwest,  Cassinari  is  fairly  cc 
fident  the  financing  will  be  nail 
down  this  year.  But  even  if  the  Alas 
deal  were  scrapped — or  reduced 
scope— there  are  others  who  feel 
would  not  be  a  catastrophe  for  Nori 
west.  The  aftertax  cost  would  be  p 
haps  $35  million,  about  10%  of  t 
company's  common  equity  base. 

There  is  another  factor,  howev 
that  also  keeps  Northwest's  multij 
low.  It's  an  infant  compared  wi 
most  pipeline  companies.  NW  w 
born  in  19^4,  as  a  result  of  the  cou 
ordered  divestiture  of  the  Northwf 
division  by  El  Paso  Natural  Gas.  Ins 
tutional  investors  like  lo 
track  records  and  experienc 
managements.  So  they  woi 
because  most  of  NW's  key  < 
ecutives  came  out  of  the 
and  gas  business.  The  b< 
known,  of  course,  is  CEO  Jo; 
McMillian,  who  had  been 
major  shareholder  m  Tippi 
ary  Corp.  This  also  explai 
why  Northwest  owns  1.2  m 
lion  acres  in  the  western  U. 
not  considered  prime  drilli 
territory  when  McMillian  1 
gan  buying  it  in  1975,  but  nc 
thought  promising. 

With  doubts  about  the  Al; 
kan  gas  pipeline  as  well  as 
coal  plays,  smallish  Northwe 
is  hardly  risk-free.  Not  surpr 
ing  that  institutions  own  or 
15%  of  its  stock,  compar 
with  half  for  most  pipehm 
Moreover,  the  yield  on  NV 
stock  is  6%,  a  little  lean  i 
many  big  investors. 

Northwest's  entrepreneur] 
bent,  in  fact,  may  be  more  su 
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;  for  individual  shareholders.  The 
s  family  of  Ft.  Worth,  for  example, 
d  a  13-D  statement  last  fall  indicat- 
ownership  of  over  7%  of  NW's 
res,  with  much  of  the  holding  in 


the  convertible  preferred  issue,  which 
offers  a  10%  yield.  Late  last  year  the 
Basses  sold  some  stock,  but  they  still 
control  5.8%,  leaving  them  as  the  larg- 
est NW  shareholder.  The  Bass  invest- 


ment record,  which  includes  recent 
successes  with  Marathon  and  Sperry 
&  Hutchinson,  looks  very  impressive 
of  late.  Northwest  could  be  another 
winner  in  the  Eighties.  M 


Mobil  can't  buy  one  big  oil  company, 
11  it  go  after  five  little  companies? 


Oil,  oil 
everywhere 


By  Richard  L.  Stern 


f  Mobil  Corp.  really  wants  to 
drill  for  oil  on  Wall  Street,  what 
now,  after  it  has  been  twice  re- 
ed in  attempts  to  take  over  Con- 
and  Marathon?  One  possibility, 
ch  may  not  be  farfetched,  is  the 
i  of  going  after  a  passel  of  smaller 
lpanies,  top-heavy  with  reserves 
hardly  big  enough  to  raise  the  ire 
rustbusters. 

k>  analyst,  of  course,  claims  to 
>w  what  the  $63.7  billion  company 
in  mind.  "I  don't  want  to  be 
ted  on  this,"  says  one  of  The 
:et's  top  oil  experts,  "but  one  runs 
eat  risk  assuming  they'll  do  some- 
ig  logical."  Nevertheless,  there  is 
le  logic  in  Mobil's  pursuit  of  small- 
)il  companies  that  neither  refine 
market,  thus  limiting  the  poten- 
for  legal  roadblocks, 
hat  strategy,  however,  is  very  ex- 
sive.  "It  would  take  five  or  six 


smaller  companies  to  add  up  to  one 
Marathon  in  terms  of  reserves,"  ar- 
gues Warren  M.  Shimmerlik  of  Merrill 
Lynch,  and  the  management  time  and 
expense  of  five  unfriendly  takeovers 
may  well  be  5  times  greater  than  the 
fees  involved  in  moving  against  one 
big  company.  Additionally,  says 
Shimmerlik,  "there  are  lots  of  starry- 
eyed  guys  at  smaller  companies  sit- 
ting there  thinking  they  can  get  enor- 
mous amounts  of  money  for  their  re- 
serves." Indeed,  the  market  today  of- 
ten values  the  per-barrel  reserves  of 
many  smaller  companies  higher  than 
larger  ones. 

Mobil  would  have  bought  14th- 
ranked  Marathon  for  $5  to  $6  a  barrel, 
notes  Tom  Hassen  of  Morgan  Stanley. 
Meanwhile,  30th-ranked  Southland 
Royalty,  which  has  been  asking  for  a 
takeover,  has  gone  begging  at  an  esti- 
mated asking  price  of  $11  to  $12  a 
barrel.  Still,  Barry  Good,  also  of  Mor- 
gan Stanley,  thinks  that  might  not  be 


Where  to  drill  on  Wall  Street 


The  oil  companies  on  this  table  look  particularly  attractive  to  many 
investment  professionals.  They  have  fallen  dramatically  from  their 
pre-oil-glut  highs  and  typically  sell  well  below  breakup  value. 


Company 

Recent 
price 

Breakup 

value 
per  share 

Latest 
EPS 

P/E 

%  decline 
from  high 

ielco  Petroleum 

26'/* 

$74.65 

$4.00 

6.5 

-31.0% 

-nergy  Reserves  Group 

8'/s 

9.80 

d0.05 

NM 

-61.3 

orest  Oil 

27 

70.35 

0.22 

NM 

-34.1 

Jen  Amer  Oil  of  Tex 

36 

65.65 

2.09 

17.2 

-41.0 

abine 

35'/4 

41.60 

2.03 

17.4 

-51.7 

outhland  Royalty 

23'/4 

35.90 

0.68 

34.9 

-70.3 

upron  Energy 

32 

39.90 

0.92 

34.8 

-11.7 

:  deficit.  NM:  Not  meaningful 

Source:  John  S.  Herald  Inc 

a  bad  deal  if  you  believe,  as  he  does, 
that  oil  prices  won't  fall  below  the 
present  $34  a  barrel.  A  straw  in  the 
wind:  Petro-Lewis  officials  estimate 
that  their  recently  announced  $410 
million  cash  purchase  of  producing 
properties  from  Placid  Oil  and  the 
Hunt  family  works  out  to  about  $11 
per  barrel  of  reserves.  Some  small  oil 
producers,  however,  are  selling  both 
below  their  pre-oil-glut  highs  and  well 
below  their  breakup  value  (see  table). 
With  this  in  mind,  Don  Textor  of 
Goldman,  Sachs  says  the  medium-to- 
small-size  companies  "are  starting  to 
become  attractive."  He  also  points 
out  that  "a  few  of  these  smaller  outfits 
are  overextended.  They  might  have  to 
seek  a  partner  because  the  cost  of 
drilling  just  one  well  is  so  expensive." 

There  might,  of  course,  be  buyers 
for  bigger  oil  producers,  too.  Barry 
Sahgal  of  Bache  points  out  that  the 
Marathon  and  Conoco  takeover  fights 
made  it  clear  that  it  isn't  only  oil 
companies  that  want  to  own  oil  re- 
serves. Du  Pont  was  the  Conoco  vic- 
tor, while  U.S.  Steel  was  Marathon's 
white  knight.  So,  potential  buyers 
now  include  Allied  Chemical,  Dow 
Chemical  and  General  Electric. 

The  congressional  attempt  to  block 
Mobil's  bid  for  Marathon,  however, 
provides  an  interesting  insight  into 
the  politics  of  potential  takeovers. 
The  bill  that  deals  with  oil  industry 
mergers  divides  companies  into  three 
groups,  based  on  domestic  oil  and  gas 
production:  the  9  largest,  the  next  31 
and  everybody  else.  "The  language  did 
not  say  that  number  20  couldn't  buy 
number  15,"  says  Adam  Sieminski  of 
Washington  Analysis  Corp.,  a  Bache 
subsidiary.  "So  nothing  would  have 
prevented  Getty  from  attempting  to 
acquire  Phillips  or  Phillips  from  at- 
tempting to  acquire  Amerada  Hess." 
That's  part  of  the  reason  Sieminski's 
colleague  Sahgal  thinks  the  best  po- 
tential values  are  in  medium -size 
companies  like  Amerada  Hess,  Getty, 
Kerr-McGee,  Phillips,  Sun,  Superior 
and  Union  Oil  of  California. 

Who  are  potential  merger  candi- 
dates among  the  smaller  firms?  Sahgal 
likes  Consolidated  Oil  &  Gas,  Forest 
Oil,  General  American  Oil  and  South- 
land Royalty.  Textor  at  Goldman, 
Sachs  thinks  Sabine  is  "a  very  good 
company."  Hassen  at  Morgan  Stanley 
likes  General  American  and  South- 
land as  merger  candidates.  ■ 


The  Money  Men 


The  toughest  lesson  ex-boxer  Jack  Sandner 
ever  learned:  When  trading  commodity 
futures,  you  have  to  roll  with  the  punches. 


A  maverick 
at  the  Merc 


By  Thomas  O'Donnell 


T|  wo  things  make  life  in  com- 
modity "pits"  very  attractive: 
One  is  the  possibility  of  making 
big  money  fast;  the  other  is  the  ability 
to  live  life  your  own  way.  Nobody 
illustrates  this  better  than  Jack 
Sandner,  who  has  just  been  elected 
chairman  of  the  Chicago  Mercantile 
Exchange  for  the  third  year  in  a  row. 

The  wiry,  workaholic  Sandner,  gen- 
erally recognized  as  one  of  the  best 
commodity  traders  in  the  nation,  has 
always  been  a  maverick.  A  tough  kid 
from  Chicago's  South  Side,  he 
dropped  out  of  school  at  14  and  soon 
became  a  top-notch  amateur  boxer — 
racking  up  58  wins  against  just  two 
losses  as  a  fast-moving  featherweight. 
In  those  days  his  career  goal  didn't 
extend  beyond  his  neighborhood:  He 
wanted  to  someday  tend  a  blast  fur- 
nace at  Republic  Steel's  nearby  plant. 

Today,  at  40,  he's  a  self-made  mil- 
lionaire. And  in  addition  to  chairing 
the  Merc,  the  country's  second-largest 
commodity  futures  arena,  he  is  presi- 
dent and  chief  executive  officer  of  Ru- 
fenacht,  Bromagen,  &  Hertz,  a  na- 
tional commodity  trading  firm  with 
30  branch  offices. 

Sandner  began  marching  to  his  own 
drummer  in  1960  when  he  returned  to 
school  instead  of  pursuing  a  pro  box- 
ing career — a  decision  that  surprised 
his  friends  and  his  trainer,  former 
middleweight  champ  Tony  Zale.  "I 
decided  I'd  be  a  lot  better  off  develop- 
ing my  brains  as  well  as  my  muscles, " 
he  says  simply.  After  hitting  the 
books,  Sandner  became  valedictorian 
of  his  high  school  class  and  won  a 
scholarship  to  college.  He  picked  up  a 
bachelor's  degree  from  Southern  Illi- 


nois University,  and  then  worked  his 
way  through  Notre  Dame  law  school. 

One  of  his  first  law  clients  was  the 
wife  of  the  Merc's  then-chairman 
Everette  Harris,  who  had  been  in- 
volved in  a  car  crash.  Harris  was  im- 
pressed enough  with  Sandner 's  perfor- 
mance to  give  him  a  tip:  Invest  in  a 
Merc  seat,  which  then  cost  $80,000. 
That  was  ten  years  ago,  and  Harris 
correctly  predicted  that  the  commod- 
ity markets  were  about  to  boom.  To- 
day, such  a  seat  goes  for  $405,000. 

Again  Sandner  made  up  his  own 
mind,  making  a  decision  that  eventu- 
ally led  to  his  leaving  the  law.  "I  was 
always  willing  to  take  a  chance,"  he 


says.  So  he  borrowed  $80,000  and 
of  curiosity  began  spending  his  lui 
hours  in  the  trading  pits.  Soon  he 
into  the  act  and  won  his  first 
trades.  He  was  wiped  out  on  his  14 
But  since  then  Sandner  has  amassc 
fortune  that  associates  estimate 
well  into  the  millions  by  dealing 
cattle,  gold  and  interest-rate  tutu: 
which  are  contracts  to  deliver  or 
ceive  a  specified  commodity  ai 
specified  time  and  place. 

When  it  comes  to  commodity 
tures,  Sandner  learned  the  hard  v 
that  you  have  to  roll  with 
punches.  "If  you  fight  these  mark 
you'll  get  killed,"  says  Sandner.  "I 
fighting  is  the  toughest  lesson  I've  1 
to  learn." 

Sandner  bases  his  strategy  on  a  c 
servative  mixture  of  technical  ; 
fundamental  analysis.  "Futures  rr 
kets  don't  always  move  as  tl 
should,  so  strict  fundamental] 
sometimes  get  wiped  out,"  he  sa 
"Technicians  usually  live  to  trade 
other  day." 

Sandner  knows  the  danger  well, 
early  1980  the  Hunt  brothers'  for 
into  the  silver  futures  market  also 
set  the  cattle  market.  Cattle  futu 
plummeted,  and  Sandner  was  v 
long  in  cattle  when  the  bottom 
out.  Within  one  week  he  suffered  \ 
sonal  losses  he  terms  "gigantic." 
just  wanted  to  go  into  my  office,  si 
the  door,  put  my  head  in  my  hai 
and  cry,"  he  says. 


Jack  Sandner  at  bis  trading  stand  on  the  floor  of  the  Chicago  Mercantile  Excbang 
"If  you  believe  in  a  free  market,  how  can  you  criticize  us?" 


hat,  of  course,  was  impossible, 
dner  had  just  been  elected  chair- 
i,  one  of  the  youngest  in  the  ex- 
nge's  87-year  history.  He  had  to 
ntain  steady  nerves  and  a  happy 
:.  That  paid  off  when  the  market 
)vered.  He  recouped  his  losses  and 
lined  his  touch. 

ideed,  he's  currently  coming  off 
greatest  success  of  his  career — 
ng  the  cattle  market  all  the  way 
m  during  its  recent  plunge.  It  be- 
this  way:  In  late  summer, 
dner  suspected  that  there  was  an 
rsupply  of  cattle,  so  he  commis- 
led  a  demand  study.  The  conclu- 
i:  While  supplies  were  abundant, 
land  was  at  its  lowest  ebb  since 
8  because  of  very  high  prices  and 
beginning  recession.  So,  Sandner 
in  selling  two  weeks  before  the 
e  began.  As  a  result  RB&H  clients 
e  hedged  against  the  fall.  And  some 
:ulative  clients  made  big  bucks, 
hat's  the  way  it  goes  in  commod- 
>:  You  are  down  one  minute  and 
the  next.  The  reason  is  leverage, 
h  interest-rate  futures,  for  exam- 
a  down  payment  of  just  $1,500 
secure  a  contract  for  delivery  of  $1 
lion  in  bills.  Thus,  a  movement  of 
can  triple  a  trader's  stake  or  wipe 
out.  Obviously,  futures  markets 
treacherous  for  the  unwary  and 
overconfident. 

indner,  however,  successfully 
le  the  move  from  cattle  and  gold 

financial  futures.  How?  "I  be- 
ie  even  more  conservative  because 
market  is  more  volatile,"  he  says. 
:th  interest  rates,  supply  and  de- 
id  is  not  the  only  factor.  An  unex- 
:ed  government  report  or  an 
lomist's  prediction  can  drive  the 
ket  way  up  or  down.  When  things 
gainst  me,  I  get  out  much  quicker 
1 1  do  with  cattle." 
rading  sometimes  takes  an  enor- 
is  toll  on  commodities  profession- 
but  here  again  Sandner  is  one  of 

exceptions.  A  physical  fitness 
,  he  thrives  on  high  pressure  and 
;  hours.  He  arrives  at  his  trading 
d  at  7:30  a.m.  following  a  45-min- 
drive  from  his  spacious  antique- 
d  Victorian  home  in  a  northern 
irb.  After  coming  up  from  the  pits 
vorks  out  in  a  custom-made  gym 
md  his  RB&H  office.  Then  he  puts 
hree  to  four  hours  running  the 
lange,  rarely  getting  home  to  his 
i  and  four  children  before  9  p.m. 
inner  is  usually  just  salad.  Al- 
lgh  Sandner  has  made  millions 
ing  cattle  futures,  he  worries 
at  his  diet  and  rarely  eats  meat.  He 
her  smokes  nor  drinks  and  pops 
mins  constantly. 

)r  relaxation,  Sandner  writes,  of- 


ten until  2  or  3  in  the  morning.  Most- 
ly, he  contributes  articles  to  law  jour- 
nals or  law  textbooks.  He  has  also  just 
completed  a  novel  called  Cure,  a  thrill- 
er about  how  a  cancer  wonder  drug  is 
suppressed.  Two  film  companies,  he 
says,  have  already  nibbled. 

The  book  would  have  been  written 
long  ago  except  for  the  demands  of 
running  the  Merc  during  the  most  tu- 
multuous two-year  period  in  its  histo- 
ry. Sandner's  main  accomplishment 
has  been  to  bring  about  a  controver- 
sial 25%  increase  in  the  number  of 
seats,  from  1,300  to  over  1,600.  Many 
traders  opposed  the  move,  fearing  it 
would  lessen  the  price  of  their  seats 
and  cut  into  profits. 

Sandner  also  made  35  separate  trips 
to  Washington  over  the  past  year  lob- 
bying for  favorable  tax  treatment  for 
commodities,  which  the  Reagan  Ad- 
ministration has  subsequently  ap- 
proved. In  addition  he  lobbied  for  ap- 
proval of  new  contracts,  one  based  on 
the  S&P's  500  index,  the  other  based 
on  Eurodollars.  Futures  in  Eurodollars 
were  approved  and  first  traded  late 
last  year.  The  S&P's  index,  along  with 
equity  indexes  on  other  exchanges, 
are  expected  to  get  the  green  light 


soon.  If  these  contracts  are  all  they  are 
cracked  up  to  be,  the  growth  of  the 
futures  markets — fast  as  it  has  been 
up  to  now — may  only  be  beginning. 

Should  the  little  guy,  however,  be  in 
the  market  at  all?  The  question  makes 
Sandner  bristle,  and  the  ex-fighter 
comes  through:  "If  you  believe  in  a 
free  market,  how  can  you  criticize  us? 
We're  the  freest  market  in  the  world. 
We  also  allow  the  average  man  to  vote 
against  the  inflationary  politics  of  the 
government  and  to  protect  himself 
from  them." 

Since  futures  markets  thrive  on 
volatile  interest  rates,  economic  un- 
certainty and  high  inflation,  suppose 
Reaganomics  works?  Sandner,  per- 
haps surprisingly,  would  like  to  see 
that  happen.  But  he's  not  counting  on 
stability  anytime  soon. 

Money  is  no  longer  a  concern  for 
him,  and  he's  already  cutting  back  on 
his  trading.  "I  think  people  should 
change  careers  every  seven  or  eight 
years,"  he  says.  Many  successful  trad- 
ers talk  of  leaving  the  pits,  but  few 
actually  do  because  the  business  so 
consumes  them.  But  hardly  anyone 
would  be  surprised  if  Sandner  once 
again  proves  to  be  the  exception.  ■ 


The  Money  Men 


The  Great  Lakes  Review  isn't  a  college 
literary  magazine.  It's  Elliott  Scblang's  list 
of  undiscovered  midwestern  growth  stocks. 


Profits  in 
the  heartland? 


By  Lisa  Gross 


It's  a  little  hard  to  imagine 
prospecting  for  growth  stocks  in 
the  suffering  Midwest.  The  re- 
gion, after  all,  has  lost  361,000  manu- 
facturing jobs  in  the  past  ten  years 
and  is  expected  to  lose  another 
500,000  by  1990.  But  Cleveland-based 
Prescott,  Ball  &  Turben  sees  an  oppor- 
tunity to  profit  from  adversity.  Elliott 
Schlang,  a  Prescott  partner,  scouts  for 
investment  opportunities  in  the 
midst  of  this  overall  decline. 


His  selections  appear  in  a  quarterly 
publication,  the  Great  Lakes  Review, 
and  Schlang  admits  it  bucks  the  im- 
age of  the  downtrodden  heartland. 
Still,  the  numbers  are  impressive:  5  of 
the  15  stocks  Schlang  has  unearthed 
since  the  Review's  debut  last  March 
have  gains  of  more  than  25%.  On 
average,  his  stocks  show  gains  of 
13%,  if  investors  bought  and  sold  on 
Schlang's  recommendations. 

Why  can  Schlang,  47,  find  promis- 
ing midwestern  stocks,  while  others 
can't?  "We  know  our  neighborhood 
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companies,"  he  says.  "Our  friends 
work  there,  so  we  have  a  better  feel 
for  what's  exciting."  That  can  pay  off. 
Schlang  caught  Hillenbrand  Indus- 
tries, Inc.  at  36  last  March,  "before 
anyone  but  their  investment  banker 
had  recommended  it,"  he  boasts.  Last 
month,  the  stock  hit  50. 

Not  surprisingly,  Schlang  won't 
touch  the  big,  smokestack  midwest- 
ern  industries  like  autos,  agricultural 
implements  or  even  a  revitalized  tire 
company  such  as  Firestone.  "I 
couldn't  bring  anything  new  to  my 
clients  on  these  stocks,"  he  shrugs. 
Instead,  he  looks  for  obscure  small 
and  medium-size  companies. 

The  Great  Lakes  states  are  chock- 
full  of  such  firms,  he  explains,  because 
of  the  huge  skilled  labor  supply  that 
has  become  available  after  layoffs  in 
heavy  industries.  Where  are  the  new 
jobs?  Often  in  small,  nonunion  com- 
panies. And,  as  Schlang  often  points 
out,  there's  a  large  base  of  private 
midwestem  wealth  that  is  constantly 
shopping  for  entrepreneurial  opportu- 
nities. Talent  pools  at  the  University 
of  Michigan,  Ohio  State  and  Penn 
State,  Schlang  also  feels,  give  the 
Great  Lakes  area  the  makings  of  a 
new  Route  128  or  Silicon  Valley — but 
with  more  diversity. 

The  Great  Lakes  Review;  of  course, 
has  other  investment  criteria  than  lo- 
cation. "The  money  I've  made  per- 
sonally has  been  in  the  medium-size 
entrepreneurial  companies,"  says 
Schlang,  whose  accent  and  hand  ges- 
tures are  reminiscent  of  Jack  Benny 
when  be  talked  about  money.  "The 
people  managing  these  businesses 
have  their  guts  and  their  own  money 
on  the  line,  which  means  their  chips 
are  right  in  there  with  the  investors." 

For  example,  one  of  Schlang's  more 
offbeat  recommendations  was  Co- 
lumbus-based Limited  Stores,  Inc.,  a 
$320  million  (1981  sales)  national 
women's  retailer.  Leslie  Wexner, 
president  and  founder,  still  owns  35% 
of  the  stock.  "Here  we  are  in  a  nega- 
tive retailing  environment.  Every- 
thing you  read  is  negative,"  Schlang 
says,  pointing  out  that  Limited's  sales 
for  the  most  recent  quarter  were  up 
27%  while  earnings  increased  55%. 

What  does  Schlang  look  for  in  a 
company  besides  location  in  the  Mid- 
west and  a  hefty  percentage  of  man- 
agement ownership?  Low  price/earn- 
ings multiples,  a  product  or  service 
that  fills  a  special  market  and  consis- 
tent growth.  "If  a  company  has  two 
good  years  and  two  off  years,  I'm  not 
going  to  try  to  play  the  roller-coaster 
game,"  he  explains.  "The  balance 
sheet  must  be  good,  because  if  the 

tmpany  can't  sustain  its  own  growth 
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Midwestemer  Elliott  Schlang 
Winners  in  the  backyard. 

internally  through  its  cash  flow  and 
above-average  return  on  equity,  then 
something  is  out  of  kilter,"  he  says. 

So  far,  the  1,600  subscribers  to  the 
Great  Lakes  Review,  Prescott's  institu- 
tional and  retail  customers,  should  be 
happy  to  get  Schlang's  insight.  Last 
September,  when  he  recommended 
Liebert  Corp.,  a  $106  million-a-year 
Columbus-based  manufacturer  of  en- 


vironmental and  electrical  contr 
for  computer  rooms,  it  was  selling 
12%  (adjusted  for  December's  3-fo 
split).  By  November  the  stock  was 
to  18.  "The  market  did  nothing,  l 
the  shares  were  up  43%,"  sj 
Schlang,  who  encouraged  readers 
take  profits.  Still,  he  kept  Liebert 
his  personal  portfolio.  "How  ma 
companies  do  you  know  that  grew 
50%  a  year  for  five  years?" 

These  days  Schlang  is  recommei 
ing  Dollar  General  Corp.,  a  retai 
specializing  in  closed-out  and  irrej 
lar  merchandise,  based  in  Scottsvil 
Ky.,  and  two  Cincinnati  compani 
Omnicare,  a  manager  of  hospi 
pharmacies,  and  Carlisle  Corp., 
manufacturer  of  single-ply  roofii 
His  favorite,  however,  is  $375  mill] 
(estimated  1981  sales)  Hillenbrand 
dustries,  Inc.  of  Batesville,  Ii 
"They're  the  dominant  supplier 
caskets,"  he  explains.  In  addition,  Fi 
lenbrand  makes  electronically  cc 
trolled  hospital  beds  and  Americ 
Tourister  luggage.  Schlang  forese 
15%  per  year  earnings  growth  a 
thinks  the  company  is  attractive  at 
current  multiple  of  9  times  earning 

Schlang  knows  regional  resear 
has  drawbacks.  "Love  at  first  sij 
isn't  always  accurate,"  he  says,  "a 
regional  firms  can  fall  blindly  for  th 
companies.  But  I  make  buy  and  s 
recommendations."  ■ 


Statistical  Spotlight 


Like  the  looks  of  utility  stocks?  Then  be  sur 
you  understand  the  new  dividend  reinvest 
rnent  rules.  They  make  some  companie 
particularly  appealing. 

Tax-free  and 
5%  off 


By  Paul  Bornstein 


W1  ant  to  cut  your  tax  bill,  buy 
stock  at  a  5%  discount  and 
latch  on  to  a  good  chance  for 
capital  gains?  Then  take  a  close  look 
at  the  companies  listed  in  this  table. 

Like  most  utilities,  they  offer  rein- 
vestment plans  that  enable  sharehold- 
ers to  take  quarterly  dividends  in 


stock — without  the  expense  of  bi 
kerage  fees — rather  than  in  cash.  In 
attempt  to  help  the  industry  build 
equity  base  and  improve  cash  flo 
moreover,  the  Economic  Recove 
Tax  Act  allows  investors  in  utilities 
exclude  $750  in  annual  dividend  i 
come  ($1,500  on  a  joint  return)  wh 
they  enroll  in  these  plans. 
The  tax  break  isn't  total,  of  cour: 
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er  the  new  law,  shares  purchased 
ugh  these  plans  are  taxed  as  long- 
1  capital  gains,  provided  investors 

them  for  one  year.  For  top-brack- 
vestors,  that's  a  30%  advantage — 
difference  between  the  50%  ordi- 

income  tax  rate  and  the  20% 
tal  gains  rate.  This  benefit  is  all 
more  appealing  from  those  com- 
es that  offer  reinvestment  shares 


at  discounts  below  market  price. 

Consider  how  a  typical  purchase 
might  work.  For  a  couple  to  get  the 
full  $1,500  in  dividend  income,  you 
need  to  buy  750  sr8|£es  of  Northwest- 
ern Public  Service,  which  offers  a  5% 
discount  on  its  dividend  reinvestment 
plan  and  has  a  current  yield  of  14%. 
To  be  conservative,  let's  assume  its 
14'/4  stock  price  doesn't  budge.  At  the 


A  reinvestment  shopping  list 


Each  of  these  49  electric  utilities 
offers  shareholders  a  reinvest- 
ment plan  that  qualifies  for  tax- 
free  treatment  of  up  to  $1,500  in 
dividend  income.  These  compa- 


nies also  offer  shares  to  reinvest- 
ment participants  at  a  discount  of 
5%  below  market — a  prospect 
that  makes  such  stocks  unusual- 
ly attractive. 


52-week 


Indicated 

Recent 

price 

ipany 

dividend 

Yield 

price 

ranpp 

terican  Electric  Power 

$2.26 

13.9% 

16 'A 

18%-15% 

timore  Gas  &  Electric 

2.68 

11.6 

23  Vs 

25%-19% 

ck  Hills  Power  &  Light 

2.16 

9.4 

23 

26'/8-20'/2 

ton  Edison 

2.80 

12.7 

22 

A  1  /        1  A]/ 

24V2— 19Y2 

itral  111  I  lor*. tino 
Hid*  111  l_ilgll  llllg 

1.82 

13.4 

135/8 

15%-12'/8 

Ural  111  Public  Service 

1.44 

13.1 

11 

12Vb-I0 

mmonwealth  Edison 

2.80 

14.1 

1978 

22%-17y4 

troit  Edison 

1.68 

14.8 

11% 

123/4-107/8 

quesne  Light 

1.90 

14.3 

13 14 

14'/8  —  1  1% 

1.44 

14.4 

10 

1 1  Vi—  9% 

rida  Power 

1.80 

11.5 

155/8 

16%-12% 

rida  Power  &  Light 

3.04 

10.3 

29% 

32  -237/s 

tvaiian  Electric 

2.84 

11.4 

25 

26%-20'/2 

nois  Power 

2.48 

12.0 

20% 

21%-16s/8 

la  UlcL  Llgni  ot  rUWcl 

1  79 

1  d  9 

1  9  '/o 

14/4  —  11/8 

<-a-IUinois  Gas  &  Elec 

2.20 

12.2 

18 

18%-15'/8 

!a  Resources 

2.84 

13.1 

213/4 

23%-19% 

isas  City  Power  &  Light 

2.96 

13.5 

22 

243/4-19'/2 

isas  Gas  &  Electric 

2.12 

14.3 

147s 

16'/2-133/4 

isas  Power  &.  Light 

9  9fl 

z.zu 

1  1  Q 

11.7 

1  o  /2 

ig  Island  Lighting 

1.94 

13.7 

14'/8 

157/8-133/4 

lisiana  Gas  &  Electric 

2.22 

12.8 

17% 

187/s-16 

dison  Gas  &  Electric 

1.80 

12.4 

14'/2 

153/4-12 

Idle  South  Utilities 

1.66 

13.1 

12% 

137/s-10% 

inesota  Power  &  Light 

2..  12. 

I  1  Q 

I I  -V 

1  7% 

1  /  /8 

1  QV,    1  s 

iy  /4 — id 

ntana  Power 

2.48 

9.7 

25  % 

36%-24'/4 

ntana-Dakota  Utilities 

2.00 

11.0 

18'/4 

23%-16'/4 

vada  Power 

2.44 

11.2 

213/4 

2274-181/4 

w  England  Elec  System 

2.80 

11.3 

243/4 

267/8-187/8 

tv  York  State  Elec  &  Gas 

2.00 

13.3 

15 

16'/4-137/8 

rthern  Indiana  Pub  Service 

1.50 

13.6 

11 

12%-10'/8 

rthwestern  Public  Service 

2.00 

14.0 

14'/4 

16%-123/4 

io  Edison 

1.76 

15.1 

11% 

13y2-ll 

lahoma  Gas  &  Elec 

1.76 

12.5 

14'/8 

14'/2-12 

inge  &  Rockland  Utilities 

1.68 

12.6 

13% 

14%-11% 

omac  Electric  Power 

1.60 

11.0 

14'/2 

isVz-ilVs 

)lic  Service  of  Colorado 

1.68 

11.8 

14'/4 

15  -123/4 

)lic  Service  of  Indiana 

2.60 

12.8 

20'/4 

22'/2-18l/4 

)lic  Service  Elec  &  Gas 

2.44 

13.6 

18 

20'/8-16'/2 

;et  Sound  Power  &  Light 

1.76 

13.5 

13 

WA-llVi 

ith  Carolina  Elec  &  Gas 

1.82 

12.1 

15 

16  -12V2 

ithern  California  Edison 

3.24 

11.3 

28V4 

30%-227/8 

ithern  Co 

1.62 

13.5 

12 

127/s-107/8 

ithwestern  Public  Service 

1.50 

11.5 

13 

13'/8-10'/2 

CO  Energy 

1.72 

8.6 

20 

223/4-16'/2 

tas  Utilities 

1.88 

9.6 

19% 

22'/8-16'/4 

>consin  Electric  Power 

2.68 

9.8 

27'/4 

29'/4-20% 

>consin  Power  &  Light 

2.08 

10.8 

19'/4 

2iy2-15'/2 

>consin  Public  Service 

1.96 

10.5 

18% 

20'/2-143/4 

end  of  a  full  year,  there  will  be  about 
117  additional  shares,  worth  $1,667. 
Sell  them,  pay  the  maximum  tax  rate 
on  your  capital  gains,  and  you  are  left 
with  an  aftertax  return  on  investment 
of  about  12.5%.  Obviously,  those 
numbers  will  look  far  less  impressive 
if  Northwestern's  stock  price  tum- 
bles. On  the  other  hand,  consider  the 
potential  if  it  zips  back  to  its  1971 
high  of  28 Vs. 

Not  every  reinvestment  plan,  how- 
ever, is  eligible  for  this  special  tax 
treatment.  To  qualify,  a  company 
must  pass  two  key  tests.  Dividends 
must  be  in  the  form  of  newly  issued 
shares  rather  than  repurchases  on  the 
open  market,  and  at  least  60%  of  the 
aggregate  cost  of  depreciable  assets 
purchased  over  the  past  ten  years 
must  be  public  utility  property.  Most 
of  the  companies  that  meet  these  cri- 
teria are  electric  utilities,  but  many 
natural  gas  distribution  companies 
like  NICOR,  Northwest  Natural  Gas 
and  People's  Energy  also  qualify. 

American  Telephone  &  Telegraph 
is  a  major  question  mark.  Currently 
over  25%  of  its  3.1  million  sharehold- 
ers are  participating  in  the  corpora- 
tion's dividend  reinvestment  plan.  In 
August,  however,  AT&T  indicated 
that  payouts  were  not  eligible  for  tax- 
free  treatment  because  of  a  Treasury 
Department  reclassification  of  the 
useful  life  of  its  central  office  equip- 
ment. Divestiture  could  change  this — 
but  only  for  newly  independent  local 
telephone  companies,  which  may 
possibly  have  60%  of  their  assets  clas- 
sified as  public  utility  property. 

The  situation  with  electric  utilities 
is  clearer — and  particularly  attractive 
at  the  moment.  Last  year  utilities  out- 
performed all  other  sectors  in  the  For- 
bes/Wilshire  survey.  "The  market  per- 
formance of  utilities  in  1981  will  con- 
tinue this  year,  because  the 
fundamentals  are  still  good,"  stys 
Gerald  Morgan,  an  analyst  at  Bache. 
State  regulators  are  easing  up,  he  ex- 
plains, at  the  same  time  that  capital 
costs  are  falling  and  operating  costs 
are  coming  under  control.  What's 
more,  the  new  tax  law  is  likely  to 
spark  investor  interest,  reducing  the 
need  for  outside  financing. 

Before  you  rush  off  to  cut  your  tax 
bill,  be  aware  of  these  considerations. 
To  qualify  for  reinvestment  plans,  it  is 
necessary  to  have  shares  registered 
individually.  Avoid  utilities  where 
dividends  are  likely  to  be  considered  a 
tax-free  return  of  capital;  it  isn't  wise 
to  squander  two  tax  breaks  on  one 
investment.  Don't  wait  too  long, 
however:  Paperwork  takes  time,  and 
this  opportunity  is  scheduled  to  ex- 
pire in  1985.  ■ 


SES,  FEBRUARY  1,  1982 


141 


pa* 


HE  WHO  IS  AFRAID 
TO  MAKE  MISTAKES  IS 
AFRAID  TO  SUCCEED. 


Edison,  the  Wright  Brothers,  Alexander 
Graham  Bell.  They  all  made  mistakes  before 
they  reached  their  goals. 

It's  the  same  for  successful  Commodity 
and  Financial  Futures  traders.  For  them, 
being  very  right  once  can  more  than  com- 
pensate for  several  mistakes. 

Successful  traders  follow  the  maxim  of 
"cutting  losses  and  letting  profits  run.'-  They 
strive  to  identify  a  price  movement  and,  if 
right,  stay  with  it.  If  wrong,  to  trade  rapidly. 
Always  according  to  plan,  of  course. 


Central  to  this  strategy  is  a  highly  liquid 
market.  One  with  a  large  volume  of  trad- 
ing. To  allow  easy  entry  to  and  exit  from 
the  market. 

And  at  the  Chicago  Board  of  Trade, 
the  world  s  leading  and  largest  Futures  ex- 
change, that's  precisely  what  we  offer  you. 

If  you  have  the  financial  ability  to  par- 
ticipate in  this  market,  further  exploration 
could  prove  quite  rewarding. 

For  our  information  package  Call  800/ 621  -4641 . 

In  Illinois  800/572-4217.  Or  ask  your  broker. 


§i  Chicago  Board  of  Trade 


Capital  Markets 


MONEY  &  INVESTMENTS 


f  you  think  you  did  poorly  in  bonds, 
hink  again.  Even  long-term  Treasuries 
mtperformed  stocks  last  year. 

CHECK  THE 
WHOLE  PICTURE 


By  Ben  Weberman 


ivesting  in  bonds  only  seems  to  be  a 
lire  way  to  lose  money.  If,  as  you 
hould,  you  measure  an  investment 
y  total  return — the  combination  of 
iterest  or  dividends  and  changes  in 
tie  price  of  the  security — many 
ixed-income  holdings  look  more  at- 
ractive  than  you  probably  think.  Of 
ourse,  it  doesn't  do  much  good  to 
ave  a  security  that  pays  10%  a  year 
mile  the  price  is  falling  15%.  The 
wner  loses  5%  in  the  process.  But  a 
ecurity  that  pays  5%  may  turn  out  to 
e  quite  satisfactory  if  the  price  rises 
0%.  That's  a  handsome  15%  gain. 

Since  bond  prices  rise  as  interest 
ites  fall,  the  price  movement  of 
lost  fixed-income  issues  will  be  fa- 
orable  throughout  1982.  That  was 
ardly  the  situation  in  1981.  Short- 
:rm  and  intermediate-term  inter- 
st  rates  fell  for  most  of  the  year, 
ong-term  yields,  meanwhile, 
limbed  from  January  through  Sep- 
2mber  and  then  started  to  descend. 

What  was  the  bottom  line  in 
;rms  of  total  return?  Ken  Leech, 
ond  analyst  with  First  Boston, 
worked  out  the  1981  numbers  for 
ozens  of  bonds  and  bond  indices, 
ssuming  reinvestment  of  semian- 
ual  interest  at  a  13%  rate.  His  con- 
lusion:  Intermediate-term  securi- 
ies  led  the  pack.  The  ll5/8%  Trea- 
uries  of  1983  turned  in  a  total 
stum  of  11.13%.  Notes  due  in  1990 


en  Weberman  is  economics  editor  of 
orbes  magazine. 


gained  about  4%  to  6%,  while  long- 
term  issues  actually  retreated  as 
much  as  3%  during  the  period. 

If  the  miseries  of  others  make 
your  problems  seem  less  burden- 
some, consider  that  the  total  return 
on  the  Dow  Jones  industrials  fell 
3.46%  in  1981.  The  more  compre- 
hensive Standard  &  Poor's  index  of 
425  industrial  stocks  had  a  total- 
return  erosion  of  6.68%.  Even  those 
laggard  long-term  bonds  did  better. 

For  1982,  however,  the  total  re- 
turn on  long-term  governments  will 
be  as  high  as  22% — if  you  make  the 
reasonably  conservative  assump- 
tion that  yields  on  20-year  Treasur- 
ies will  fall  from  13.25%  to  12%.  A 
double-A-rated  utility  bond  that 
falls  from  the  current  16.9%  to 
14.5%  by  December  will  offer  an 
even  more  handsome  31%  return. 

These  impressive  projections 
come  from  a  team  of  Merrill  Lynch 
analysts  headed  by  Peter  Gold- 
smith. The  group  worked  out  total- 
return  calculations  based  on  a  vari- 
ety of  interest  rate  assumptions  for 
1982.  The  object  wasn't  to  forecast 
rates,  but  simply  to  show  how  rap- 
idly total  return  figures  can  change. 

One  example  involves  Public  Ser- 
vice Co.  of  New  Mexico's  1 7 V2  % 
bonds  due  2011,  which  now  sell  at 
close  to  100.  A  rise  in  market  yield 
to  19.4%  at  year-end  would  send  the 
price  down  to  90,  offsetting  a  good 
portion  of  the  17.9%  interest  and 
reinvestment  yield.  The  total  return 
comes  to  only  4.4%.  If,  on  the  other 
hand,  rates  were  to  fall  to  14.4%  for 
this  type  of  credit,  the  interest  and 
reinvestment  return  of  17.9% 
would  be  enhanced  by  a  substantial 
price  gain  to  121.  The  total  return 
for  the  year  would  be  32%.  Even  a 
price  rise  to  106  produces  a  total 
return  of  20%. 

Where  will  yields  head?  Short- 
term  interest  rates,  currently  13% 


for  1-year,  14.25%  for  10-year  Trea- 
suries and  14%  for  long-term  T- 
bonds,  will  fall  to  10%  for  the  1-year 
range,  11%  for  10-year  and  12%  for 
30-year  Treasury  bonds.  At  12%, 
the  1982  total  return  on  a  long-term 
Treasury  would  be  22%. 

Even  with  that  tempting  proposi- 
tion, however,  it's  worthwhile  to 
look  at  total-return  projections  over 
a  broader  horizon.  William  Helman, 
chairman  of  the  investment  policy 
committee  of  Smith  Barney,  Harris 
Upham  &  Co.  Inc.,  does  just  that.  A 
10-year  Treasury  bond,  for  example, 
that  falls  from  the  current  14.25% 
to  10%  in  two  years  will  have  a  total 
return  of  25%  annually.  Stretch  the 
decline  to  five  years  and  a  10%  end- 
of-period  interest  rate  and  the  total 
return  comes  out  to  17%. 


Big  Steel's  big  borrowing 

Now  that  U.S.  Steel  has  been  able  to 
proceed  with  its  acquisition  of  30 
million  shares  of  Marathon's  com- 
mon, it  will  acquire  the  remaining 
28.7  million  shares  of  the  oil  com- 
pany in  exchange  for  new  deben- 
tures. If  it  proceeds  on  the  basis  of 
current  plans,  for  each  share  of  Mar- 
athon, U.S.  Steel  will  issue  a  new 
discount-priced  note  with  a  par  val- 
ue of  $100,  a  12'/2%  coupon  and  a 
12-year  maturity.  One  arbitrage 
house  is  reportedly  quoting  securi- 
ties, at  a  price  of  70  with  a  yield  to 
maturity  of  about  18.9%. 

The  total  size  of  the  new  U.S. 
Steel  financing  would  come  to  about 
$2.9  billion,  the  largest  corporate 
bond  issue  ever.  Add  bank  loans  and 
other  outstanding  publicly  offered 
and  privately  placed  debt,  and  U.S. 
Steel's  annual  interest  charges  alone 
should  be  well  over  $1  billion. 
That's  a  heavy  weight  for  a  com- 
pany in  two  cyclical  industries — 
steel  and  chemicals. 

Marathon's  earnings  and  cash 
flow  will  help  carry  all  the  debt. 
Marathon's  profits  of  $379  million 
in  1980  should  expand  to  $984  mil- 
lion by  1986,  according  to  company 
estimates.  At  the  same  time,  cash 
flow  will  rise  from  $800  million  to 
$2  billion.  What's  more,  Marathon's 
Brae  Field  should  come  into  oper- 
ation in  1983,  bringing  a  good-size 
earnings  surge.  Until  that  happens, 
however,  U.S.  Steel's  mammoth 
bond  issue  will  sell  at  a  low  price 
and  a  high  yield.  ■ 
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In  a  tax-sheltered  account  you  can  trade 
to  your  heart's  content,  never  worrying 
about  short-  and  long-term  capital  gains. 

THE  USES  OF 
BAD  DECISIONS 


By  Heinz  H.  Biel 


Administration  economists  are  try- 
ing to  convince  the  American  peo- 
ple that  even  hundred-billion-dollar 
deficits  are  not  necessarily  infla- 
tionary or  bad  for  the  country.  To 
me  this  sounds  like  another  dose  of 
voodoo  economics. 

To  be  sure,  if  such  monstrous 
deficits  are  financed  through  the 
savings  of  the  people  rather  than  via 
the  Fed's  money  printing  press, 
there  need  not  be  greater  inflation. 
But  if  the  Treasury,  more  or  less, 
preempts  a  large  portion  of  the  na- 
tion's savings,  whence  is  the  capital 
to  come  that  is  needed  by  the  pri- 
vate sector  of  the  economy,  not  to 
mention  states  and  municipalities? 

Reagan's  tax  cutting  program, 
however  praiseworthy  its  inten- 
tions, went  too  far,  much  farther,  I 
suppose,  than  had  been  planned 
originally.  It  is  questionable,  for  in- 
stance, whether  the  All  Savers  cer- 
tificates did  stimulate  savings.  The 
same  goes  for  the  greatly  liberalized 
IRA  and  Keogh  plans.  Many  people 
simply  transfer  required  funds  from 
their  savings  or  money  market  ac- 
counts to  new  IRA  or  Keogh  ac- 
counts, making  the  contributions  tax 
deductible  and  the  income  earned  on 
them  tax-free.  Dividends  earned  on 
most  electric  utility  stocks  also  were 
made  free  of  income  taxes  up  to 
$  1 ,500  a  year  per  couple,  if  reinvested 


Heinz  H.  Biel  is  a  vice  president  of  the  NYSE 
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in  that  company's  shares.  Was  that 
meant  to  help  the  utilities  or  as  an 
incentive  to  save? 

All  this  cuts  deeply  into  this  fiscal 
year's  tax  revenues,  already  reduced 
by  the  effects  of  the  recession.  But 
probably  the  biggest  revenue  loss 
comes  from  tax-credit  swapping  be- 
tween corporations,  whereby  those 
that  pay  high  taxes  buy  tax  credits 
from  others  that  can't  use  them. 
Was  this  costly  provision  in  the 
misnamed  Economic  Recoreiy  Tax 
Act  of  1981  necessary  or  desirable? 

Now  comes  the  struggle  to  reduce 
the  deficit  by  cutting  spending.  The 
Administration  will  dismiss  a  few 
thousand  federal  employees  and  per- 
haps shave  off  a  few  hundred  mil- 
lions here  and  there,  but  all  of  this 
will  be  painful  and  unpopular,  espe- 
cially in  a  congressional  election 
year.  The  cuts  also  will  be  picayune 
in  relation  to  the  immense  cost  of 
servicing  the  nation's  trillion-dollar 
debt.  A  mere  1%  change  in  the  interest 
rate  equals  $10  billion  a  year. 

Administration  officials  ooze 
confidence  that  interest  rates  will 
come  down  further.  This  may  be 
the  case  for  short-term  money  rates, 
but  the  competition  for  longer-term 
capital  will  be  so  intense  that  a 
worthwhile  decline  is  improbable. 
Capital  expenditures  cannot,  or  at 
least  should  not,  be  financed  with 
bank  loans  or  short-term  paper. 
That's  what  almost  broke  the  back 
of  New  York  City  some  six  years 
ago,  and  look  what  it  did  to  Interna- 
tional Harvester  last  year. 

I  do  not  understand  the  seeming 
nonchalance  with  which  the  Admin- 
istration is  treating  the  huge  deficits 
projected  for  the  next  several  years. 
Under  such  conditions  we  simply 
cannot  afford  tax  benefits  that  are 
little  more  than  indirect  subsidies  to 
savingsinstitutions,  electric  utilities 
and  big  corporations. 


Individual  investors  would  be  stu- 
pid not  to  take  full  advantage  of  the 
tax  benefits  offered  to  them  by  our 
government.  Anyone  eligible  to  set 
up  IRA  or  Keogh  plans  should  do  so 
forthwith.  Income  earned  in  such 
accounts  will  be  tax-free  all  year, 
while  contributions  to  such  plans 
will  be  deductible  from  taxable  in- 
come in  next  year's  tax  return.  Ini- 
tially such  accounts  may  seem  tri- 
fling, but  the  compounding  effect  ol 
tax-sheltered  contributions  and  in- 
come will  make  them  grow  rapidly 
over  the  years. 

Should  you  buy  bonds  or  stocks  foi 
such  accounts?  With  five-to-ten- 
year  Treasury  notes  yielding  bettei 
than  14%  and  high-grade  corporate 
bonds  of  similar  maturities  a  little 
more,  I  consider  bonds  suitable.  Ii 
and  when  the  inflation  rate  rises 
once  again  to  the  two-digit  level,  the 
investment  of  future  contributions 
can  always  be  reconsidered.  Howev- 
er, do  not  let  yourself  be  tempted 
into  "freezing"  the  high  yields  avail- 
able on  longer-term  bonds,  as  some 
advisers  recommend.  Even  ten  years 
can  be  too  long.  Stay  medium-term, 
five  to,  at  most,  ten  years. 

Stocks,  of  course,  are  not  "dollai 
safe,"  as  a  good  bond  is,  where  you 
can  always  count  on  getting  youi 
money  back  at  maturity.  However, 
in  a  tax-sheltered  account  you  car 
afford  to  trade  to  your  heart's  con- 
tent, never  having  to  worry  about 
the  difference  between  short-term 
and  long-term  capital  gains.  Such 
flexibility  is  a  great  advantage.  It 
lets  you  buy  a  deeply  depressed 
stock  for  a  cyclical  upswing,  which 
you  might  never  consider  for  your 
"regular"  investment  account, 
where  the  time  element  is  an  im- 
portant tax  consideration. 

If,  on  the  other  hand,  you  are  an 
innately  conservative  investor  whe 
does  not  like  to  switch  in  and  out  ol 
stocks  to  nail  down  a  quick  profit, 
your  criteria  should  be  as  strict  as 
ever.  The  company  of  your  choice 
should  have  an  important  if  not  lead- 
mg'position  in  its  field,  a  growth  rate 
exceeding  the  inflation  rate,  a  high 
return  on  invested  capital  and,  ol 
course,  sound  finances.  Don't  evei 
buy  stocks  primarily  for  income,  but 
rather  for  a  company's  proven  ability 
to  earn  more  and,  eventually,  pay 
more  in  dividends.  In  future  col- 
umns, as  in  the  past,  I  shall  attempt 
to  select  such  stocks.  ■ 
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The  International  Herald  Tribune  invites  you  to 


 Meet  the  new  

French  Administration 

 February  8  and  99  1982  in  Paris  

The  election  of  Francois  Mitterrand  and  the  subsequent  Socialist  victory  in  the  French 
parliamentary  elections  clearly  mark  an  important  turning  point  for  the  French 

economy. 

With  the  cooperation  of  the  new  Socialist  government,  the  International  Herald  Tribune 
has  organized  a  conference  designed  to  help  senior  executives  of  foreign  companies  judge 
how  the  new  administration's  policies  will  affect  their  company's  activities  and 

investment  in  France. 

Prime  Minister  Pierre  Mauroy  will  open  this  meeting  on  "New  French  Economic 
Policies,"  to  be  held  February  8  and  9  at  the  Intercontinental  Hotel  in  Paris. 

The  program  will  include  presentations  by  Jacques  Deiors,  Finance  Minister;  Michel 
Jobert,  Minister  of  Foreign  Trade;  Michel  Rocard,  Minister  of  Planning  and  Regional 
Development;  Nicole  Questiaux,  Minister  of  Social  Policy;  Pierre  Dreyfus,  Minister  of 
Industry;  Andre  Chandernagor,  Minister  delegated  to  the  Minister  of  Foreign  Affairs,  in 
charge  of  European  Affairs;  and  Laurent  Fabius,  Minister  delegated  to  the  Finance 
Minister,  in  charge  of  the  Budget,  as  well  as  Jacques  Attali,  Special  Counsellor  to  the 
President;  Bernard  Attali,  President  of  D.A.T.A.R.,  the  French  government's  regional 
development  agency;  Christian  Goux,  Chairman  of  the  Economic  and  Finance 
Committee  of  the  National  Assembly,  and  other  senior  government  officials. 

Additional  insights  on  various  aspects  of  doing  business  in  France  will  be  provided  by 
Andre  Bergeron,  Secretary  General  of  the  "Force  Ouvriere"  trade  union,  by  a  panel  of 
French  and  foreign  bankers  and  by  a  panel  of  industrialists.  The  latter  will  include: 
Rodolph  Boniface,  Chairman  of  Ford  France;  Jean  Gandois,  Chairman  of  Rh&ne- 
Poulenc;  Jean-Luc  Lagardere,  Chairman  of  Matra;  Bernard  Lathiere,  President  of 
Airbus  Industries,  and  Yves  Ragougneau,  President  of  Sony  France. 

Each  presentation  will  be  followed  by  a  question  and  answer  period,  and  simultaneous 
French- English  translation  will  be  provided  at  all  times. 

To  register  for  this  exceptional  international  conference, 
please  complete  and  return  the  registration  form  below  today. 


CONFERENCE  REGISTRATION  FORM 

turn  to:  International  Herald  Tribune  Conference  Office, 

181  Avenue  Charles-de-Gaulle, 

92521  Neuilly  Cedex,  France. 

Or  telephone:  747.12.65.  Telex:  612832. 
:ase  enroll  the  following  participant  for  the  conference  to  be 
Id  February  8  and  9,  1982  in  Paris. 


rst  Name 
sition 


impany   

Idress  

ty/ Country  

lephone  Telex  

rticipation  fee:  F.F.  5,500  per  person  (plus  17.6%  VAT  for 
pstrations  from  France)  or  equivalent, 
nference  documentation  will  include  a  copy  of  the  1982  edition  of 
:  French  Company  Handbook,  the  only  English  language  guide  to 
inch  companies. 

Please  invoice  □  Check  enclosed 

es  are  payable  in  advance  of  the  conference, 
es  will  be  returned  in  full  for  any  cancellation  that  is  postmarked  on 
before  January  22.  After  that  date  a  cancellation  fee  of  F.F.  1,000 
J  be  incurred.  Cancellations  received  by  the  organizers  less  than  5 
ys  before  the  conference  will  be  charged  the  full  fee. 


HOTEL  REGISTRATION  FORM 

Return  to:  The  Intercontinental  Hotel 

International  Herald  Tribune  Conference 
3  Rue  de  Castiglione 
75040  Paris  Cedex  01. 
Telephone:  260.37.80.  Telex:  220114. 

A  block  of  rooms  has  been  reserved  for  participants  at  prefer- 
ential rates  on  a  first-come,  first-served  basis.  Reservations 
must  be  received  by  January  25  on  this  coupon. 

□  Single    (F.F.  670  per  night,  tax  and  service  included) 

□  Double  (F.F.  810  per  night,  tax  and  service  included) 

Surname  

First  Name  

Position  

Company  

Address  

City/Country  

Telephone  Telex  

Date  of  arrival:   

Approximate  hour:  

Date  of  departure:   

Enclosed  please  find  a  check  for  F.F  or 

the  equivalent  for  the  first  night's  stay. 
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By  the  Sixties  un-American  attitudes  had 
become  fashionable — among  Americans. 

"IF  IfS  AMERICAN, 
IT  MUST  BE  BAD" 


By  Srully  Blotnick 


I  would  like  to  talk  about  patrio- 
tism. Old-fashioned,  pride-in-Amer- 
ica  patriotism.  This  country  did  a 
complete  about-face  in  less  than 
two  decades:  In  the  early  Fifties  it 
was  mandatory  to  love  your  coun- 
try; by  the  late  Sixties,  voicing  un- 
American  attitudes  was  very  fash- 
ionable among  educated  and  afflu- 
ent Americans.  The  only  people 
driving  around  with  bumper  stick- 
ers that  read:  "America,  Love  It  or 
Leave  It,"  were  rednecks.  Patrio- 
tism was  now  considered  low  class. 

What  has  this  got  to  do  with  busi- 
ness: Plenty.  With  the  ebbing  of 
patriotism,  the  attitude  of  the 
American  consumer  toward  goods 
manufactured  in  the  U.S.  turned  de- 
cisively- negative.  Americans  not 
only  sneered  at  America,  they  began 
to  sneer  at  American  products. 

How  did  they  evidence  their  con- 
tempt: By  demonstrating  a  clear 
preference  for  imports.  American 
consumers  told  me  repeatedly  that 
"anything  made  abroad  is  better." 

Here  is  one  of  many  experiments 
I  performed:  Taking  two  identical 
pieces  of  RCA  electronic  equip- 
ment, I  pried  the  label  off  one  piece 
and  replaced  it  with  a  Sanyo  label.  I 
asked  900  people  to  compare  the 
two  pieces.  More  than  76%  told  me 


Dr.  Srully  Blotnick  is  a  research  psychologist 
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that  the  "Sanyo"  was  superior. 

In  time,  the  attitude  that  "foreign 
is  better"  became  a  self-fulfilling 
prophecy.  American  manufacturers 
were  being  deprived  of  the  single 
most  important  thing  their  custom- 
ers can  give  them — a  chance.  With 
consumer  receptivity  at  a  low  level, 
there  was  little  incentive  for  U.S. 
firms  to  invest  in  new  plant  and 
equipment  or  to  upgrade  and  update 
their  product  lines.  The  field  was 
wide  open  to  foreign  firms  but  near- 
ly closed  to  domestic  ones. 

Soon  the  sheep  mentality  took 
over:  The  sheer  number  of  people 
doing  something  became  the  justifi- 
cation for  others  to  do  it  too. 

In  the  next  step  of  the  RCA- 
"Sanyo"  comparison,  I  finally  con- 
fronted the  consumers  in  my  sam- 
ple with  the  truth:  The  two  items 
were,  in  fact,  identical.  The  vast 
majority  still  insisted  that  goods 
made  in  Europe  or  Asia  were  superi- 
or to  those  made  in  the  U.S.  Why-' 
The  typical  reply  was:  "Because  our 
workers  are  sloppy  and  indifferent, 
whereas  German  and  especially  Jap- 
anese workers  are  like  machines, 
robots." 

Are  they  really:  Japanese  and 
American  social  scientists  who 
have  spent  years  carefully  studying 
Japanese  workers  on  the  job  dismiss 
this  as  a  myth. 

Others  insist  that  Japan's  eco- 
nomic success  has  been  a  conse- 
quence of  a  "strategy."  That  is  false. 
In  fact,  if  anybody  had  a  strategy,  it 
was  the  U.S.  What  was  it*?  We  were 
determined  to  keep  Japan  and  Ger- 
many from  ever  again  becoming  a 
threat  to  us  militarily. 

In  return  for  its  attack  on  Pearl 
Harbor,  we  had  bombed  Japan  into 
economic  and  military  infancy.  We 
wanted  it  to  stay  that  way  militari- 
ly, so  we  encouraged  the  Japanese  to 
devote   themselves   to  consumer 


electronics,  while  we  concentrate 
on  defense  and  industrial  electron 
ics.  We  wanted  mischievous  chil 
dren  to  play  with  toys,  not  weapons 

It  is  time  for  us  to  realize  hov 
much  subconscious  paternalisn 
there  has  been  for  decades  in  ou 
attitude  toward  Japanese  economii 
development.  The  time  has  come  t( 
end  that  paternalism  and  realize  w< 
are  dealing  with  a  determined  eco 
nomic  rival,  not  a  child  we  mus 
indulge  and  placate.  We  no  longe 
have  to  pacify  Japan. 

Specifically,  what  that  means  i: 
this:  Japanese  government  and  cor 
porate  officials  have  become  ex 
traordinarily  skilled  at  saying:  "Yes 
of  course,  we  recognize  that  wi 
have  to  do  something  about  ou 
trade  surplus" — and  then  doinj 
nothing. 

We,  therefore,  must  insist  tha 
the  Japanese  market  become  ai 
open  to  exported  U.S.  goods  as  th< 
American  market  long  has  been  t( 
Japanese  goods.  If  the  Japanese  d( 
not  make  broad  concessions  on  thi: 
front  quickly,  it  is  essential  for  us  t< 
retaliate.  It  is  no  longer  appropnati 
for  the  child  to  grow  at  the  parent': 
expense. 

There  is  an  enormous  appetite  ii 
Japan  for  American-made  products 
particularly  among  the  young.  Tha 
demand  is  going  unmet  thanks  to  ; 
wide  variety  of  import  barriers  tc 
goods  made  in  the  U.S. 

We  were  willing  to  allow  such  lop 
sided  practices  because  we  wantec 
the  Japanese  economy  to  rebuild  it 
self — by  itself,  if  possible — while  w< 
concentrated  on  helping  a  war-dev 
astated  Europe.  Now  we  must  b< 
given  the  chance  to  tap  the  marke 
Japan's  independent-minded  young 
sters  provide,  just  as  Japan  mad( 
good  use  of  ours. 

For  more  than  three  decades 
smaller  countries  around  the  work 
have  acted  in  a  hostile  mannei 
toward  the  U.S.,  and  we  have  don< 
nothing  about  it.  Many  people  botr 
here  and  abroad  have  drawn  the 
wrong  conclusion  from  these  event: 
in  conjunction  with  our  current  eco 
nomic  woes:  They  have  concludec 
that  we  are  through,  on  our  way  tc 
becoming  another  England,  a  declin- 
ing power  whose  period  of  greatness 
has  passed. 

Don't  bet  on  it.  You  have  to  be 
very  strong  to  let  the  weak  get  away 
with  pushing  you  around.  ■ 
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yhe  cash  market  for  lumber  may  not 
decline  much  further,  and  futures,  in 
anticipation  of  the  improved  outlook, 
tay  begin  to  strengthen  some. 

LUMBER  LOOKS  UP 


Housing  starts  are  the  key 

If  housing  starts  can  advance  even  a  modest  amount, 

then  lumber 

prices  can 

start  to  crawl  out  of  the  tank. 

1981 

1982 

fourth 

first 

—  1982  second  quarter  — 

quarter 

quarter 

Case  1 

Case  2 

Housing  starts* 

0.87 

0.87 

1.4 

1.1 

Lumber  usaget 

6,760 

6,450 

9,400 

8,420 

Mill  stockst  (end 

of  period) 

4,337 

4,200 

4,050 

4,150 

Usage/stocks  ratio 

1.61 

1.49 

2.32 

2.03 

Futures  price  range**  i 

5140-5160 

5153-5181 

5195-5238  5 

181-5221 

'In  millions  of  units  (annualized),  tin  millions  of  board  feet. 

"Prices  are  estimated,  except  for 

1981  fourth  quarter,  and  are  expressed  in  d< 

liars  per  1.000  board  feet. 

ed,  causing  lumber  stocks  to  stabi- 
lize or  decline.  The  price  range 
would  be  revised  downward  should 
the  reverse  happen. 

The  next  major  move  in  lumber 
prices  will  probably  be  upward,  as 
the  downside  potential  appears 
limited.  However,  before  such  a 
move  can  take  place,  the  following 
events  will  have  to  happen:  1)  Eco- 
nomic conditions  must  improve 
somewhat;  2)  mortgage  rates  will 
have  to  fall  about  three  percentage 
points  and  stay  there  for  several 
months;  and  3)  housing  starts  must 
return  to  an  annual  rate  of  at  least 
1.1  million  units. 

The  table  shows  two  possibilities 
for  the  second  quarter  of  1982.  Ob- 
viously, Case  2  is  more  likely  than 
Case  1.  At  any  rate,  the  data  seem 
to  indicate  more  upward  potential 
than  downside  risk. 

If  interest  rates  continue  on  the 
fitful  downward  decline,  aggressive 
traders  may  wish  to  consider  buying 
the  July  lumber  futurescon tract.  Less 
aggressive  traders  might  wait  for  sev- 
eral more  months  of  data  on  housing 
starts.  I  would  try  to  buy  the  July 


By  Stanley  W.  Angrist 


amber  prices  have  been  in  the 
mk  for  a  number  of  months.  And  is 
any  wonder?  Record  high  mort- 
ige  rates  have  caused  housing 
arts  and  sales  of  new  homes  to 
ummet;  residential  housing  starts 
xount  for  the  largest  part  of  lum- 
:r  usage. 

Shearson/American  Express  Inc. 
cently  prepared  a  report  on  the 
jtlook  for  lumber  that  outlines 
)th  the  prospects  and  problems  for 
itures  prices.  The  key  to  making 
>od  forecasts  of  the  demand  for 
imber  is  to  make  good  forecasts  of 
musing  starts.  Historically,  the 
:ar-to-year  change  in  housing 
arts  can  account  for  65%  to  80% 
the  fluctuation  in  lumber  usage. 
It  will  come  as  no  surprise  that 
Dusing  starts  have  tanked  in  the 
ist  year.  Starts  for  the  August 
trough  October  period  were  down 
5%  from  the  same  period  in  1980, 
id  the  outlook  for  starts  in  the 
iming  months  is  bleak.  Housing 
arts  on  a  seasonally  adjusted  basis 
ere  871,000  for  November,  which 
as  just  about  as  expected.  Studies 
construction  statistics  reveal  that 
le  trough  of  the  housing  cycle  oc- 
lrs  about  five  months  after  the 
;ak  in  mortgage  rates.  This  sug- 
:sts  that  the  bottom  in  starts 
lould  occur  in  the  October  to  Feb- 


inley  W.  Angrist  is  a  professor  at  Carnegie- 
Hlon  University  and  the  author  of  Sensi- 
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ruary  period. 

Based  on  Shearson's  expectations 
for  housing  starts  for  the  first  quar- 
ter, it  is  believed  that  usage  in  the 
first  quarter  of  1982  will  be  about  65 
billion  board  feet,  down  24%  from 
the  first  quarter  of  1981. 

The  price  forecasting  model  used 
is  based  to  a  large  extent  on  the 
ratio  of  usage-to-stocks  for 
softwood  lumber.  Shearson  expects 
the  ratio  to  be  around  1.61,  comput- 
ed on  1981  ending  figures.  This 
would  be  down  from  2.1 1  at  the  end 
of  1980,  and  the  lowest  year-end 
ratio  since  1974's  1.58.  Shearson  ex- 


pects the  ratio  to  sink  to  around  1.5 
by  the  end  of  the  first  quarter  of 
1982,  which  would  be  the  lowest 
value  since  1963. 

The  usage/stocks  ratio  has  been 
found  to  be  a  good  predictor  of  cash 
lumber  prices.  The  estimated  ratio 
of  1.50  for  the  first  quarter  of  1982 
translates  into  a  cash-price  range  of 
$144  to  $169  per  1,000  board  feet 
through  early  March.  This  would  in- 
dicate that  the  March  lumber  con- 
tracts should  trade  in  the  range  of 
$153  to  $181  through  early  March. 
This  range  would  be  revised  upward 
if:  1)  the  housing  outlook  for  the 
final  quarter  improves,  or  2)  produc- 
tion cuts  are  sharper  than  anticipat- 


contract  under  $  1 75,  and  I  would  risk 
no  more  than  $6  ($780  per  contract) 
from  my  entry  point.  The  margin  on 
these  trades  would  be  about  $1,500 
and  the  round-turn  commission  $70. 
I  would  look  for  a  profit  of  at  least  $20 
($2,600  per  contract). 

A  more  conservative  approach 
would  be  to  buy  the  July  contract 
while  selling  the  March  contract, 
with  July  at  about  a  $15  premium. 
The  margin  on  this  spread  is  $750. 
The  round-turn  commission  is 
about  $100.  I  would  risk  no  more 
than  $3  ($390  per  contract)  on  this 
spread  from  my  entry  point  and  I 
would  look  for  a  $10  profit  ($1,300 
per  contract).  ■ 
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An  early  recovery  in  the  economy  woul 
spell  disaster  for  the  bond  market. 

HEADS  WE  LOSE, 
TAILS  WE  LOSE 


By  Ashby  Bladen 


fame 


Whatever  may  happen  to  short- 
term  rates,  there  really  is  not  too 
much  room  for  long-term  interest 
rates  to  decline  in  this  country. 
Most  people  will  be  surprised  by 
how  low  the  rate  of  inflation  turns 
out  to  be  in  1982,  but  despite  this, 
the  real  rate  of  interest  on  long-term 
loans  will  be  extremely  high.  That 
spells  trouble  for  a  lot  of  interest- 
sensitive  areas  in  our  economy  and 
is  potentially  disastrous  for  finan- 
cial institutions  that  have  invested 
short-term  liabilities  in  long-term 
assets.  It  also  has  serious  implica- 
tions for  the  real  economy. 

First,  let  me  go  over  the  reasons 
long-term  interest  rates  are  unlikely 
to  fall  much  further  than  they  al- 
ready have.  For  one  thing,  after  a 
decade  and  a  half  of  worsening  infla- 
tion, everybody  has  caught  on  to 
what  constantly  rising  prices  do  to 
the  value  of  long-term  financial 
claims  such  as  bonds  and  mort- 
gages. By  now,  nobody  is  willing  to 
make  a  long-term  loan  just  for  the 
interest  income.  People  are  still 
willing  to  buy  bonds  for  capital 
gains  when  they  think  that  interest 
rates  will  come  down  because  the 
country  is  entering  a  recession. 
That  was  the  reason  for  the  bond 
market  rally  last  fall.  If  it  becomes 

Ashby  Bladen  is  senior  rice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  a)id  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


clear  that  the  economy  is  botto 
ing  out  before  absolutely  convinc 
anti-inflationary  policies  have  b< 
adopted,  look  out  below!  I  am  c 
tain  that  that  extremely  likely  co 
bination  of  events  will  produce  n 
peaks  in  interest  rates. 

I  mentioned  in  an  earlier  colui 
that  I  believe  that  Office  of  M 
agement  &.  Budget  Director  Da 
Stockman's  ruminations  in  the  I 
cember  issue  of  Atlantic  magaz 
constitute  a  policy  crisis  for  | 
Administration.  If  you  put  th 
together  with  the  memorandi 
entitled  "Avoiding  a  GOP  Econo 
ic  Dunkirk"  that  he  and  Rep 
sentative  Jack  Kemp  wrote 
President-elect  Reagan  a  year  a 
it  becomes  clear  that  Stockman 
lieves  that  current  policies  will ; 
avoid  what  I  would  prefer  to  cal 
financial  Dunkirk.  I  agree  w 
Stockman.  President  Reagan  v 
elected  on  a  wave  of  popular  rev 
sion  against  inflation,  and  his  i 
ministration  has  the  best  oppor 
nity  to  break  the  inflation  sii 
Eisenhower's.  But  its  present  p( 
cies  will  not  do  it  without  e\ 
more  of  a  financial  crisis  than 
really  necessary. 

The  basic  cause  of  inflation 
simply  excessive  borrowing  a 
spending.  We  need  enou 
bankruptcies  and  loan  losses 
scare  us  back  into  permanent  p 
dence  with  respect  to  borrowi 
and  lending.  Unfortunately,  exc 
sive  and  inflationary  governm< 
borrowing  and  spending  is  more 
less  impervious  to  anything  exc< 
a  severe  crisis.  The  latest  fede 
budget  deficit  estimates  and  the 
nancing  need's  of  the  off-bud] 
agencies  add  up  to  a  federal  borro 
ing  requirement  of  a  couple  of  hi 
dred  billion  dollars  in  fiscal  191 
and  again  in  1984.  If  it  appears  tl 
the  burdens  of  financing  an  e< 
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nic  expansion  are  going  to  be 
)erimposed  on  top  of  that,  the 
id  market  will  collapse  even 
ire  completely  than  it  did  last 
nmer.  Indeed,  every  release  of  an 
•nomic  statistic  that  can  possibly 
misinterpreted  as  meaning  that 
downturn  is  not  getting  worse 
es  the  bond  market  the  shivers, 
have  several  reasons  for  believ- 
that  the  rate  of  price  increases 
1982  will  be  surprisingly  low:  My 
ssstimate  is  6%  on  the  Consumer 
ce  Index.  The  main  reason  is  that 
nany  people,  businesses  and  gov- 
ments  have  now  become  overin- 
tted  and  need  to  raise  funds  that 
re  is  more  than  a  hint  of  defla- 
i  in  the  air.  For  example,  some 
exporting  countries  are  cutting 
ir  prices  because  they  have  to 
.  oil  to  pay  their  debts.  And  busi- 
ses  with  excessive  investments 
inventories  will  have  to  do  the 
le.  Also,  workers  at  some  trou- 
d  companies  are  deciding  that 
y  would  rather  have  a  job  at  a 
lewhat  lower  wage  than  no  job 
i  higher  one. 

"here  is  one  result  of  high  inter- 
rates  that  Americans  are  not  ac- 
tomed  to  thinking  about.  High 
is  attract  money  from  abroad 
I  hold  the  foreign  exchange  value 
the  dollar  above  the  level  that 
nmercial  considerations  would 
tate.  That  is  why  Americans  are 
ring  German  and  Japanese  cars, 
ile  Detroit  is  virtually  shut 
vn.  Our  habit  of  thinking  about 
American  economy  as  a  closed 
tern  is  a  fallacy  that  is  having 
idily  more  serious  consequences. 
>orts  and  exports  have  doubled  as 
;rcentage  of  our  industrial  prod- 
during  the  last  decade.  Since  in- 
:st  rates  are  likely  to  remain 
h,  a  poor  balance  of  trade  is  likely 
3e  a  nagging  problem.  Overall,  I 
not  expect  the  dollar  to  weaken 
ch  in  the  near  future, 
'he  consensus  forecast  is  that  the 
cuts  will  cause  the  economy  to 
't  to  grow  again  in  the  second 
E  of  the  year.  I  suspect  that  the 
il  of  long-term  interest  rates  will 
ve  to  be  a  greater  burden  than 
st  economists  are  allowing  for, 
that  the  recovery  will  be  either 
*gish  or  delayed,  or  both.  But  if 
consensus  forecast  turns  out  to 
right  and  the  economy  recovers, 
bond  market  will  be  a  good  place 
tay  away  from.  ■ 
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Herewith,  some  familiar  family  problems 
and  what  can  be  done  about  them.  « 


THE  SON-IN-LAW 
AS  ENTREPRENEUR 


By  John  Train 


An  energetic  but  inexperienced  son- 
in-law  can  sometimes  chew  up  a 
family  fortune  as  fast  as  taxes  or 
inflation.  What  should  a  family  of 
means  do  if  a  daughter  (or  a  son,  for 
that  matter)  gets  involved  romanti- 
cally with  someone  who  is  more 
charming  than  substantial?  It's  a 
very  common  problem  and  often  ex- 
ceedingly costly. 

In  the  older  version  of  the  story  it 
was  often  a  professional  titled  play- 
boy-sponger, who  worked  the  Riv- 
iera-Nassau beat  and  took  one  heir- 
ess after  another  for  a  million  here 
and  a  million  there.  At  the  end  of 
his  career,  reduced  to  lonely  65- 
year-olds,  he  would  do  away  with 
himself  via  a  car  crash  or  alcohol. 

On  the  contemporary  scene  mis- 
alliances come  in  both  domestic 
and  imported  versions.  Let's  start 
with  the  imported  model.  The 
young  man  is  from,  let  us  say,  a 
respectable  but  poor  family  of  Na- 
ples or  Bogota,  and  has  received  his 
education  in  America.  His  polished 
charm  has  lots  of  appeal  to  the 
daughter  of  a  small-town  business- 
man. After  a  while,  they  set  up 
housekeeping  together  and  may  get 
married.  She  hopes  that  with  her 
money  and  his  savoir  vivre  and  flair, 
life  will  be  a  long  honeymoon. 


John  Train  is  president  of  Train,  Smith.  In- 
vestment Counsel.  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


Perhaps  they  move  to  an  island  in 
Maine  or  the  Caribbean,  or  off  to 
Tuscany  or  Guadalajara.  Later, 
though,  cabin  fever  sets  in.  You 
can't  spend  every  day  planning  pic- 
nics or  dabbling  in  photography.  (In- 
deed, it  has  been  rightly  said  that 
the  only  thing  you  can  do  for  eight 
hours  a  day  is  work.)  The  young 
man,  looked  down  on  by  the  coun- 
try club  grandees,  becomes  restless. 

Pretty  soon  the  local  wheeler- 
dealers  start  circling  overhead.  The 
husband  is  pushed  into  setting  him- 
self up  as  a  professional  capitalist 
with  his  wife's  money.  The  dining- 
room  table  becomes  covered  with 
stacks  of  schemes  and  propositions, 
and  our  young  friends  have  an  inter- 
esting new  social  life  as  the  younger 
businessmen  of  the  place  seek  suit- 
able lures  to  get  the  fish  to  bite. 

When  the  girl's  mother  comes  to 
call  she  is  impressed  by  the  impor- 
tant circles  in  which  her  daughter 
and  son-in-law  are  moving  and  the 
consideration  with  which  they  are 
received  at  the  vineyard  or  marina 
in  which  her  daughter's  money  has 
bought  an  involvement.  She  admits 
that  her  son-in-law  seems  essential 
to  her  daughter's  happiness,  even 
though  she  wishes  he  would  get  a 
real  job. 

Alas,  in  three  or  four  years  comes 
the  day  of  reckoning.  The  deals  start 
floundering,  and  the  sponsors  turn 
out  to  be  on  the  take.  The  whole 
collection  of  wormy  investments  is 
turned  over  to  a  local  law  firm  to  be 
worked  off  as  well  as  possible.  The 
couple's  relationship  decomposes. 
She  returns  to  her  family  several 
hundred  thousand  dollars  poorer.  He 
tries  business  school. 

One  consolation  is  that  the  bulk 
of  the  family  fortune  has  not  been 
touched,  only  those  assets  that  be- 
long to  the  daughter. 

In  the  all-domestic  variation  of 


this  tableau,  the  daughter  of  a  ricl 
family  marries  a  debonair  socia 
stockbroker  who  plies  his  trade  ii 
Palm  Beach,  Southampton,  Lo 
Angeles  or  wherever.  Here  th 
young  man  does  know  more  o 
less  what  he  is  doing,  but  since  h 
hasn't  the  experience  to  distin 
guish  a  really  good  business  fron 
a  weak  one,  he  specializes  in  ho 
"concept"  stocks  and  tax  shelters 

When  the  old  patriarch — his  fa 
ther-in-law — dies,  the  son-in-la\ 
emerges  from  the  shadows  as  th 
family's  new  financial  leader.  He  i 
determined  to  show  everyone  tha 
he  can  be  a  big  shot,  too. 

The  family  soon  finds  itself  ii 
land  developments,  drilling  deal 
and  new  ventures.  The  son-in-lav 
represents  them  on  boards  of  direc 
tors,  both  business  and  cultural. 

He  happily  starts  taking  in  hig] 
commissions  and  finder's  fees. 

In  this  situation  the  family's  fi 
nancial  survival  may  depend  on  th 
mother,  and  really  it  is  to  her  that 
am  writing  now.  The  rich  rewar 
she  got  from  the  faith  she  had  in  he 
husband  will  incline  her  to  hav 
faith  in  his  successor.  But  that  ma 
be  fatal  with  this  kind  of  son-in-law 
Her  late  husband  was  realistic 
tough,  irascible,  single-minded.  He 
daughter,  sheltered  from  the  har 
realities  of  life,  was  attracted  to  dil 
ferent  qualities:  egotistic  sensitiv 
ity,  imagination,  social  charm.  Th 
first  mentality  is  good  at  wringin 
money  from  the  world,  the  secom 
at  returning  it  gracefully. 

What  to  do?  She  cannot  fight  he 
son-in-law  head  on,  because  h 
knows  all  the  arguments  and  he 
daughter  will  line  up  against  hei 
(Indeed,  in  all  these  situations  th 
mother  perceives  the  young  man  a 
the  key  to  her  daughter's  happiness 
which  he  is — temporarily.) 

So,  she  must  screw  up  her  courag 
and  transfer  her  confidence  to  on 
or  two  older  advisers  of  proven  in 
tegrity  and  fortitude,  preferabO 
family  members,  who  will  copi 
with  the  son-in-law  on  his  owi 
terms,  and  deflect  her  daughter's  an 
ger  to  themselves.  A  lawyer  o 
banker  probably  won't  ordinarily 
have  the  motivation  to  take  on  thi 
unrewarding  chore.  And  a  lawye 
hired  just  to  say  "no"  may  impres 
the  daughter  as  heartless,  alienatinj 
her  completely.  An  experienced  un 
cle  is  best.  ■ 


We  hate  to  sound  like  a 
broken  record.  But  in  1981  we 
broke  our 1980 record, 

which  broke  our  79  record 
which  broke  our  78  record 
which  broke  our  77  record 

which  broke  our  76  record 
which  broke  our  75  record 
1  which  broke  our  74  record 
which  broke  our  73  record 


in  ad  gains. 

;ven  unbroken  years  of  record-breaking  ad  revenue 
ins— that's  what  Forbes  is  celebrating  this  year.  As  well  as 
seventh  consecutive  year  of  record-breaking  gains  in  ad 
ges,  with  a  total  of  2,766. 

That  figure  puts  us  in  eighth  place  in  advertising  pages 
long  alTthe  magazines  measured  by  the  Publishers 
formation  Bureau.  A  feat  which  is  even  more 
narkable  when  you  consider  that,  as  a  biweekly,  we 
blish  only  half  as  many  Issues  as  the  other  seven. 
1981,  only  seven  magazines— all  weeklies— 
rried  more  advertising  pages  than  Forbes. 
How  did  an  independent  magazine  like 
rbes,  with  no  conglomerate  to  help,  get  to 
the  number  one  non-weekly?  By  adhering 
a  strict  editorial  policy  of  the  highest 
ality.  Reporting  that's  honest  and  criti- 
lly  analytical.  That  gives  business  leaders 
;  kind  of  discerning  information  they 
ed  to  make  informed  decisions.  ^ 

Forbes 

Capitalist  Tool 


Forbes  tops  Business  Week  in  paid  U.S.  circulation. 

It's  an  effort  that  hasn't  gone  unappreciated.  In  1981, 
Forbes  topped  Business  Week  in  net  paid  U.S.  circulation- 
after  Business  Week's  average  arrears  of  57,000  in  unpaid 
copies  are  deducted  from  their  published  figures. 
That  makes  Forbes  the  leading  major  business  magazine  in 
paid  U.S.  circulation,  with  a  total  of 687,000. 
( 15,000  more  than  Business  Week  and 
120,000  over  Fortune.) 
But,  it's  not  just  the  quantity  of  the 
numbers  that  we're  talking  about,  it's  the 
quality.  Independent  researchers  Erdos  and 
Morgan.  Inc.,  regularly  confirm  that  most 
corporate  officers  in  America's  largest 
companies  read  Forbes  regularly— more  than 
read  Business  Week,  Fortune  or  the  newsweeklies. 
If  you  want  your  advertising  to  reach  those  who 
could  help  you  break  some  records  of  your  own, 
clearly  it  should  appear  in  Forbes...  Ln  Forbes...  in 
Forbes... in  Forbes... in  Forbes:  Capitalist  Tool. 
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REAL  ESTATE 


REAL  ESTATE 


WILLOWFIELD 

Over  twelve  acres  in  the  heart  of  New  Jersey's  fabled  Bedminster  hunt 
country.  Superb  200  year  old  Colonial  that  was  once  a  tavern,  now  a 
gentleman's  country  estate.  Substantial  two-story  barn  and  paddock. 
Offered  at  $385,000.  Additional  acreage  available.  (201)  234-9100. 


TURPIN 

REALTORS 


a  Sotheby  Parke  Bernet  affiliate 
Far  Hills/Mendham/Bernardsville,  New  Jersey 


FREE  CATALOG 
Big  .  .  .  Free  SPRING  Catalog  describes 
and  pictures  farms,  ranches,  acreages,  rec- 
reational properties,  businesses,  town  and 
country  homes  in  46  states  coast  to  coast! 
Please  specify  type  and  location  preferred. 
UNITED  FARM  AGENCY 
612-Y  W.  47th  Street 
Kansas  City,  MO  641 12 


OZARK  NATIONAL  SCENIC  RIVER- 
WAYS— CURRENT  RIVER. 

Vacation,  hunting,  or  full  time  home. 
Architecturally  unique  1700'  modified 
octagon  house. 

Fifty-five  acres,  two  streams,  springs. 
Fully  modern — many  extras — one  of  a 
kind— $80,000.00.  by  owner.  Byrne  En- 
terprises, Box  M,  Eminence,  Mo.  65466, 
314-226-3777. 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


MISCELLANEOUS  FOR  SALE 


GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade. 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 


COMPLETE  LINE  OF 
INVESTMENT  QUALITY 

BRAZILIAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 
u.s.  office: 
235  6th  Street 
Pine  City,  Minn.  55063 
612-629-2537 
Industria  De  Joias  Padua  LTDA. 
Belo  Horizorue,  Brazil 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  213-795-5558 
SOUTHLAND  UNIVERSITY 
Dept.  21B       35  N.  Craig  Ave. 
Pasadena.  CA  91107 


SHARING 


IS  CARING 


MANUFACTURERS' 
REPRESENTATIVES 


BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  Newsletter  tells 
you  which  firms  are  looking  for  represen- 
tatives, the  firm's  product  line  and  ter- 
ritories available. 

For  information  write: 
Manufacturers'  Agents'  Newsletter 
Dept.  178A,  23573  Prospect  Avenue 
Farmington,  Michigan  48024 


REPS  &  MANUFACTURERS 

Thousands  of  Reps  read  our  Bi-Weekly 
bulletin  of  lines  offered  for  representation 
in  all  fields.  Many  other  services  for  Reps 
and  Manufacturers  including  Newsletter, 
Profile  Service,  Group  Discount  Programs 
etc.  (Our  25th  Year)  Details:  Keith 
Kittrell,  United  Association  Manufac- 
turers' Reps,  Dept.  12,  808  Broadway, 
Kansas  City,  MO  64105 


COMPUTERS 


INDUSTRIE 

10% -15%  DISCOU 
OR  MORE  4 


ON  All  NEW 


TRS-80 


BY  set 


Brand  New  in  Cartons  Deliver! 
State  Sales  Tax  Texas  Residents 
5%  Sales  Tax  Open  Mon  Sat. 
pay  freight  and  insurance  No  exti 
for  Mastercard  or  Visa.  Call  us  fi 
erence:  Farmers  State  Bank  Br 
Texas 

Orders  1  800  231  3680 
21969  Maty  F«v 
Katy  (Houston).  Texas  77451 
Questions  t  Inq .?  1  71  3  392  0 
c  1980,  Marymac  Industries, 
Ed  or  Joe  McManus 


HOW  TO  ADVERTISE  IN 

FORBES  CLASSIFIED 


REGULAR  CLASSIFIED  LISTINGS:  All  listings  are  a 
cepted  at  the  discretion  of  the  Publisher.  Line  rate  is  $28. C 
Minimum  size  ad  is  one  inch  (14  agate  lines)  costii 
$392.00.  FORBES  will  typeset  without  charge. 


DISPLAY  CLASSIFIED  ADVERTISING:  Line  rate 
$27.50.  Minimum  size  for  display  of  two  inches  (28  age 
lines)  costing  $770.00.  Must  be  submitted  as  film  negati 
or  camera-ready  mechanical  to  size.  For  specific  requii 
ments  send  for  order  form. 

Box  numbers  provided  on  request.  There  is  no  charge  1 
mailing  service  on  blind  ads. 


FORBES  CLASSIFIED  is  published  in  the  first  issue  of  ea 
month.  Advertising  closing  date  is  one  month  precedii 
date  of  issue. 

Frequency  discounts  available.  Payment  must  accoi 
pany  order  unless  from  accredited  agency. 


FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  CLASSIFIED 

60  FIFTH  AVENUE  /  NEW  YORK,  NY  10011 
(212) 620-2440 


Fnrhp«.  Cnntta\\<itTnt\\s  ONE  OUT  OF  EVERY  7  forbes 
rui  uev  v^apiiuiiM  ilhji   subscribers  is  a  millionaii 


Forbes 
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BUSINESS  OPPORTUNITIES         BUSINESS  OPPORTUNITIES 


EXECUTIVE  GIFTS 


SOLUTIONS  TO 
NANCIAL  PROBLEMS 


jarantees  from  Prime  Banks 
)r  principle  and/or  interest 

Cash  to  open  Escrows 
up  R  E  or  Business  Purchase 
sh  placed  in  bank  accounts 
tompensating  Balances  for: 
I.E.  Stand-Bys  &  Take-Outs 
mture  Capital  &  Real  Estate 
Minimum  $150,000 

BROKERS  PROTECTED 
Bancor  Financial  Limited 


Kolas  Oc .  Suite  206.  Newport  Beach  CA  92660 

JSINESS  SERVICES 


WRITER? 

Writer,  Inc.  is  a  national  net- 
reelance  writers  specializing  in 

proposals,  annual  reports, 
,  ads,  direct  mail  packages, 
hnical  manuals,  film  scripts  .  .  . 
.  Phone-A-Writer  Toll  Free 
7-1617,  ext.  524,  CA,  (800) 

ext.  524,  NY,  (212)  496-0002, 
1222-1425 


:ORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50; 
three  for  $21.75 

heck  with  your  name  and 

address  to: 
>E  JONES  BOX  CORP. 

pt.  FB,  P.O.  Box  5120 
liladelphia,  PA  19141 


EXECUTIVE 
NANCIAL  SERVICE 

.LER-GRflm.. 

NSURANCF.  PROBLEMS? 
form  underwriting  miracles 
■cted  or  rated  individuals. 

WI  N  B  H  I  1  K  AOI  NCY,  INt 

(31313  Norlhureslern.  Suil«  I  1  1 
t  armingfon,  Mi<  hiqan  4HOIH 
telephone  (313)  626  H973 


LOOKING  FOR  A  NEW  BUSINESS? 


eneral  Electrics  "New  Product/New  Business  Digest"  describes  over  500 
products— and  processes  that  are  available  for  acquisition  or  licensing  to  use  or 
manufacture  and  market  yourself 

Items,  large  and  small,  range  from  new  inventions  and  R&D  spinoffs  to  fully 
developed  and  tooled-up  products  from  a  variety  of  sources:  universities.  R&D  firms. 
Government  agencies,  entrepreneurs  and  major  companies  You  may  find  the  one 
product  you  need  to  start  your  own  business  or  add  to  your  product  line. 

The  Digest  began  12  years  ago  as  an  outlet  for  GE  items  only  Appropriate  items 
are  searched  out  from  all  sources 

The  illustrated  8%  x  11  inch  "New  Product/New  Business  Digest"  contains  67 
pages  and  includes  over  500  items  with  complete  names  and  addresses  for  your 
direct  follow-up  contact  The  1982  Annual  Edition  ts  only  $45  00/copy  ($60. 00/copy 
overseas)  Only  prepaid  orders  are  accepted  N  Y.  State  residents  add  sales  tax 

General  Electric  Company  •  Business  Growth  Services 
120  Erie  Blvd.,  Room  148  •  Schenectady,  N  Y  12305  USA 


GENERAL 


ELECTRIC 


USA 


IS  YOUR  BUSINESS 
FOR  SALE? 

For  a  confidential  interview 

to  buy  or  sell  a  business 
anywhere  call  your  nearest 


NATION-LIST 


Independent  Associated 
Licensed 
Business  Brokers 
in  major  cities  coast  to  coast 
or  call 
1-800-525-9559 
Sales  •  Mergers  -  Acquisitions 


1-800-327-6970 

Facts  About  U.S. 
Oil /Gas  Lease  Program: 

•  Over  $4,800,000  worth  of 
leases  awarded  to  FRC  clients 
in  past  180  days. 

•  Never  before  has  FRC  put 
such  a  premium  on  valuable 
federal  lease  rights 

•  100%  Tax  Deductible 
Updated  Complimentary  Brochure 


FRC,  131  State  Street,  "930 
Boston,  MA  02109 


 HOME  IMPORT  

MAIL  ORDER  BUSINESS 

Big  earnings  in  profitable  spare/full 
time  project.  Deal  direct  with  over- 
seas suppliers.  Newest  products  at 
fraction  U.S.  cost.  Up  to  500% 
profit.  No  product  investment. 
Famous  world  trader  starts  you. 
Write:  Mellinger,  Dept.  R1592 
Woodland  Hills.  CA  91367 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
Call  collect  to  Bill  Tyler. 

Trucking  Firms  (3) 

$340,000— $1,900,0C0 
Motorcvcle  Dealerships  (2) 
S40.000— $325,000 
Auto  Body  &  Repair  Shops  ( 18) 
$35.000— $500,000 
Automotive  Dealers,  New  &  Used  (10) 
$49,500— $325,000 
Oil  &  Gas  Jobbers  (11) 
$96,000—  $2,400,000 
Service  Stations  &  Truck  Stops  ( 13) 
$17.500— $420,000 

AFFILIATED 
BUSINESS  CONSULTANTS 

Box  6358,  Co.  Spgs.,  Co.  80934 
(303)  630-8188 
No  fee  to  buyer  involved 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A233  Forbes 

60  Fifth  Avenue 
New  York,  NY  10011 


Petrogram  Services  offers  a  new  Concept  in 
filing  for  oil  &  gas  leases.  $18  per  filing  period 
brings  you  instructions,  materials  &  geological 
recommendations  For  free  brochure  contact: 
Petrogram  Services 
701  Carlisle  Blvd.,  NE 
Albuquerque,  NM  87106 
(505) 256-1166 


:ACTS 
r FORBES 
BRIBERS 

I  paid  circula- 
0,000 


*  184,000  serve  on 
their  companies' 
board  of  directors 


*  233,000  serve  on 
boards  of  one  or 
more  companies 


*  675,000  own 
securities.  Average 
value:  $473,000 


*  331,000  are  in  top 

management 

positions 


ir  Average  household 
income:  $93,000 


ir  Average  net  worth: 
$724,000 


Ztampioti  Malt,  £td. 


THE  CORPORATE  COLLECTION 
Hampton  Hall  Ltd  ,  the  leading  manufacturer 
of  corporate  neckwear,  will  design  a  handsome 
tie  and  scarf  for  your  company,  club,  or  school. 

Add  to  this  a  leather  bound  wallet  and  a  belt  of 
the  same  motif  and  you  have  the  Hampton  Hall 
corporate  collection. 

Custom  designed  tote  bags  and  hats  are  also 
available  For  additional  information  and  bro- 
chure, please  call  or  write: 

HAMPTON  HALL  LTD., 
51  East  42nd  St.  (at  Vanderbilt  Ave.) 
New  York,  New  York  10017 


(212)  687-6810 


Dcpt  FB-. 


THE  QUALITY  ALTERNATIVE  TO  HIGH-COST  INFLATABLE  BOATS' 
A  new  series  ol  heavyweight  canoes,  dinghies  and  motormount  boats 
SIIO  toSS40  All  pack  small  All 
lasl  lor  years  Send  (or  0 


Apple  2  Plus.  48K       .   Vj2>  .    .    $1089  00 

Applt3.  128K   3199  00 

Hewlett  Packard  41 CV  25995 

Hewlett  Packard  4IC  199  95 

Hewlell -Packard  85,  Computer.  .  .  2499  95 
Teaas  Instrmts  NEW  99/4A  computer.  .  359  95 
Texas  Instrmts  59(inc  Tl  rebate)  .  .  159  95 
Mattel  Horse  Race  Analyw.  Re  $125.00.  23  95 
Mattel  Intelliyision  2609  ...  234  95' 
Casio  Calc  Watch  C  90    44  95 

130  more  models  to  choose  from) 
Seiko  Watches/400  mods  to  choose  from     69  95  81  up 
LCD  Pen  Watch/5  funct/stnd.  refill    .    .  14.95 

Sony  Walkman  all  models   79.95  &  up 

Olympic  Sales  Company  •  216  So.  Oxfottt  Ave. 
Los  Angeles,  CA  90004  •  Telex  67  34  77 

TOLL  FREE  (800)  421  8045  (outside  Cahf) 

In  213  Aiea  Code  (213)  739  1130 
In  Cahf  800-252  2153  Request  our  Catalog 


EXECUTIVE  SERVICES 


NECKTIE  NARROWING 


NECKTIES  RECUT  &  RESHAPED 
to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minimum 
Send  for  free  tie  mailer  or  mail 
direct.  Satisfaction  guaranteed 
Also  jacket  lapel  narrowing,  539.95 
ROBLIN  TIEMASTER 
I90E  Glen  Cove  Avenue 
Glen  Cove,  NY  11542   


Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 


Allegheny  Power  System   34 

Allied  Chemical   137 

Amerada  Hess  /  137 

American  Broadcasting   72 

American  Electric  Power   34 

AT&T   131,  141 

Amway   72 

Arthur  Andersen  105 

Belco  Petroleum   137 

Big  Three  Inds   35 

Branifflntl   32 

British  Airways  |U.K.|   32 

British  Caledonian  Airways  32 

CBS   72 

Carlisle   140 

Leo  Castelli  58 

Central  &  Southwest   34 

Children's  Place   104 


.  12 
.  122 
.119 
...34 
11)4 
137 


Chrysler 
Citicorp 
Citizens  F 
Columbia 
Conair  ... 
Conoco  .. 

Consolidated  Natural  Gas   34 

Consolidated  Oil  &  Gas   137 

Corporate  Property  Investors  38 

Data  Access  Systems   36 

Delta  Air  Lines   31 

Dollar  General   140 

Dow  Chemical  137 

Drexel  Bumham  Lambert   33 

Du  Pont  137 

Eastern  Utilities  Assocs   34 

Eastman  Kodak  131 

Energy  Reserves  Group   137 

Esmark   118 

Farb  Cos   92 

Federated  Department  Stores   105 

First  City  Safe  Deposit   126 

First  Oklahoma  Bancorp   1 19 

Ford  Motor  12 

Forest  Oil   137 

Fotomat   1 14 

Fox  Stanley  Photos   114 

General  American  Oil  ot  Texas   137 

GE   137 


GM   12,  38,  72,  120,  131 

General  Public  Utilities   34 

Getty  Oil  137 

Girard  37 

Gulf  Oil  98 

Hershey  Foods   106 

Hillenbrand  Inds   140 

Honda  Japan:   12 

Industrial  Valley  Bank   37 

Ingersoll-Rand   103 

IBM   131 

International  Harvester  8 

International  Playtex   118 

International  Reporting  Information 

System  119 

Itel   96 

Joy  Mfg  103 

Kaiser  Aluminum   106 

Kerr-McGee   137 

Knoedler  Publishing   60 

Laker  Airways  Ltd  (U.K.)   32 

Liebert   140 

Limited  Stores   140 

MGM   114 

McDonald's   72 

MacAndrews  &  Forbes  Croup   99 

Maidenform   43 

Malone  &  Hyde   81 

Marathon  Oil   137 

Mark  Serv   36 

Massey-Ferguson   95 

Mazda  (Japan|  12 

Merrill  Lynch  33 

Middle  South  Utilities   34 

Mitsubishi  llapan)  12 

Mobil  137 

NICOR   141 

National  Fuel  Gas   34 

New  Jersey  Natl   37 

Nissan  (Japan)   12 

New  England  Electric  System   34 

Northeast  Utilities   34 

Northwest  Energy   136 

Northwestern  Public  Service   141 

Northwest  Natural  Gas   141 

Omnicare   140 

Oneida  Ltd   85 


Pan  Am   J 

Penn-Dixie   .' 

People's  Energy  1 

Petro- Lewis   1 

Philadelphia  Natl  Bank   1 

Phillips  Petroleum   1 

Pictorial  Publishers   1 

Placid  Oil   j 

Prescott,  Ball  &  Turben   1 

Procter  t»  Gamble   1 

Public  Service  Co  of  New  Mexico   I 

Purity  Condiments  

RCA   J 

RKO   , 

T.  Rowe  Price  New  Horizons  Fund   

Royal  Color  Portraits   I 

Royal  Dutch  Petroleum  (Neth)   

Rufenacht,  Bromagen  is.  Hertz   j 

Sabine  ...j 

Salant   4 

Southern   34,  . 

South  jersey  Inds   

Southland  Royalty   1 

Sullair   J 

Sun   1 

Superior  Oil   1 

Supron  Energy  1 

Svenska  Rotor  Maskiner  Aktiebolag  (Sweden)   1 

Swift  Independent   

Tandy   J 

Technicolor   j 

Texaco   J 

Texas  Instruments  J 

Texas  Oil  &  Gas   6,  95,  99,  1 

The  Vault  Co   I 

Touche  Ross  

Toyota  (Japan)   

Transducer  Systems   2 

Trans  World  ., 

Twentieth  Century-Fox  Film   I 

Union  Oil  of  Calif   1 

United  Merchants  and  Manufacturers   

U.S.  Steel   137,  I 

Wacker  Drive  Sate  Deposit   1 

D.H.  Wallach   

Wang  Laboratories   J 

Wells  Fargo  &  Co   \ 
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who  is  somebody  in  busbies 
who  does  not  read 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


'The  more  things  change.  .  .  ." 
ems  from  past  issues  of  Forbes 

ty  years  ago  in  Forbes 

/  the  issue  of  February'  4,  1922) 

thing  has  happened  to  necessitate 
ifying  the  view  that  business  will 
rove  as  we  get  farther  into  the 
ent  year.  Nor  has  anything  hap- 
id  to  change  the  view  expressed 

two  or  three  months  ago  that  the 
:er  months  would  bring  irregular- 
and  slackening  in  the  trend  to- 
1s  improvement.  .  .  .  Yet  even  at 

between-seasons  period,  there 
i  not  been  lacking  encouraging  de- 
pments  of  real  importance,  devel- 
ents  which  strengthen  the  con- 
on  that  spring  should  mark  the 
nt  of  somewhat  greater  activity 
that  later  months  will  bring  us,  at 
asonable  rate,  towards  normally 
re  operations." 

— Editor  B.C.  Forbes 
ith  the  country  on  the  verge  of  its 
test  boom,  why  this  circumlocu- 
— especially  from  B.C.  Forbes, 

loved  straight  talk'  The  answer, 
>urse,  is  that  we  have  the  edge  of 
D  hindsight;  to  those  on  the  spot, 
as  as  usual  the  best  of  times  and 
vorst  of  times,  and  any  prediction 
e  business  future  seemed  fraught 

peril.  Given  all  the  careful  analy- 
f  the  economy  that  has  gone  on 
Mime;  given  the  advantage  the 
puter  represents  in  making  calcu- 
ns;  and  assuming  we  do  not  live 
n  entirely  incompetent  world — 
we  really  better  off  than  B.C. 
es  in  anticipating  what  lies  even 
ir  ahead: 

)ut  50,000  striking  garment  work- 
'eturned  to  work  in  New  York 
a  Justice  Robert  F.  Wagner  of  the 
erne  Court  made  permanent  the 
iction  restraining  the  employers 
e  Cloak,  Suit,  and  Skirt  Manufac- 
's  from  taking  concerted  action  to 
ite  the  contract  with  the  Interna- 
il  Ladies'  Garment  Workers' 
in,  which  was  to  have  run  until 
of  this  year.  This  is  the  first  time 
aaerican  industrial  history  that  an 
aization  of  workers  has  won  an 
iction  to  hold  their  employers  to  a 
nng  agreement." 

:y  years  ago 

iaiy  I.  1932) 

r  Federal  Treasury  heads  had  it 

ght  home  to  them  very  plainly, 
painfully,  not  long  ago  that  the 


/;/  1932  this  Cbeirolet  balf-ton  panel  truck  went  for  cm  enticing  $595  fob.  Flint 


government  couldn't  hope  to  find  buy- 
ers for  an  unlimited  output  of  even  U.S. 
government  obligations.  Mayor  Walk- 
er of  New  York,  who  never  has  shown 
signs  of  being  concerned  about  econo- 
mizing, was  dumbfounded,  and  at  first 
obstreperous,  when  bankers  notified 
him  that  New  York  couldn't  sell  more 
bonds  unless  the  city  administration 
immediately  instituted  far-reaching 
economies.  Very  quickly  Jimmy  Walk- 
er discovered  that  ranting  and  raving 
and  threatening  and  bluffing  couldn't 
move  the  men  upon  whom  he  must  rely 
for  additional  funds.  Chicago  last  year 
found  that  it  had  reached  the  end  of  its 
borrowing  capacity.  Certain  states  and 
municipalities  likewise  have  had  it 
brought  home  to  them  that  they  must 
mend  their  extravagant  ways  before 
they  can  hope  to  be  handed  over  more 
millions." 

"Transatlantic  passenger  traffic  suf- 
fered a  severe  loss  during  1931,  all 
routes  and  most  of  the  classes  of  ser- 
vice reporting  totals  far  below  those  of 
1930.  Passengers  on  all  routes  on  the 
Atlantic  totaled  only  939,000  during 
the  year,  according  to  the  figures  com- 
piled by  the  Transatlantic  Passenger 
Conference.  This  represents  a  loss  of 
395,000,  or  29.6%,  from  the  total  of 
1,335,000  carried  in  1930.  The  burden 
of  the  loss  was  felt  in  New  York,  the 
principal  American  port  of  call  and 
departure  of  the  Atlantic  trade." 

"Passing  of  an  old  name:  The  Oak- 
land car  is  no  more;  the  name  remains 
only  as  a  company.  General  Motors 
decided  to  let  the  name  lapse  and 
place  its  money  on  Pontiac.  Thus 
passes  a  name  that  has  graced  various 
automobiles  since  1900." 


"One  of  my  friends,  launching  into 
business  on  his  own  account,  opened 
a  new  office  in  New  York  a  week  ago. 
Guess  who  was  his  first  caller.  A  boot- 
legger! He  presented  a  printed  price 
list  and  made  a  'bang-up  sales  talk.' 
The  bootlegger's  enterprise  and  ag- 
gressiveness were  contrasted  by  my 
friend  with  the  action  of  more  than 
one  business  concern  that  acted  indif- 
ferently. .  .  .  Were  every  business  or- 
ganization and  every  business  em- 
ployee as  resourceful  as  the  bootleg- 
ger, is  it  not  just  possible  that  more 
sales  would  be  achieved?" 

— Editor  B.C.  Forbes 

Twenty-five  years  ago 

(February  1.  1957) 

"Japan  may  soon  get  its  long-awaited 
'people's  car.'  Keita  Goto,  Japanese  in- 
dustrial tycoon,  currently  is  preparing 
to  manufacture  120  small  four-wheel 
trucks  a  month.  Then  he  will  swing 
into  .  .  .  passenger  vehicles.  .  .  ." 

"Treasury  moneymen  are  expected  to 
ask  that  Congress  raise  interest  rates 
on  government  savings  bonds,  now 
limited  to  3%.  Since  investors  can  get 
over  3'/2%  on  other  types  of  govern- 
ment securities,  redemptions  of  the 
savings  bonds  outpaced  sales  by  $2.75 
billion  last  year." 

"Because  of  taxes  and  inflation,  says 
the  National  Industrial  Conference 
Board,  a  1939  salary  of  $5,000  would 
equal  $10,583  today,  and  $10,000  then 
would  match  $22,428  now.  Hardest 
hit  (is]  the  man  who  made  $50,000  a 
year  in  1939;  he  would  need  $159,030 
today." 


Lazy  people  arc  always 
eager  to  be  doing  something. 
French  Proverb 


He  who  enjoys  doing,  and 
enjoys  doing  what  he  has 
done  is  happy. 
Goethe 


It  is  always  the  adventurers 
who  accomplish  great  things. 
Mon  1 1  soun  1 1 


Thoughts 

on  the  Business  of  Life 


The  world  is  not  interested 
in  the  storms  you  encountered, 
but  did  you  bring  in  the  ship? 

Wll  MAM  McFEE 


The  occasion  is  piled 
high  with  difficulty, 
and  we  must  rise  high 
with  the  occasion 
Abraham  Lincoln 


Despair  doubles  our  strength. 
|ohn  Ray 


I  sometimes  suspect  that 
half  our  difficulties  are 
imaginary,  and  that  if  we 
kept  quiet  about  them, 
they  would  disappear. 
Robert  Lynd 


People  would  rather  sleep 
then  way  through  life 
than  stay  awake  for  it. 
Edward  Albee 


When  men  are  rightly 
occupied,  their  amusement 
grows  out  of  their  work, 
as  the  color  petals  out  of 
a  fruitful  flower;  when  they 
are  faithfully  helpful  and 
compassionate,  all  their 
emotions  are  steady,  deep, 
perpetual  and  vivifying  to 
the  soul  as  is  the  natural 
pulse  to  the  body. 
John  Ruskin 


Anyone  can  do  any  amount 
of  work  provided  it  isn't 
the  work  he  is  supposed  to 
do  at  that  moment. 
Robert  Benchley 


If  you  are  doing  "nothing 
worth  doing,  then  life  is 
not  worth  much  to  you 
'/'here  i>  infinitely  more 
joy  in  holiest  endeavor 
than  in  any  surfeit  oj  ease 
The  hum/is  and  knocks  and 
the  hammer  blows  broaden  its. 
The  disappointments  and 
failures  enrich  our  characters 
Even  our  disillusionments 
should  not  stop  its  from 
trying  to  "see  good  in 
everything. " 
B.C.  Forbes 


Action  does  not  always 
bring  happiness,  but 
there  is  no  happiness 
without  it. 
Beniamin  Disraeli 


No  man  can  do  anything 
well  who  does  not  esteem 
his  work  to  be  of  importance. 
Ralph  Waldo  Emerson 


To  do  nothing  is  in 
every  man's  power. 
Samuel  Johnson 


We  had  a  frost,  .1  killing 
frost  last  night.  It  came  to 
beautify  and  toudestroy.  It 
was  a  dread  Apollvon  under 
a  virginal  and  beautiful 
disguise.  The  magician  of 
frost  and  snow  was  the 
Apollyon  of  flower  and  bird. 
P. A.  Sheehan 


More  than  3,000  "Thoughts, "  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  S12.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


It  is  not  enough  to  be 
industrious;  so  are  the 
ants.  What  are  you 
industrious  about? 
Henry  David  Thoreau 


This  is  a  world  of  action,  and 
not  for  moping  and  droning  in. 
Charles  Dickens 


Character  is  a  by-product; 
it  is  produced  in  the  great 
manufacture  of  daily  duty. 
Woodrow  Wilson 


Joy  in  one's  work  is 
the  consummate  tool. 
Phillips  Brooks 


A  Text . . . 

There  is  nothing  from 
without  a  man,  that 
entering  into  him  can 
defile  him;  but  the 
things  which  come  out 
of  him,  those  are  they 
that  defile  the  man. 
Mark  7:15 

Sent  in  by  Mary  Ellen  Miller,  San  Franci 
co,  Calif.  What's  your  favorite  text-  Tt 
Forbes  Serapbook  ot  Thoughts  on  the  Bus 
ness  of  Life  is  presented  to  senders  i 
texts  used. 


You  work  that  you  may  keep 
pace  with  the  earth  and  the 
soul  of  the  earth.  For  to  be 
idle  is  to  become  a  stranger 
unto  the  seasons,  and  to 
step  out  of  life's  procession. 
Kahlil  Gibran 


Happiness  is  not  the  end 
of  life,  character  is. 
Henry  Ward  Beecher 
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If  you're  a  Western  company  with  growing  financial  need 
there's  a  Citi  at  your  front  door. 

There's  a  Citi  at  your  front  door 
doing  business  here  in  the  West. 

A  Citi  that's  ready  to  work  with 
your  local  banks  to  help  you  expand 
across  the  country  or  around  the 
world.  With  teams  of  Citibankers  who 
live  and  work  in  Western  business 
centers.  So  they  can  deliver  money 
center  services  and  expertise  right  to 
your  office. 

Including  an  electronic  banking 
capability  that  can  make  a  big  differ- 
ence in  your  back  office  today. 
If  you're  local  going  national. 

The  Citi  at  your  front  door  has 
more  ways  to  help  you  borrow  money 
for  expansion.  Or  keep  your  business 
moving  through  its  cycle. 


If  you  want  to  do  more  nationally. 

The  Citi's  wide  range  of  electronic 
banking  services  can  help  you 
manage  your  cash  flow  and  give  you  an 
up-to-the-minute  status  report. 
If  you  want  to  expand  overseas. 

The  Citi  can  link  you  with  a  finan- 
cial service  network  that  circles  the 
entire  globe.  And  we  can  advise  you 
concerning  local  customs  as  well  as 
government  and  trade  regulations. 

If  you're  already  overseas. 

The  Citi  at  your  front  door  can 
provide  letters  of  credit,  foreign 
exchange  and  any  other  overseas 
transaction. 

A  local  team,  not  a  phone  number. 

The  local  Citi  is  a  team  of  financial 


experts,  headed  by  senior  Citibanke 
who  can  make  loan  decisions  and 
give  you  answers  on  the  spot. 

The  Citi  at  your  front  door. 
Faster,  more  efficient  service  for 
Western  companies— because  we  li' 
and  work  where  you  do  business.  0 
local  Citibankers  understand  the 
distinctive  character  of  Western 
business.  And  are  sensitive  to  your 
company's  needs. 

©19«1  Citibank.  N.A.  Memberl 

There's  a  Citi  at  your  front  <i. « >r  i  n: 

San  Francisco  14151954-1033  Denver  (303159*09 
Los  Angeles    12131621-1765    Seattle    i206t  382-62 

CITIBAN<OCITIC0R 

The  Citi  at  your  front  door 


THE  TASTE  BEYOND 
12-YEAR-OLD  SCOTCH 


GLENLIVET 

AGED  12  YEARS 


Discover  more. 

Let  your  mature  taste  lead  you  fror 
the  finest  premium  Scotch  on  up  to  the 
most  expensive  12-year-old  Scotch  in  zh 
world.  The  Glenlivet.  The  ultimate  in  . 
Scotch. 

Most  premium  Scotch  is  blended 
and  depends  on  several  whiskies  for  tast 
and  smoothness. 

Yet  the  unblended  character  of 
The  Glenlivet  is  noble  enough  to  stand 
alone.  In  this  distinctive  Scotch  whisky 
you'll  experience  an  exceptional  smootl 
ness  and  full-bodied  richness,  unmatche 
in  all  other  premium  Scotch. 

Try  the  taste  beyond  premium 
Scotch. 


The  Glenlivet 

Unchanged  since  1824. 


glenlivet 

12  YEARS  OLD 


.  £5?E*J.G.  SMITH  LIM^ 
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Smart  Moves  Stand  Out 
When  The  Going  Gets  Deep.  W 


yhen  an  independent  oil  and  gas  company  estab- 
V  lishes  a  record  of  rapid  growth  and  solid  financial 
lagement,  its  permanent  place  in  the  roster  of  leading 
ducers  is  measured  by  how  well  it  can  keep  the  mo- 
itum  going. 

I  Texas  International  Company,  we're  moving  on  a 
;  and  steady  course  as  we  go  deep  into  the  ground  for 
greater  rewards  that  come  from  drilling  into  large, 
mically  defined  structures.  And  our  determination  is 
ing  off. 

i  the  Eloi  Bay  Field  in  Louisiana  our  2 1 ,000  foot  wild- 
well  recently  uncovered  a  heretofore  undiscovered 
es  of  productive  horizons  including  the  confirmation 
he  existence  of  a  large  Tuscaloosa  structure.  This 
Id  lead  to  the  discovery  of  more  than  1  trillion  cubic 
of  natural  gas  along  with  large  quantities  of  conden- 


sate and  natural  gas  liquids.  And  this  is  only  one  of  seven 
large  structures  in  our  drilling  inventory. 

We  recently  began  drilling  a  19,000  foot  well  in  Cen- 
tral Texas  to  test  an  8,000  acre  structure,  and  in  South 
Texas  a  2 1 ,000  foot  well  to  test  a  large  structure  that  is 
encompassed  by  the  company's  18,000  acre  lease  block. 

We're  searching  out  new  areas.  And  in  many  areas, 
we're  drilling  deeper  than  anyone  has  ever  gone  before, 
to  obtain  rapid  returns  at  a  higher  rate  for  our  investors. 

No  matter  what  it  takes  to  keep  the  energy  flowing, 
we'll  be  up  to  the  task. 


For  more  information  about  our  progress,  write  to  Texas  International 
( ompany,  700  F,  National  Foundation  Center,  .^S4S  Northwest  58th 
Si reet.  ( >klahoma  City,  Oklahoma  731 1  2.  Traded:  New  York  Stock  Ex- 
change (Symbol:  TF.I ),  Pacific  Stock  Exchange,  Toronto  Stock  Exchange. 


Texas    International  Company 


The  Oil  &  Gas  Company 
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Meeting  Japan's  Challenge 


Fifth  in  a  Senes 


i 


Much  has  been  written  about  Japanese  management  style. 

Quality  circles,  lifetime  employment,  corporate  anthems,  exercise  programs,  etc. 

The  implication  is  that  the  style  of  Japanese  management  is  supenor  to  that  of 
American  management.  And  that  for  Japanese  companies,  this  particular  style  works 
)oth  at  home  and  abroad. 

But  did  you  know  that  this  style  is  not  universally  practiced  in  Japan?  In  many  Japanese 
ompanies,  employment  tenure  varies,  quality  circles  don't  exist,  the  boss  is  the  boss. 

And  did  you  know  that  many  Amencan  companies  have  an  even  better  record  of 
aanagement  than  some  Japanese  companies?  We  believe  that  one  of  these  companies 
5  Motorola.  Why ?  It  all  starts  with  our  respect  for  the  dignity  of  the  individual  employee. 
Ve  apply  this  philosophy  in  many  employee-related  programs. 

Our  Participative  Management  Program  brings  our  people  together  in  work  teams 
lat  regularly,  openly  and  effectively  communicate  ideas  and  solutions  that  help  improve 
[uality  and  productivity.  In  the  process,  many 
mployees  tell  us  that  the  program  also  en- 
Lances  their  job  satisfaction. 

Motorola's  Technology  Ladder  provides 
ipportunities  for  technical  people,  such  as 
lesign  engineers,  to  progress  in  professional 
steem,  rank  and  compensation  in  a  way 
omparable  to  administrators  and  officers. 

Our  ten-year  service  club  rewards  em- 
)loyee  dedication  and  loyalty  with  special 
>rotection  for  continued  employment  and 
>enefits.  And  in  an  industry  noted  for  both 
xplosive  growth  and  high  mobility,  almost 
>ne-quarter  of  our  U.S.  employees  have  been  with  us  for  more  than  a  decade. 

Our  open  door  policy  enables  employees  to  voice  a  grievance  all  the  way  up  to  the 
Chairman.  It's  rarely  needed,  but  it's  there.  And  it  works.  These  and  other  programs  reflect 
)ur  respect  for,  and  commitment  to,  the  individual  and  the  team.  Their  continuing  effec- 
veness  is  reflected  in  the  direct  and  open,  non-union  relationship  among  all  our  people, 
whether  production  workers,  engineers  or  office  workers.  All  of  this  works  for  us  as  we 
vork  for  you. 

Meeting  Japan's  Challenge  requires  an  enlightened  management  style— demon- 
itrated  by  our  participative  management  style  that  respects  the  dignity  of  the  individual. 

(^^)  MOTOROLA  A  World  Leader  in  Electronics 

Quality  and  productivity  through  employee  participation  m  management. 

^  1982  Motorola  Inc  Motorola  and  (M;  are  registered  trademarks  of  Motorola,  Inc 


Are  employee  exercise  programs,  company 
songs  and  lifetime  employment  the  best  ways  to 
increase  productivity? 
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35  Metals: 

The  Tin  Bubble 
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46  The  Market: 

Is  This  The  Black  Box? 
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Side  Lines 


Meanwhile,  in  Tierra  del  Fuego . . . 

You've  probably  read  about  the  new  report  that 
says  the  Japanese  will  have  a  per  capita  production 
pf  goods  and  services  20%  greater  than  ours  by  the 
end  of  this  century.  Before  you  shrug  and  say,  "Oh, 
well,  they're  willing  to  work  like  robots,"  read 
Norman  Gall's  article,  "Close  the  door,  they  come 
in  the  window."  It  tells  how  Japanese  firms  have  learned  to  combine) 
the  cost  efficiencies  of  long  production  runs  with  the  marketing  and 
political  flexibility  that  come  from  operating  small  local  factories  in 
consuming  countries.  Let  the  locals  do  the  assembly  and  the  lesl 
skilled  tasks,  in  other  words,  while  highly  automated  factories  in  the 
Japanese  homeland  produce  the  sophisticated  innards.  This  subtle 
kind  of  economic  colonialism  is  the  means  by  which  the  Japanese 
hope  to  achieve  their  goal  of  ever  higher  productivity. 

The  same  strategy  has  already  captured  much  of  the  U.S.  T\| 
industry;  the  auto  industry  could  be  next  if  the  Japanese  decide  tq 
build  more  automobile  assembly  plants  here.  Keep  in  mind  tha< 
several  "U.S. -made"  automobiles  already  contain  made-in-Japan  en\ 
gines  and  drive  trains.  Gall's  article  raises  the  frightening  implication 
that  much  of  U.S.  industry  will  become  dependent — as  TV  ahead* 
is — on  technologically  advanced  Japanese  components. 

We  wish  the  American  press  and  TV  would  keep  all  this  in  mind 
when  they  talk  about  the  alleged  confrontation  between  General  Moj 
tors  and  Ford  with  the  United  Automobile  Workers.  Think  about  it.  It's 
not  a  question  of  beating  down  American  wages;  it's  a  question  ol 
getting  the  cost  efficiencies  necessary  for  U.S.  facj 
tories  to  stave  off  the  relentless  Japanese  advance! 
Contributing  Editor  Gall  went  to  the  tip  of  Soutij 
America  to  do  his  article,  but  you'll  quickly  see  the 
relevance  to  Detroit  and  St.  Louis  and  Pittsburgh— I 
and  your  own  hometown.  It  starts  on  page  80. 

Farm  boy  makes  good 

Yes,  it  still  happens  in  this  country:  Glen  Johnson,  a  farm  boy  whfl 
never  graduated  from  college,  built  himself  a  better  mousetrap  anc 
then  persistently  marketed  it.  The  product  made  him  a  multimillionj 
aire,  saved  a  small  struggling  company  and  helped  tens  of  thousands  oi 
investors  earn  a  better  return  on  their  savings.  For  Glen  Johnson  ol 
Federated  Investors,  success  really  did  begin  after  40.  Read  Beri 
Weberman's  "Glen  Johnson's  unlikely  money  machine,"  which  bet 
gins  on  page  63. 

The  future  is  here 

Kathleen  K.  Wiegner  of  our  West  Coast  Bureau  got  a  home  computer  i 
year  or  so  ago  and  is  already  planning  to  upgrade  to  a  more  powerful 
machine.  So  she  was  the  logical  choice  to  do  our  cover  story  on  the 
takeoff  in  the  personal  computer  industry.  When  Wiegner  was  lookinj 
for  her  first  machine,  the  decision  wasn't  very  difficult:  There  wen 
only  two  choices.  This  time,  she  was  overwhelmed  by  the  range  o 
makes,  options  and  features.  Could  all  of  these  manufacturers  survive! 
If  not,  which  ones?  Wiegner  found  an  industry,  once  expected  not  td 
hit  its  stride  until  the  mid-Eighties,  that  has  jumped  the  gun  and 
already  hit  a  hot  pace;  tomorrow  has  arrived. 
Her  story  starts  on  page  111. 


Editor 


Don't  waste  a  minute.  See  how  Emery  a.m. 
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—the  very  next  morning,  to  most  of  America. 
That's  an  Emery  Edge  you  can  count  on. 

And  now,  if  you  try  Emery  A.M.,  we'll  send 
you  a  handsome  digital  calendar  clock.  This 
dependable  clock  (like  the  one  shown),  with  your 
name  inscribed,  is  yours  when  you  send  two 
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to  receive  your  two  SPECIAL  EMERY  A.M.  Airbills 
Using  them  as  instructed  (an  accompanying  letter 
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Emery  A.M.  (Shipments  weighing  two  pounds 
or  less  do  not  qualify.) 

Once  you  get  your  clock,  you'll  have  a  timely 
reminder  that  Emery  A.M.  delivers.  After  all, 
you'll  have  a  clock  on  us. 
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want  it  on  my  clock.  (PLEASE  PRINT.) 

Name  

Title  


Company. 
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City  State   Zip  
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Trends 


Edited  By  John  A.  (Conway 


The  call  to  medicine 

One  top  medical  school  thinks  the 
long-standing  doctor  shortage  may  be 
disappearing.  "I  now  believe  we  are 
going  to  have  enough— if  not  too 
many — doctors  by  the  year  2000," 
says  Dean  Richard  Ross  of  the  Johns 
Hopkins  School  of  Medicine.  As  a  re- 
sult, the  Baltimore  school  is  consider- 
ing cutting  back  on  enrollment.  Johns 
Hopkins  stepped  up  admissions  from 
75  to  120  a  year  in  the  1960s  and 
1970s  when  Washington  was  pump- 
ing out  special  grants  to  ease  the  doc- 
tor shortage.  These  are  now  being 
phased  out,  and  Ross  thinks  his 
school  could  do  a  better  job  with  few- 
er students  anyway.  Hopkins  still  gets 
3,000  applications  a  year  for  the  120 
slots  it  has,  but  the  volume  has  been 
declining  and  will  probably  keep  going 
down.  For  one  thing,  with  the  baby- 
boom  generation  maturing,  there  are 
fewer  23-year-olds.  Word  is  also  get- 
ting around  that  doctors  are  becoming 
plentiful,  except  in  the  far  boondocks 
and  inner-city  slums.  'A  prospective 
doctor  might  take  a  look  around  and 
decide  he'd  rather  be  an  engineer," 
Dean  Ross  says.  Rising  costs  could  be 
another  factor.  Johns  Hopkins  charges 
a  relatively  modest  $7,150  a  year  tu- 
ition (other  private  schools  run  as 
high  as  $15,000),  but  it  plans  an  in- 
crease to  $8,550  next  fall. 


Voice  from  the  grassroots 

The  head  of  the  country's  biggest 
farm  organization,  of  all  people,  wants 
to  end  agricultural  subsidies.  Robert 
Delano,  the  Virginia  grain  grower  who 
heads  the  American  Farm  Bureau  Fed- 
eration (3  million  member  families), 
says  his  organization  is  urging  farm- 
ers and  ranchers  to  let  marginal  land 
go  back  to  grass  and  woodland.  The 


federation  also  wants  members  to  cut 
acreage  in  wheat,  feed  grains,  cotton 
and  rice  by  at  least  15%.  In  addition, 
Delano  would  like  all  surplus  grain 
moved  to  market  during  the  next 
three  years,  "The  most  realistic  way 
to  trim  government  spending,"  he 
says,  "is  not  just  to  force  cuts  on  oth- 
ers but  to  assume  responsibility  for 
cutting  government  spending  on  agri- 
culture as  well."  Not  that  the  farmers 
want  to  give  up  all  help  from  Wash- 
ington. Delano  would  like  money  put 
into  the  new  export-credit  revolving 
fund  to  be  used  by  foreign  buyers  of 
farm  products,  as  well  as  permission 
for  the  Export-Import  Bank  to  fi- 
nance foreign  food  purchases.  (It  now 
concentrates  on  industrial  exports.) 
The  federation  president  also  wants 
Congress  to  lift  what  he  calls  "unreal- 
istic restraints"  on  food  additives  and 
pesticides. 


A  schoolmaster's  view 

Wilson  Riles,  head  of  California's 
huge  public  school  system,  says  feder- 
al education  programs  should  be  shift- 
ed to  the  Pentagon  if  the  Reagan  Ad- 
ministration goes  through  with  its 
plans  to  kill  the  fledgling  Department 
of  Education.  Given  the  status  of  mili- 
tary funding,  that  way,  education 
would  have  no  budget  problems,  he 
says.  One  of  the  first  federal  support 
programs,  he  points  out,  was  the  Na- 
tional Defense  Education  Act, 
sparked  by  the  1957  flight  of  Russia's 
Sputnik  space  satellite.  Riles,  a  Demo- 
crat who  worked  with  Ronald  Reagan 
when  the  President  was  governor  of 
California,  hopes  to  persuade  him  to 
restore  some  of  the  billion-dollar  cuts 
in  education.  "Reagan  tends  to  be 
very  reasonable  if  you  can  get  to 
him,"  says  the  California  school  su- 
perintendent and  president  of  the 


Council  of  Chief  State  School  Offi- 
cers. "Unfortunately,  I  don't  see  many 
people  getting  to  him." 


How  not  to  win  friends 

Beryl  Sprinkel,  the  Treasury's  Under 
Secretary  for  Monetary  Affairs,  has 
just  made  a  move  that  should  annoy 
just  about  everyone  affected.  On  his 
own,  he  had  wires  sent  to  fiscal  agents 
for  the  12  Federal  Reserve  banks  tell- 
ing them  that  the  Treasury  is  think- 
ing of  raising  the  minimum  on  sales 
of  U.S.  bills,  notes  and  bonds  to  indi- 
viduals from  the  present  $1,000  to 
$50,000  or  $100,000.  That  should 
choke  off  the  smaller  orders,  by  forc- 
ing investors  who  line  up  every  Mon- 
day at  Reserve  banks  to  buy  govern- 
ment paper — without  fee— to  pay  a 
bank  or  broker  $25  or  more  to  make 
the  same  purchase.  Bankers  and 
brokers  have  mixed  emotions,  since 
some  think  $25  would  not  even  cover 
the  paperwork  involved  (though  they 
can  console  themselves  with  the 
thought  that  the  switch  would  give 
them  a  chance  to  steer  would-be  buy- 
ers into  their  own  money  .  market 
funds  or  other  instruments).  Officials 
at  the  Treasury  are  miffed  because 
Sprinkel  didn't  tell  anyone  there 
about  his  new  idea.  Nor  was  any  ad- 
vance hint  of  the  proposal  transmit- 
ted to  the  Federal  Reserve  Board  in 
Washington  or  to  executives  of  the 
Reserve  banks,  a  gaffe  by  any  bureau- 
cratic standard. 


Doctors  versus  deadbeats 

The  country's  doctors  have  quietly 
armed  themselves  with  a  new  anti- 
dote for  patients  who  fail  to  pay  their 
bills.  The  American  Medical  Associ- 
ation has  amended  a  long-established 
policy  and  will  now  allow  physicians 
to  levy  interest  charges  on  delinquent 
bills.  Dr.  John  Burkhart,  a  Tennessee 
family  practitioner  who  headed  the 
AMA  council  that  recommended  the 
change,  says  doctors  will  probably 
charge  locally  prevailing  interest 
rates.  Burkhart  (who  personally  does 
not  plan  to  start  charging  interest) 
thinks  physicians  will  use  the  new 
billing  procedure  sparingly.  "They'll 
use  it  only  in  rare  instances  when 
someone  is  taking  advantage  of 
them,"  he  says,  noting  that  he  has 
heard  about  patients  being  advised  to 
skip  medical  payments  and  invest  the 
money  elsewhere.  "Doctors  have  to 
operate  as  businessmen  do,"  he  adds. 
The  idea  of  charging  interest  to  dead- 
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Combines  on  the  march  in  the  grain  belt 

Will  farmers  turn  back,  the  help  Uncle  Sam  gives  so  freely? 


beat  patients  has  been  talked  about  in 
AMA  circles  for  many  years,  but  the 
latest  recession  has  sharpened  inter- 
est in  it,  according  to  Dr.  James  Sam- 
mons,  AMA  executive  vice  president. 
"The  luxury  of  carrying  large  accounts 
receivable,"  Sammons  says,  "is  no 
longer  feasible." 

No  tenants  need  apply 

If  you  rent  your  home,  you  will  find 
few  chums  at  your  friendly  finance 
company.  Five  of  the  biggest  consum- 
er loan  firms — Beneficial,  Household, 
C.I.T.,  Avco  and  Associates  Corp.  of 
North  America — have  either  reduced 
or  cut  off  lending  to  renters.  They 
contend  that  the  1979  bankruptcy  law 
has  made  it  too  easy  for  consumers  to 
file  for  escape  from  their  debts.  To 
counter  that,  these  five  companies  are 
now  making  second-mortgage  loans 
where  they  used  to  make  unsecured 
personal  loans.  "The  trend  in  our 
company,"  says  Andy  Stum,  senior 
vice  president  at  New  York-based  As- 
sociates, "is  that  our  consumer  finan- 
cial portfolio  has  shifted  so  that  more 
than  50%  of  our  loans  are  real  estate 
loans."  Loans  secured  by  second 
mortgages,  according  to  the  National 
Consumer  Finance  Association,  have 
increased  from  6.6  million  in  1978  to 
16.4  million  in  1980. 

The  productivity  problem 

Those  gloomy  figures  on  American 
productivity  may  not  pack  all  the  sig- 
nificance attributed  to  them,  accord- 
ing to  two  of  the  current  big  noises  in 
economics,  Lester  Thurow  (The  Zero- 
Sum  Society)  and  George  Gilder  (Wealth 
and  Poverty) .  In  some  cases,  they  point 
out,  the  loss  is  a  one-time  happening 
and,  they  contend,  not  really  a  loss  at 
all.  The  slowing  gains  in  the  utility 
business,  for  example,  can  be  tied  di- 
rectly to  cutbacks  in  the  use  of  energy. 
You  can't  cut  down  on  the  mainte- 
nance force,  Thurow  says,  just  be- 
cause homeowners  are  cranking  back 
on  their  thermostats.  Productivity 
also  looks  bad  in  the  mining  and  drill- 
ing industries  because  of  the  frenetic 
increase  in  efforts  to  find  new  gas  and 
oil.  This  will  pay  off,  Gilder  says,  but 
in  the  meantime  it  doesn't  help  the 
productivity  numbers.  Thurow 
doesn't  deny  that  there  is  a  productiv- 
ity problem  but  he  says  that  part  of  it, 
like  the  slowdown  in  utilities,  can't  be 
helped;  part  of  it  is  self-correcting,  as 
young  workers  gain  experience  and 
skill;  other  parts  of  it  are  a  mystery. 
The  statistics,  Gilder  sums  up,  "are 
mostly  garbage." 
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800-848-6436 

In  Ohio  call  800-282-6220 

EXECUTIVE 


AMERICAS  CORPORATE  AIRLINE 


International  Precious 
Metals  Corporation 


The  ability  to  use  a  smaller  amount 
ot  money  to  control  a  total 
investment  worth  much  more 


Silver  and 
gold  are  more 
precious  with... 

LEVERAGE 

Leverage  is  a  word  most  precious  metals  firms  can't  use  IPMC  is  one  of 
few  companies  that  can  offer  its  clients  the  advantage  of  long-term  leverage 
Knowledgeable  investors  are  seeking  insurance  against  catastrophic  in- 
flation They're  turning  to  IPMC.  one  of  the  oldest,  largest  and  most  prestigi- 
ous precious  metals  firms  in  the  United  States 

IPMC's  specially  trained  account  executives  will  show  you  how  to  balance 
your  port  folio  and  get  the  maximum  advantage  from  leverage  Call  now  for  our  free 
Investor  s  Guide  to  Precious  Metals  |        fntirrationalWeclous  MetaisCoTpT  " 

6451  N.  Federal  Hwy. 
11th  Floor,  P.O.  Box  23000 
Ft.  Lauderdale,  FL  33307 
I  want  to  know  more. 
Send  me  your  FREE  investor's  guide 


Toll-free  (800)  327-5587 
In  Florida  (800)  432-5579  u 
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IPMC 


IPMC  is  registered  as  a  commodity  trading 
advisor  with  the  Commodity  Futures  Trad- 
ing Commission 
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ARE  YOU  DEMANDING 

A  HIGH  RETURN 
ON  YOUR  SAVINGS  AND 
SETTLING  FOR  A  LOSS 
ON  YOUR  LIFE  INSURANCE : 


Recently,  an  arti- 
cle in  Fortune 
magazine  suggested 
that  whole  life  in- 
surance is  a  "car- 
icature of  the  kind 
of  product  a  buyer 
should  wish  to 
avoid"— an  opinions- 
echoed  in  dozens 
of  other  publica- 
tions from  Money 
magazine  to 
Business  Week. 

Why  do  these 
and  other  experts 
recommend  not 
buying  whole  life 
insurance?  Why 
does  your  whole  life 
investment  no 
longer  make  sense 
in  times  of  unremit 
ting  inflation?  The 
reasons  are  simple: 

Remember  when  you  bought 
your  whole  life  insurance  policy? 
You  bought  it  to  protect  your  loved 
ones,  of  course. 

But  you  also,  in  the  broadest 
sense,  bought  it  as  an  investment: 
While  it  was  insuring  your  life,  it 
would  also  accumulate  cash  value 
for  the  future. 

Now  it's  high  time  you  began 
treating  it  that  way.  Just  like  a 
savings  account,  money  market 
fund,  stocks,  bonds,  commodities, 
real  estate  or  any  other  investment 
you  make. 


Because  if  you're  like  most  of  us, 
you  simply  can't  afford  an  invest- 
ment that  won't  even  let  you  keep 
pace  with  inflation. 

WHOLE  LIFE  INSURANCE: 
THE  GOOD, THE  BAD, 
AND  THE  UGLY. 

Let's  take  a  careful  look  at 
your  whole  life  insurance  as  an 
investment. 

The  good  thing  is  that  it  is  a  kind 
of  "forced  savings." 

In  other  words,  it  forces  you 


to  save  regularly. 

For  most  people! 
that's  an  advantage 
Saving  regularly 
isn't  easy.  Espec- 
ial ly  now,  when 
many  people  spend 
their  money  as 
ast  as  they  get  it  as 
one  form  of  hedge 
against  inflation. 

The  bad  thing 
about  your  whole 
life  policy  is  that 
it  yields  a  miserably 
poor  return  on  the ' 
money  you  invest. 

In  fact,  in  terms 
of  interest  paid 
on  accumulated 
cash,  you'd  have  to 
look  long  and 
hard  to  find  a  worse 
investment. 
And  the  really 
ugly  thing  about  your  whole  life 
policy  is  that  the  poor  return  has 
been  reduced  even  further  as 
inflation  has  continued  soaring. 

THE  WHOLE  LIFE  CRISIS: 
WHO'S  TO  BLAME? 

You  can't  blame  your  agent. 
After  all,  he  can  only  offer  you  the 
investment  products  and  services 
he  has  to  sell.  And  whole  life  has 
probably  always  been  his  number 
one  product. 

You  really  can't  blame  the  insur- 


jince  companies,  either.  Whole  life 
jvas  invented  in  the  last  century 
in  a  radically  different  economic  cli- 
mate. And  right  up  to  a  few  years 
(igo,  whole  life  worked  reasonably 
[ill. 

The  fact  is,  nobody  was  to  blame. 
Until  now. 

IF  NOT  WHOLE  LIFE, 
THEN  WHAT? 

From  now  on,  anyone  who 
uys  whole  life  or  sells  whole  life, 
oes  so  with  disregard  to  a 
rowing  consensus  among  invest- 
nent  experts  that  whole  life  is 
n  idea  whose  time  has  passed. 
What  it  comes  down  to  is  this: 
I  you  continue  to  own  whole  life, 
ie  money  you  lose  will  be  your  own, 
nd  you  will  have  only  yourself 
d  blame. 

But  you  still  need  insurance 
nd  the  protection  it  provides  your 
amily.  That  hasn't  changed. 
And  you  still  need  a  regular, 
isciplined  way  to  invest  your 
toney  for  the  future  as  you  insure 
ourself.  That  hasn't  changed, 
ther. 

One  thing  has  changed,  how- 
\jer-.  The  return  you  can  expect  on 
our  insurance  cash  value. 

THE  SIGNATURE  SERIES 
CONCEPT:  WHAT  IT  IS  AND 
WHAT  IT  DOES  FOR  YOU. 

Recently,  after  long,  careful 
udy,  ITT  Life  created  a  new  family 
f  insurance  products  — the 
gnature  Series. 

Signature  Series  is  going  to  be 
g  news  in  the  financial  world. 
Is  a  genuine  breakthrough  in  life 
jisurance  product  design. 

It  is  not  a  gimmick.  And  it  is  not 
i st  another  packaging  of  the 
hme  old  insurance  products 
pu've  seen  before. 
|  Signature  Series  is  a  new  con- 
•jpt  in  insurance  that  provides 
(tremely  low-cost  protection  plus 
igh-yield,  tax-deferred  interest 
hrnings. 


"In  a  world  of  sky-high  and  ri- 
sing interest  rates,  consumers 
are  wondering  whether  tradi- 
tional insurance  is  a  very  good 
deal.  If  current  rates  of  infla- 
tion continue,  even  a  $250,000 
life  insurance  policy  bought 
today  would  not  be  worth  much 
in  20  years.  Moreover,  money 
invested  in  many  such  policies 
earns  interest  at  rates  of  no 
more  than  a  paltry  4%  annually." 
—  Time  Magazine 
May  25,  1981 


ITT  LIFE'S  COMMITMENT: 
NO  MORE  WHOLE  LIFE. 

At  ITT  Life  we're  so  convinced 
that  whole  life  insurance  is  out- 
dated, over-rated  and  ill-fated  that 
as  of  January  1, 1982  we  have 
completely  stopped  selling  whole 
life  insurance. 

In  the  insurance  industry  (an 
industry  built  on  whole  life  insur- 
ance), our  decision  has  amounted 
to  heresy. 

But  we  believe  in  the  future  of 
the  Signature  Series  concept. 
And  we  believe  that  it  offers  you  so 
much  more  — flexibility,  high 
return,  extremely  low  cost  —  that 
we're  staking  the  entire  future 
of  our  business  on  it. 

We  are  certain  that  if  you  take 
the  time  to  compare  Signature 
Series  with  your  present  whole  life 
policy,  you  will  be  pleasantly 
shocked  to  discover  the  consider- 
able difference  it  can  mean  in 
your  insurance  premiums  —  and  in 
the  way  it  can  change  your  in- 
surance from  a  liability  to  an  asset. 

MORE  GOOD  NEWS. 

What  about  the  money  you  have 
already  invested  in  your  current 
whole  life  policy? 

Do  you  lose  it  if  you  replace  it 
with  a  different  policy? 

Definitely  not. 

If  you  decide  to  replace  your 


whole  life  policy,  you  won't  sacrifice 
any  of  the  cash  value  you've  built  up. 

In  fact,  at  today's  interest  rates 
you're  actually  losing  money 
by  leaving  that  cash  value  in  a  low 
interest  whole  life  policy.  And  the 
longer  you  leave  it  there,  the  more 
you  lose. 

COMPARE  AND  FIND  OUT. 

We're  so  sure  we  can  show  you 
a  substantially  better  insurance 
plan  than  your  current  whole 
life  policy  that  we  have  retained  an 
independent  policy-analysis  ser- 
vice to  make  that  comparison. 

To  find  out  how  to  quickly 
and  easily  compare  your  present 
whole  life  policy  to  the  ITT  Life 
Signature  Series,  call  anytime  free: 

1-800-331-1750 

and  ask  for  operator  540.  Or  send 
us  the  coupon. 


Mail  To: 

ITT  Life  Insurance 
P.O.  Box  738, 
Garden  City,  N.Y.  11530 
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Help!  My  whole  life  policy 
isn't  keeping  pace  with 
today's  economy,  and  I  want 
to  do  something  about  it. 

 Please  have  your 

representative  show  me 
a  better  alternative  than 
my  whole  life  policy. 

 Please  send  me  more 

information  on  how  I  can 
compare  my  present 
policies  to  the  Signature 
Series  and  see 
for  myself  how  much 
my  insurance  program 
can  be  improved. 

Name  


Address. 
City  


State_ 


Zip- 


Phone. 
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ITT  Life  Insurance  Corporation 

MINNEAPOLIS.  MINNESOTA  (Not  licensed  in  New  York.  New  Jersev  and  Maryland) 


Tulsa. . . 

We've 

Got 

Plenty 
of  Space 
to 

Putter 
Around. 


When  you're  a  site  selector,  space  is  a 
prime  consideration. 

Available  space  to  move  into,  space  to 
grow,  space  to  build  on. 

You'll  find  plenty  of  it  in  Tulsa.  Lots  of 
choices  in  suburbia,  or  in  the  heart  of  the 
business  district.  We're  a  growing  Sunbelt 
city  with  a  location  smack  dab  in  the  middle 
of  it  all. 

Site  selectors  are  impressed  by  our 
communications  network,  our  EDP 
capabilities,  our  dynamic  diversified 
economy,  and  our  wide  open  spaces. 

Look  to  Tulsa  when  you're  puttering 
around.  You'll  find  we've  got  a  lot  on  the  ball. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  741 19.  Or  call 
918/585-1201. 


Follow^Through 


Lullaby  of  Broadway 

Three  years  ago  a  renaissance  spirit 
ruled  the  50  Manhattan  acres  that 
constitute  Broadway,  heart  of  the 
American- stage.  After  a  decade  in  the 
doldrums,  its  box  offices  had  drawn  a 
record  $1 13.4  million  from  9.6  million 
ticket-buyers — 20%  of  the  country's 
total  theater  audience,  Forbes  report- 
ed (Feb.  19,  1979).  Despite  recession, 
inflation  and  wallet-busting  interest 
rates,  Broadway's  lights  are  burning 
just  as  brightly  today.  Ticket  prices 
keep  soaring  and  the  crowds  keep 
pouring  in. 

The  angels  who  put  their  money 
behind  the  footlights  have  been  flying 
just  as  high,  despite  the  fact  that  most 
lose  every  ducat  they  invest.  During 
the  fiscal  year  that  ended  last  May 
(roughly  coincident  with  the  end  of 
the  1980-81  Broadway  season),  New 
York  State  Attorney  General  Robert 
Abrams  counted  121  shows  capital- 
ized at  $52.3  million,  compared  with 
136  and  $50.5  million  for  the  1979-80 
season.  And  Abrams'  office  records 
only  shows  with  public  investors.  Pri- 
vately financed  blockbusters  like  Da- 
vid Merrick's  42nd  Street  are  not  even 
in  his  figures. 

The  full  score  for  the  current  season 
is  not  yet  in,  but  the  outlook  is  klieg- 
bright.  By  the  end  of  1981,  the  stage 
year's  midpoint,  Abrams'  count 
showed  65  new  Broadway  produc- 
tions capitalized  at  almost  $61  mil- 
lion. (Lesser  angels  were  busy  too, 
backing  48  Off-Broadway  shows  with 
more  than  $7.7  million.) 

Inflation  certainly  was  helping  to 
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intensify  the  glow  of  those  statistics. 
It  was  even  more  obviously  at  work  at 
the  ticket  windows.  The  average  ad- 
mission during  the  1980-81  season 
was  $17.52.  The  shows  on  Broadway 
this  winter  are  averaging  a  cool 
$22.45.  The  British  import  that  pro- 
vided the  theatrical  phenomenon  of 
the  year,  the  8  Vi -hour-long  Nicholas 
Nickleby ,  proved  that  New  York  audi- 
ences would  pay  anything,  filling  a 
760-seat  theater  for  14  weeks  at  a, 
blanket  ticket  price  of  $100.  The  pro- 
ducers that  brought  over  Nickleby  and 
the  Royal  Shakespeare  Company 
thought  they  would  be  lucky  to  break 
even.  When  they  totted  up  the  results  of 
the  run,  they  actually  showed  a  paper- 
thin  profit — preliminary  estimates  run 
between  $25,000  and  $40,000.  But  if 
restaurateur  Vincent  Sardi  hadn't 
picked  up  the  tab  for  the  closing-night 
gala,Nickleby  probably  would  have  end- 
ed in  the  red.  The  message  was  not 
overlooked.  The  producers  of  Dream- 
girls,  a  new  musical  that  drew  so-so 
reviews,  have  just  extended  their  $40 
top  ticket  price  to  cover  almost  every 
row  in  their  1,200-seat  theater. 


His  Lordship  bows  out 

"I  will  never  retire!"  British  impresa- 
rio Lew  Grade,  Lord  of  Elstree, 
boomed  to  a  Forbes  reporter  five 
years  ago  (May  1,  1977).  At  the  time, 
Grade's  Associated  Communications 
Corp.  was  raking  in  money  from  hits 
like  The  Eagle  Has  Landed ,  the  Pink 
Panther  series  and  TV's Muppets .  Since 
then,  however,  the  onetime  world 
champion  Charleston  dancer  has  been 


Nicholas  Nickleby  (Roger  Rees)  and  sister  Kate  (Emily  Richard) 
Despite  the  odds,  Broadway's  angels  keep  flying  high. 


1981  Economic  DevelODment  Commission  of  Tulsa 


"Just  give  me  a  switch  hitter  who  can  bat .  400, 
hit  30  homers,  steal  maybe  40  bases  and  win  the 
Golden  Glove,  and  that  pennant's  as  good  as  won! 
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The  office  equivalent  of  that  elusive  all- 
around  baseball  player  is  a  copier  that  can  handle 
little  one-copy  jobs  as  efficiently  as  big  collating- 
stapling-stacking  jobs.  A  copier  with  that  kind  of 
versatility  is  bound  to  bat  a  thousand  in  the  produc- 
tivity department. 

Kodak  copiers  were  the  first  with  do-every- 
thing  capability,  and  every  model  does  everything 
the  same  way,  because  each  is  built  on  the  same 
versatile  technology.  A  technology  which,  by  the 
way,  holds  even  more  surprises  for  the  future! 

May  we  demonstrate? 


Write:  Eastman  Kodak  Company, 
CD2321,  Rochester,  N.Y  14650. 


Kodak  copiers.  The  all-around  performers. 


THE  LIMP  PAD  VS.THE  AMPAO 


Does  your  yellow  pad  let  you  down 
just  when  you  need  support?  Look 
at  The  Ampad.  It's  stiff,  like  a 
clipboard. 

But  you'll  probably  discover 
even  better  reasons  for  demanding 
The  Ampad.  Like  our  16  lb.  water- 
marked paper,  that  won't  bleed. 
Like  The  Ampad's  perforated 
pages.  Like  The  Ampad's  leather- 
like binding,  which  is  stapled  and 
glued.  So  it  doesn't  fall  apart  like 
other  yellow  pads. 

Other  companies  think  we're 
crazy  to  make  a  yellow  pad  this 
good.  But  the  U.S.  Senate  doesn't 
think  we're  crazy.  They  use  The 


Ampad.  So  do  most  people  who 
make  decisions  for  a  living. 

It  seems  that  the  more  you  use 
yellow  pads,  the  more  you  appre- 
ciate The  Ampad.  After  all,  why 
use  a  limp  pad  when  you  can  get 
the  stiff  one?  Give  this  ad  to  whom- 
ever orders  your  stationery. 
Tell  them  you  want 

AIVIPAD 


THE  STIFF  ONE 


American  Pad  &  Paper  Company,  Holyoke,  Massachusetts. 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming.  En- 
ter your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on  this 
form  and  check  the  subscription  you  pre- 
fer. □  1  year  $33.00  □  3  years  $66  (the 
equivalent  of  one  year  free).  Canadian  or- 
ders, 1  year  $44,  3  years  $92.  Orders  for 
other  countries  add  $18  a  year. 

Subscription  Service  Manager, 
FORBES,  60  Fifth  Avenue, 


ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Name       (please  pnntl 


New  Address 


City 


State  Zip 


Date  of  Address  Change 


Follovv-Ihrou&h 

off  the  beat.  Last  month  he  sold  his 
27.6%  share  of  ACC  voting  stock  to 
Australian  entrepreneur  Robert 
Holmes  a  Court  and  bowed  out  as 
chairman  and  chief  executive. 

Grade's  troubles  had  been  building 
for  two  years.  In  1979  ACC  had  sales 
of  $470  million  and  pretax  profits  of 
$32  million.  Then  came  stumbles  like 
a  $16  million  writeoff  on  Raise  the 
Titanic,  a  box-office  flop.  Profits  for 
the  year  that  ended  last  March  were 
down  to  $4.9  million,  sunk  by  a  $49 
million  overall  movie  loss.  Grade's  fir- 
ing of  Jack  Gill,  his  financial  right 
hand  for  25  years,  gave  institutional 
investors  the  jitters  and  ACC  stock 
plummeted.  In  December,  Grade  still 
exuded  optimism,  saying,  "We  are  go- 


tor  Grade,  Lord  of  Elstree 


No  throne  is  a  permanent  seat. 


ing  to  grow  and  grow"  (Forbes,  Dec. 
21.  1981),  but  the  curtain  was  falling. 

Holmes  a  Court  meanwhile  was 
moving  on  stage,  buying  up  50. 1  %  of 
ACC's  nonvoting  shares  at  prices 
around  $1,  though  ACC's  worth  was 
reckoned  at  $3  a  share.  His  deal  last 
month  gives  him  uncontested  con- 
trol, if  it  holds  up.  Out  to  block  it  are 
two  other  would-be  buyers.  Gerald 
Ronson,  whose  Heron  Group  is  Brit- 
ain's fifth-largest  private  company, 
has  offered  $86.9  million  for  ACC 
(Holmes  a  Court  valued  it  at  $67.3 
million)  and  is  suing  to  stop  Britain's 
broadcasting  authorities  from  allow- 
ing ACC  to  leave  British  hands.  An- 
other contender  is  Czech-born  pub- 
lisher Robert  Maxwell,  who  already 
owns  8%  of  ACC. 

Whether  Holmes  a  Court  wins — or 
gives  in  gracefully  to  a  rival,  as  so 
often  in  the  past — Lord  Grade  is  off  : 
the  throne  he  vowed  never  to  leave. 


CUTTING  TRAVEL 
AND  ENTERTAINMENT  COSTS 
WITHOUT  CUTTING  TRAVEL 
AND  ENTERTAINMENT. 


Business  travel  has  some  hidden  costs. 

There's  the  cost  of  administration.  The  cost 
of  inaccurate  expense  reporting.  And  the  loss  of 
valuable  float. 

With  the  American  Express  Corporate  Card 
System®  your  company  can  control  these  costs. 

The  system  improves  your  cash  flow. 
Simplifies  expense  reporting.  Gives  you  information 
on  expenditures.  And  makes  travel  easier  for  your 
employees. 

Its  a  system  that's  already  working  for  more 
than  300,000  companies.  To  find  out  how  it  could 
work  for  you,  just  send  us  the  coupon  or  call  toll-free 
1-800-528  AMEX.  (In  Arizona,  602-954-2088.) 

It  won't  cost  you  a  penny  to  talk  to  us. 
And  who  knows?  It  might  be  costing  you  not  to. 


|~Will  iatn  R.  Sullivan,  V.  P.  Commercial  | 
Marketing,  American  Express  Company 
P.O.  Box  13821,  Phoenix,  Arizona  85002 
Or  call  toll-free  1-800-528  AMEX. 
(In  Arizona,  602-954-2088.) 

I'd  like  to  find  out  how  the  Corporate 
Card  System  can  benefit  my  company. 
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THE  AMERICAN  EXPRESS 
CORPORATE  CARD  SYSTEM 


No.  of  Travelers 
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Readers  Say 


Why  help  Reds? 

Sir:  I  just  wish  there  were  more  arti- 
cles like  "Be  my  guest.  .  ."  (Jan  18) 
concerning  our  financial  support  of 
Poland  sprinkled  throughout  the  mag- 
azines Americans  read.  The  article 
certainly  lays  out  the  facts  and  causes 
any  reader  to  wonder  why  we  should 
bail  the  communists  out  of  any  prob- 
lem they  have  created  so  that  they 
can  continue  to  blast  capitalism. 
— Rand  V.  Araskog 
Chairman  and  CEO. 
International  Telephone  &  Telegraph 
New  York,  N  Y. 

For  additional  continents,  see  p.  22. 


Good  question 

Sir:  Your  article  "What's  Going  On 
Inside  Russia  Today  V  (Fact  and  Com- 
nient.  Jan.  18)  again  raises  an  unan- 
swered question:  Why,  if  the  Soviet 
economic  system  is  so  bad,  the  defi- 
ciencies wouldn't  apply  to  the  Soviet 
military  system  equally  well? 
—John  M.  Gihb 
Sarasota,  Fla. 


Staying  the  course 

Sir:  The  statement  in  your  Jan.  4  edi- 
tion that  "Fiat  Allis  is  reportedly  con- 
sidering abandoning  the  North 
American  market  altogether"  is  total- 
ly untrue.  Fiat  Allis  remains  fully 
committed  to  producing  and  market- 
ing construction  machinery  in  North 
America,  and  this  commitment  has 
the  full  support  of  the  $22  billion  Fiat 
Group. 

While  1981  was  an  off  year  for  the 
entire  construction  machinery  indus- 
try, we  gained  about  two  percentage 
points  in  market  share. 

—John  M  Panettiere 
President, 

Fiat  Allis  North  America,  I  tic 
Deerfield.  Ill 


No  connection 

Sir:  It  is  disheartening  to  see  Jack 
Kemp  pull  a  doubting  Thomas,  David 
Stockman-type  reversal  (Other  Com- 
ments. Jan.  18).  There  is  no  relation- 
ship between  economics  and  crime. 
During  the  Depression,  the  people  in 
our  town  either  didn't  have  locks  on 
their  doors  or  those  that  did  didn't 
lock  their  doors. 


The  Mafia  is  hardly  bootless,  yet 
they  deliver  us  a  good  bit  of  crime. 

— W.M.  Buescher 
Pigeon  Forge,  Tenn 


Press'  party  line 

Sir:  Regarding  the  question  asked  by 
the  prominent  citizen  of  the  Soviet 
Union  (Side  lines.  Jan  18)  about  why 
the  American  press  vigorously  attacks 
Presidents,  the  answer  seems  all  too 
obvious:  The  American  press  does  not 
reflect  the  views  of  the  American  plu- 
rality that  elected  Ronald  Reagan. 
Much  of  the  American  press,  like  the 
Russian  press,  spout  their  own  party 
line.  We  are  still  free  to  ignore  them. 
— Gene  I..  Downing 
Florissant,  Mo. 


Platforms,  not  rigs 

Sir:  I  wish  to  correct  the  impression 
attributed  to  me  in  your  [contractors] 
section  of  the  Jan.  4,  1982  issue  that 
"we  have  the  best  drilling  rigs  in  the 
world."  Brown  &.  Root,  Inc.  is  not  in 
the  drilling  business  nor  does  it  sell  or 
fabricate  drilling  rigs.  The  reference  to 
holding  one's  breath  on  foreign  con- 
struction ventures  is  unrelated  to 
Mexico.  Finally,  Halliburton  Com- 
pany, of  which  Brown  &  Root  is  a  unit, 
is  not  a  drilling  contractor  as  indicated 
in  the  listing  on  page  187. 
— T.J.  Feehan 
President  and  CEO, 
Brow >  t  &  Root.  Inc. 
Houston.  Tex. 

Brown  &  Root  is  a  major  manufactur- 
er of  offshore  platforms,  not  rigs. — Ed. 


Mary's  conception 

Sir:  Allow  me  to  help  H.  Rudolf  Reck- 
mann's  Catholic  friend  (Readers  Say. 
Jan  18).  The  Immaculate  Conception 
celebrates  the  day  the  Virgin  Mary 
was  conceived,  not  the  day  that  Jesus 
was.  Perhaps  his  friend  needs  to  study 
his  catechism. 
—Jerri  Kidder 
Austin.  Tex. 


Biggest  small  thorn 

Sir:  Friden's  current  share  of  the 
[postage  meter]  market  is  a  healthy 
5.1%,  not  the  "paltry  2%"  used  in  the 
story  "Mail  supremacy' '(Dec  7).  After 


our  electronic  meter  was  introduced, 
we  were  purchased  by  CIT-Alcatel 
and  operate  as  an  independent  subsid- 
iary of  that  French  firm.  Friden's  rev- 
enues have  grown  at  a  compound  an- 
nual growth  rate  of  40%  for  the  past 
five  years  and  the  outlook  for  1982  is 
even  better.  With  that  kind  of  success 
we  enjoy  being  the  biggest  of  the 
small  thorns  in  Pitney  Bowes'  side. 
— Robert  J.  Goldmann 
President. 

Friden  Mailing  Equipment 
I  'nion  City.  Calif 

The  2%  market  share  we  cited  refers  to 
the  mailing  systems  market;  51%  market 
share  is  for  postage  meters  alone — En 


Provocative  cover 

Sir:  I  find  it  contradictory  for  you  to 
quote  the  Bible  regularly  on  the 
Thoughts  page  and  then  put  a  topless, 
albeit  covered,  model  on  the  cover. 

— G.L.  Beiersdorf 
Kohler.  Wis. 

Sir:  Poor  taste. 

—J.J.  Slevin 

Los  Angeles,  Calif. 

Sir:  I,  for  one,  think  it's  great.  Things 
are  a  bit  rough  on  the  business  scene 
right  now,  and  it's  nice  to  get  small 
pleasant  surprises  in  the  mail. 

— Robert  J.  Sinclair 
Orange.  Conn. 

Sir:  I  usually  buy  Playboy  oiPenthouse, 
but  your  cover  photo  was  so  arousing  I 
decided  to  give  Forbes  a  try.  I  was 
shocked  to  discover  that  it  was  filled 
with  nothing  but  business  articles. 
— CA.  Borey 
New  York,  NY. 

Sir:  An  appropriate  title  for  the  cover 
would  have  been:  Forbes  keeps  you 
abreast  of  the  news. 
—R.  T.  Bennett 
Stowe,  Vt. 

Sir:  Most  revealing.  More  please. 

— A.R.  Morgan  Jr. 
Tulsa,  Ok/a 

Sir:  Cancel  my  subscription. 

— Lucille  A.  Farber 
Los  Angeles,  Calif. 

Sir:  .  .  .Cancel. 
— Carl  Wennebald 
Chicago.  Ill 


Consumer  Orientation 

No.  16  in  a  Series 
Subject:  Vehicle  Cooperatio 
and  Responsiveness 
as  a  Design  Objective 
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tnatswen-D£ 
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A  car's  fundame 
largely  bythepositioi 
The  928's  transaxle  de: 
and  transmission  in  back.  It  pr< 
front-to-rear  weight  distribution.  Anc 
and  improved  cornering. 

The  transaxle  design  also  produces  < 
that  reduces  pitching,  resists  cross-winds,  and 
The928's  responsiveness  isenhanced  byitsl 
aluminum  V-8  engine.  On  the  track,  the  928  accelei 
The  928's  four-wheel,  internally-vented  power  disc  bre 
On  a  dry  surface,  the  928  can  come  to  a  full  stop  from  60  mp 
and  again. 

All  pedals  feature  linear  progression/linear  response.  For  e 
pedal  50%  results  in  50%  braking  force. 
The  928's  power-assisted,  rack-and-pinion  steering  has  variable  be 
at  low  speeds  and  during  parking. 
The  928's  cooperation  and  responsiveness  are  best  experienced  F^C 
„.h  a  test  drive.  For  your  nearest  dealer,  call  toll-free:  (800)  447-4700.  not.h 
n  Illinois,  (800)  322-4400. 


Cooperation 
and  responsive- 
ness are  not  the 
products  of  chance. 
They  begin  with  the 
vehicle's  design  objective. 
At  Porsche,  our  goal  is  to  build  a 
sports  car  that  is  fun  to  drive.  Thus,  a 
car  that's  cooperative  and  responsive, 


JJS  MM. 2$ 


Great  aircraft  don't  just  happen . . . 
They  are  right  for  their  times. 


The  HS  1 25  Series  700  is  the  right  aircraft  at  the  right 
time.  Its  design  is  based  on  seventy  years  of  British 
Aerospace  air  transport  and  military  experience. 

We  are  the  only  manufacturer  of  both  business 
jets  and  commercial  airliners.  Our  airliner  design 
team  engineered  the  Series  700  from  the  inside  out, 
starting  with  a  comfortable  cabin.  Among  the  Series 
700's  most  obvious  virtues  . . .  over  600  cubic  feet  of 
cabin  comfort  ...  realistic  capital  and  operating  costs 
...  the  multi-stop  economy  of  a  turboprop  ...  jet-speed 
efficiency  for  up  to  2900  miles  non-stop. 

Simple  well  designed  systems  ensure  low  mainte- 
nance, 99+%  fleet  dispatch  reliability. 


The  Series  700's  continuing  success  is  scarcely  a 
surprise.  Nor  will  we  be  surprised  when  you  call  us  for 
further  information— or  to  arrange  for  a  demonstration 
flight.  Call  Kenneth  C.  Spinney,  Vice  President-Marketing, 
703/435-9 1 00.  Or  write  Box  1 74 1 4,  Dulles  International 
Airport,  Washington,  DC  20041. 

The  Series  700— sleek 
descendant  of  the  first 
aircraft  ever  designed 
specifically  as  a  business 
jet.  Other  notable  avia- 
tion advances  by  British 
Aerospace:  the  world's 
first  jet  airliner,  super- 
sonic airliner  and  vertical 
takeoff  fighter. 


MS  125  Series 700 & 

S&/T/SH  AEROSPACE  INC  AM 

Washington  •  Wilmington  DE  •  Los  Angeles 
Chicago  •  Houston  •  New  York  •  Montreal  •  Mexico 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


Washington  Consultants  Squeezed 
As  Federal  Budget  Cuts  Take  Hold 

"/  think  there's  going  to  be  an 
awful  lot  fewer  consultants 
here  a  year  from  now, "  says 
Robert  R.  Nathan  an  economics 
consultant  in  Washington,  D.C. 

-Wall  Street  Journal 


THAT'S  BAD? 


Who  says  Reagan's  budget  cutback 
isn't  doing  much  good? 


SHORT  TERM  BORROWING  NO  LONGER  REALLY  IS 


Every  time  long-term  interest  rates  moderate,  the  long 
pent-up  corporate  demand  begins  to  unpent  and,  before 
many  new  long-term  issues  hit  the  market,  the  market 
evaporates  yet  again. 

While  I  don't  agree  with  Henry  Kaufman's  gloom-doom 
prediction  that  interest  rates  by  year's  end  will  likely 
exceed  last  year's  highs,  certainly  long-term  rates  are  not 
going  to  drop  appreciably  in  the  foreseeable  future. 

IT'S  TIME  TO  REPUDIATE  WHAT 

You'd  be  rich  if  you  had  a  dollar — even  one  of  to- 
day's— for  every  time  you  read,  heard  or  said  that  it  was 
agreed  at  Yalta  that  Uncle  Joe's  Russia  would  be  the 
prevailing  influence  in  a  new  Poland  and  East  Germany 
and  throughout  the  Balkans,  with  Finland  and  Austria 
'sanitized,"  while  the  West  would  call  the  tune  in  the 
rest  of  Europe. 

The  Yalta  agreement  never  contained  any  such  assur- 
ance, on  or  off  any  known  records.  But  since  it  has  become 
so  widely  accepted  as  being  so,  and  is  endlessly  cited  in 


So,  as  a  matter  of  reality,  corporate  short-term  borrow- 
ing has  actually  become  long-term  borrowing  at  a  variable 
interest  rate — whatever  the  rate  is  at  rollover  time.  With 
minor  exceptions,  lenders  can't  say  no  to  renewal  without 
risking  loss  of  their  principal— and,  often,  interest  due. 

In  short,  the  twain  of  short  and  long  seem  to  have  met. 

Along  with  reluctant  mental  adjustments,  new  termin- 
ology should  soon  follow. 

WE  DIDN'T  AGREE  TO  AT  YALTA 

such  crises  as  that  now  in  Poland  and  previously  in 
Czechoslovakia  and  Hungary,  it's  high  time  the  West  says 
it  isn't  so. 

By  an  unequivocal,  ringing  repudiation  of  a  "Yalta  agree- 
ment" that  doesn't  exist,  the  Kremlin  will  lose  a  phantom 
peg  on  which  they  have  managed  to  hang  so  much. 

As  for  the  Helsinki  agreement,  that  is — -was — contin- 
gent upon  human  rights  being  respected  on  both  sides. 
Contemptuous  violation  of  those  rights  ipso  facto  makes 
that  agreement  inoperable. 


'TIS  WILDNESS  NOT  TO  KNOW  IF  OUR  WILDERNESS 


:ontains  great  pools  of  oil.  It's  no  national  disaster  that  the 
government  has  permitted  the  first  nibbling  exploration 
leases  on  9,000  acres  of  28  million  acres  of  wilderness, 
j  It's  a  highly  potential  national  disaster  that  any  day 
Middle  East  turmoil  could  shut  us  off  from  oil  on  which  our 
economic  and  military  capabilities  are  currently  so  depen- 
dent. We're  spending  Sbillions  to  pump — though  not  fast 
mough — oil  into  salt  domes  to  give  us  an  emergency 


reserve.  If,  in  our  wilderness  areas,  we  have  oil  pools 
containing  billions  of  gallons,  we  have  a  mighty  need  to 
know  it,  to  know  where  they  are,  to  have  quick  access  to 
them  in  an  emergency. 

These  explorations  can  and  should  be  made  without 
raping  the  wilderness.  A  few  weeks  of  unaccustomed 
sounds  for  the  birds  and  chipmunks  are  not  too  exorbitant 
a  price  to  pay  for  that  priceless  knowledge. 


A  PUBLIC  FIGURE  DOES  NOT  BECOME  THE  PRESS'  PRIVATE  PROPERTY 


The  unending  day-and-night  pursuit  of  Jackie  Kennedy 
Onassis  by  that  paparazzo  personification,  freelance  pho- 
tographer Ron  Galella,  is  apparently  giving  him  a  good 
living  from  his  "exclusive  pics"  while  messing  up  her  life, 
daughter  Caroline's  life  and  son  John's  life. 

Aside  from  seeming  to  defy  prior  court  orders  to  keep  a 
modicum  of  distance,  his  unrelenting  harassment  of  his 
quarry  is  probably  doing  as  much  as  any  single  thing  to 
undermine  the  public  support  on  which  freedom  of  the 
press  depends. 

Stakeouts  of  figures  in  the  news,  thanks  to  the  parapher- 
nalia required  by  TV,  are  bigger  mob  scenes  than  ever. 
They  spare  no  one,  from  the  Chief  Justice,  when  he  is 
brought  into  an  Ehrlichman  book,  to  families  involved  in 
tragedies  of  one  sort  or  another.  Such  an  occasional  press 
avalanche  is  one  thing. 

But,  by  any  definition,  a  Galella-like  surveillance  surely 


should  be  suable  as  an  inva- 
sion of  privacy  even  for 
such  a  public  personage  as 
Jacqueline  Onassis. 

The  press  has  enough 
problems  at  times  from  its 
own  excesses;  enough  prob- 
lems from  its  own  abrasive- 
ness;  from  its  own  some- 
times unpopular  stances; 
and  from  its  own  occasion- 
ally visible  intoxication 
with  power. 


Harrier  Galella  and  Ins 
perpetual  quarry 


But  something  like  this,  jumping  Jackie  every  time  she 
steps  out,  so  angers  so  many  fair  and  decent  people  that 
legislation  regarding  press  overpress  could  be  enacted  one  of 
these  days  quicker  than  a  paparazzo  can  say  Jackie  O. 


MERGER! 

Rawleigh  Warner  (left),  Mobil's  CEO,  and  Dave  Roderick,  U.S.  Steel's 
boss,  are  caught  here  in  the  rockets'  red  glare  moments  after  reaching  a 
costly  agreement,  which  comes  on  the  heels  of  their  titanic  battle  for] 
Marathon  and  Mobil's  announced  consideration  of  acquiring  a  major 
hunk  of  winner  Steel. 

In  this  case,  though,  the  merger  marked  by  these  smiling  faces  is  one  in) 
support  of  the  Metropolitan  Opera's  $100  million  Centennial  Endowment 
Fund  drive.  It  took  the  charm  and  arm  of  Texaco's  genially  tough  chief  John 
McKinley  to  bring  the  year's  two  biggest  corporate  battlers  together  and, 
along  with  a  dozen  big-business  brethren,  produce  $14  million  in  pledges. 

I  doubt  that  Rawleigh  and  David  are  singing  any  tune  of  operatic 
potential  but,  in  the  name  of  culture,  they  did  make  happy  music. 
For  a  moment. 

TWO  MOVIES  WITH  HEROES  THE  DIRECTORS  DIDN'T  INTEND 


Over  the  Edge  depicts,  with  gross  overexaggeration, 
suburban  juvenile  drug-and-violence-prone  "delinquency." 
Clarence  and  Angel  depicts  problem  kids  in  a  Harlem 
public  school. 

Director  Jonathan  Kaplan's  intended  villains  in  Over  the 
Edge  are  an  upper-middle-class  model  community, 
Babbitt-y  realtors,  babbling  parents  and  "dumb"  police. 
But  they  don't  come  off  that  way  at  all. 

The  kids — in  a  fine  job  of  acting,  by  the  way — are 
virtually  all  on  drugs  and  booze  and  into  violence,  to  a 
degree  that  relatively  few  kids  really  are.  One  feels  total 
sympathy  and  understanding  not  for  the  bored  teeners,  but 
for  the  frustrated  parents  and  the  local  cops  trying  to  cope. 
The  biggest  heroes  of  all  are  the  teachers  who,  with  in- 
credible patience,  keep  trying  in  the  face  of  incredible 
classroom  behavior. 

In  duller  Clarence  and  Angel,  directed  by  Robert 


Gardner,  again  the  real  heroes  are  the  teachers,  desper- 
ately determined  to  continue  teaching  in  classrooms 
with  most  kids  totally  engaged  in  making  mock  and 
monkeys  of  both.  The  friendship  that  develops  between 
a  young  black  and  a  Hispanic,  who  are  continually 
exiled  to  the  hall,  evolves  in  moving  fashion.  Mark 
Cardova  (cast  as  Angel)  is  a  fabulous  young  actor  anc 
his  minutes  of  mouthing  macho  and  kung  fu  minuets 
are  worth  the  price  and  any  trouble  involved  in  getting 
to  see  this  movie. 

Vandalism — wanton,  costly,  mean  and  nasty — has  beer 
with  us  since  teeners  were  first  begot.  There's  no  vaccina- 
tion to  prevent  it,  no  quick  cure.  Vandalism  can  only  bt 
grown  out  of,  and  punished  during.  See  these  two  films,  i: 
you  can,  and  be  glad  you're  only  the  parents  of  your  kids 
not  persons  who  have  to  try  teaching  'em  at  school  o: 
handling  them  in  the  community. 


DO  SUCH  REPORT  CARDS  STILL  EXIST? 

From  what  one  reads  of  the  harrowing  hazards  to  life  unlikely.  But  in  suburbia  or  the  less  congested  schools,  are 
and  limb  in  the  classrooms  of  our  major  cities,  the  likes  of  grades  and  evaluations  still  given  with  such  conscientious, 
this  1930s'  grammar  school  report  card's  still  existing  is    individual  care? 


The  Roosevelt  School 


TO  THE  PARENTS  OR  GUARDIANS  OF 

Your  child  shows  habits,  attitudes  and  characteristics  that  have  been  marked 
opposite  the  following  list  representing  the  more  important  standards  of  school  life 
and  good  citizenship 

The  teacher  will  mark  a  number  of  items  each  quarter  with  three  symbols: 
a  plus  sign  (  +  );  a  minus  sign  (-);  and  a  circle  (O).  When  a  pupil  is  considered  up 
to  the  standard  in  a  habit  or  characteristic  a  plus  sign  will  be  placed  after  that 
item.  If  the  child  needs  the  attention  of  the  parent  and  teacher  to  help  him  in 

AS  A  WORKER 


Has  anility  to  concentrate 

Applies  effort  -  -   

Has  persistence 


^  ^ 


.l.aighllo, 
prompt 

tidy 

obedient 
orderly 


Need,  .peoal  Mp  . 
AS  AN  INDIVIDUAL 


Is  respectful 
Is  quiet  in  halls  and 
Docs  not  disliact  ol 
Does  not  interrupt 


REMARKS  FROM  PARENTS  OR  GUARDIAN     Do  you  agree  with  the  impressio 


have  formed  ? 


the  formation  or  strengthening  of  that  habit  a  minus  sign  will  be  used.  When  a 
circle  is  placed  after  an  item  it  means  decided  improvement  in  the  formation  of 
that  habit. 

This  report,  which  you  are  asked  to  sign  and  return,  is  designed  to  supple- 
ment and  interpret  the  regular  monthly  report  cards.  You  are  urged  to  bring  this 
report  back  in  person  to  discuss  conditions  affecting  your  child  and  our  under- 
standing and  method  of  handling  him. 


Is  a 
Main 

Join. 
Has  a 
I>  con 
Has  > 


r  play 


("—  0 


ON  THE  PLAY  GROUND 

{  -+  .  Ability  to  retrain 

j  .  Tattling  

Bullying 
j  Quarreling  -  .  . 

Being  too  aggre 
Being  too  timid 


I  + 


Has  good  postal 


GENERAL  CHARACTERISTICS 
J        Keep,  clean 

Bite,  fingernail. 
Put.  hand  and  mat 
i         to  mouth  and  no.i 


Signature  of  Pan 


HOW  CAN  ANYONE  "TELL  ALL" 


when  no  one  knows  all. 


NO  ANSWER 

is  the  worst. 


WHAT  NOW  FOR  THE  FED? 


By  M.S.  Forbes  Jr. 


President  Reagan  says  the  Federal 
Reserve  is  too  loose.  Treasury  Secre- 
tary Regan  says  it  is  too  tight.  The 
Fed  itself  is  worried  about  the  bi- 
zarre behavior  of  interest  rates  and 
money  supply. 

All  this  confusion  provides  a  first- 
class  opportunity  to  initiate  a  thor- 
oughgoing examination  of  one  of 
this  country's  most  powerful  insti- 
tutions. Chairman  Volcker's  deter- 
mination to  fight  inflation  is  not  at 
issue.  The  focus  of  the  investigation 
should  be  on  whether  the  central 
bank's  current  operating  tools  and 
procedures  are  adequate  to  achieve  a 
stable  dollar. 

The  Fed  assumes  that  the  way  to 
control  inflation  is  gradually  to 
bring  down  money-supply  growth. 
Is  such  fine-tuning  possible? 

There  is  no  reliable  measure  of 
money,  thanks  to  new  financial  in- 
struments— repurchase  agreements, 
money  market  funds,  etc.  The  Fed 
must  continually  revise,  revamp  its 
money  measurements. 

There's  also  no  reliable  connec- 
tion between  a  measure  of  money 
and  a  country's  rate  of  inflation.  Ja- 
pan's   money-supply    growth  in 


recent  years  has  been  about  the 
same  as  ours;  the  rate  of  inflation, 
three-fifths  of  our  own.  During  the 
early  1920s,  Germany's  money  sup- 
ply seriously  lagged  behind  its  hy- 
perinflation. When  the  inflation 
ended  in  late  1923,  money  supply 
grew  rapidly  for  months  thereafter. 

Finally,  precise  manipulation  of 
money  supply  assumes  the  central 
bank  can  correctly  anticipate  de- 
mands for  credit,  and  in  what  way 
money  holders  will  decide  to  hold 
their  money — checking  accounts, 
or  NOW  accounts,  or  money  funds, 
or  repos,  or  something  else. 

A  Different  Economy 

The  Fed  has  not  taken  proper  cog- 
nizance that  we're  largely  a  service 
economy  today,  which  doesn't  re- 
spond quickly  to  expensive  credit. 
To  get  the  desired  slowdown,  sec- 
tors that  remain  credit-sensitive — 
housing,  manufacturing,  farming — 
have  to  be  hit  especially  hard. 

Another  problem:  Money  is  no 
longer  solely  a  domestic  product. 
How  can  we  "tighten"  credit  when 
there  is  more  than  $1  trillion  outside 
our  borders,  money  that  is  accessible 
to  any  corporation  of  any  size?  The 
Fed  falls  back  on  making  the  cost  of 


credit  very  dear.  That's  why  real 
interest  rates  for  the  past  18  months 
have  been  the  highest  since  the  pits 
of  the  Great  Depression. 

The  surprise  is  not  that  we're  hav- 
ing our  second  recession  within  two 
years,  but  that  the  economy  has  been 
so  resilient  under  such  pressure. 

Yet  for  all  these  flaws,  the  Fed  is 
in  the  markets  almost  daily,  buying 
and  selling  government  bonds.  In 
1980  the  volume  of  its  transactions 
reached  $2  trillion.  This  awesome 
presence  is  why  people  anxiously 
ask,  "What  will  the  Fed  do  next?" 
It's  like  trying  to  farm  when  you 
don't  know  what  each  day  might 
bring:  a  blizzard  or  scorching  heat 
or  something  in  between. 

No  one  except  economists  and 
politicians  would  blame  the  Federal 
Reserve  for  all  our  economic  woes, 
but  its  role  is  not  a  small  one. 

Like  most  self-appointed  "ex- 
perts," this  writer  has  notions  of 
what  steps  should  be  taken.  For  now, 
though,  the  key  is  to  get  policy  mak- 
ers to  recognize  that  the  Fed's  meth- 
ods of  operation  are  fundamentally 
flawed  and  that  until  this  subject  is 
effectively  tackled,  a  healthy,  stable 
economic  recovery  is  unlikely.  (For 
another  view,  see  p.  25.) 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  s  mind.-MSF 


Womanpower 

The  West  was  full  of  promise  for 
women.  To  succeed  they  had  to  fight 
off  Indian  raids  and  endure  starvation, 
privation  and  the  aching  sense  of  be- 
ing alone  in  an  endless,  empty  land. 
But  as  partners  to  their  menfolk  they 
performed  labor  worth  more  than  all 
of  the  West's  gold  by  pressing  for  their 
schools  and  churches,  law  and  order. 
Their  reward  was  a  sense  of  compe- 
tence: "I  felt  a  secret  joy,"  an  Oregon 
woman  declared,  "in  being  able  to 
have  a  power  that  sets  things  going." 

— The  Women 
by  Joan  Swallow  Reiter 
and  editors  of  Time-Life  Books 

Reds  Bank  on  Us 

Are  we  going  to  continue  to  allow 
and  even  encourage  Western  banks  to 
finance  the  Soviet  military  machine? 

The  economies  of  Eastern  Europe 
are  organized  to  support  the  economy 
of  the  Soviet  Union,  and  the  economy 
of  the  Soviet  Union  is  organized  to 
support  its  military  machine.  Into 
this  process  the  Western  banks  have 
pumped  some  $40  billion  in  the  last 
decade.  If  the  forecasts  by  Wharton 
Econometrics  prove  true,  they  will 
pump  almost  this  amount  again  into 
the  same  process  over  the  years  of  the 
Reagan  Administration. 

The  future  of  the  Soviet  economic 
system  depends  on  access  to  Western 
banking.  Instead  of  encouraging  the 
banks  to  roll  over  debt  in  the  wake  of 
Poland,  the  government  ought  to  be 
making  clear  that  this  access  depends 
on  a  modicum  of  Soviet  good  behav- 
ior. By  any  realistic  risk  assessment, 
it  is  military  spending  and  repression 


of  Eastern  Europe  that  call  its  credit 
standing  into  doubt.  To  price  the  So- 
viets out  of  the  credit  markets,  what 
the  government  chiefly  has  to  do  is 
bring  the  lenders  face  to  face  with 
economic  reality. 

— editorial,  Wall  Street  Journal 

Trade  and  economic  relationships 
originally  conceived  as  incentives  for 
Soviet  restraint  are  becoming  instru- 
ments of  potential  Soviet  blackmail 
used  not  by  us  but  against  us.  Today, 
the  West  seems  clearly  less  prepared 
than  Moscow  is  to  interrupt  these  re- 
lationships. .  .  .  But  in  this  crisis,  the 
West  had  readily  at  hand  an  instru- 
ment even  more  significant  than 
trade — Poland's  colossal  debt  to  West- 
em  banks,  and  its  admitted  need  for 
$1.5  billion  of  new  capital  from  the 
West  every  quarter  in  1982  just  to  stay 
afloat.  And  this — unlike  trade  embar- 
goes, which  almost  daily  pose  ques- 
tions about  whether  and  how  long 
they  should  be  continued — -requires 
only  a  single  decision. 

— Henry  Kissinger 
*    *  * 

Having  devoured  their  society  to 
satisfy  the  Russians,  the  Polish 
Putschists  made  a  Deputy  Prime  Min- 
ister their  Ambassador  to  the  dollar 
democracies  to  beg  sympathy  and 
credits.  The  West's  denial  of  further 
credits  would  be  a  stroke  of  idealism. 

— editorial,  New  York  Times 

Rare  Talkers 

Q:  Do  you  consider  conversation 
an  art? 

A:  A  dying  one.  Most  of  the  re- 
nowned conversationalists — Samuel 


Johnson,  Oscar  Wilde,  Whistler,  Jean 
Cocteau,  Lady  Astor,  Lady  Cunard, 
Alice  Roosevelt  Longworth — are  mon- 
ologists,  not  conversationalists.  A 
conversation  is  a  dialogue,  not  a  mono- 
logue. That's  why  there  are  so  few 
good  conversations:  due  to  scarcity, 
two  intelligent  talkers  seldom  meet. 

— Music  for  Chameleons, 
by  Truman  Capote 


The  idea  that  all  wealth  is 
acquired  through  stealing 
is  popular  in  prisons  and  at 
Harvard. 

—George  Gilder, 
Wealth  and.  Poverty 


Reporters  Are  Rank 

For  those  of  us  inclined  to  be  a  little 
smug  or  even  arrogant  about  the  jour- 
nalism profession,  we  recommend  the 
September  Gallup  Poll  ranking  24  pro- 
fessions in  terms  of  "honesty"  and 
"ethical  standards."  TV  reporters  and 
commentators  are  rated  ninth,  and 
newspaper  reporters  tenth;  both 
groups  are  thought  to  be  less  ethical 
and  honest  than  pharmacists,  den- 
tists, policemen  and  bankers. 

However,  reporters  can  find  solace 
in  the  fact  that  reporters  rank  ahead 
of  lawyers,  funeral  directors,  senators, 
and  insurance  salesmen.  The  exact 
rankings,  in  order,  were:  ministers, 
pharmacists,  dentists,  M.D.s,  engi- 
neers, college  teachers,  policemen, 
bankers,  TV  reporters  and  commenta- 
tors, newspaper  reporters,  funeral  di- 
rectors, lawyers,  stockbrokers,  sena- 
tors, business  executives,  building 
contractors,  congressmen,  local  of- 
ficeholders, realtors,  union  leaders, 
state  officeholders,  insurance  sales- 
men, advertising  practitioners,  and 
auto  salesmen. 

— Columbia  Journalism  Review 

Cool  Britannia 

Elspeth  Flynn,  an  imposing  woman 
working  for  the  British  Information 
Services  on  Third  Avenue,  has  been 
the  particular  target  of  verbal  venom 
from  pro-IRA  pickets  who  demon- 
strate almost  daily  outside  the  build- 
ing. Recently,  as  she  made  her  way 
through  the  chanting  crowd,  she 
seemed  the  model  of  unflappable 
British  civility.  "Well,"  she  uttered 
archly,  "I  shan't  ever  have  them  over 
to  tea." 

— Bob  Gima, 
New  York  Daily  News 


thing  he  has  done  for 


How  can  a  Swiss  airline  claim 
Stuttgart,  Munich  and  Milan  as 

local  Stops?  It's  a  matter  of  geography. 
Arid  time.  If  you're  travelling  to  any  of  these 
Doints,  it  usually  means  a  change  of  planes  - 
10  easy  task  at  some  airports. 

Consider  geography.  A  look  at  a  map 
will  show  you  how  conveniently-located 
Zurich  and  Geneva  are,  especially  to 
Stuttgart,  Munich  and  Milan.  There's  a  Swiss 
airport  closer  to  each  of  these  cities  than  any 
3ther  airport. 

Consider  time,  (your  time).  The  airports  in 
Zurich  and  Geneva  are  built  for  people  as  well 
as  planes.  They  have,  on  the  average,  the 
fastest  connecting  times  in  Europe,  making 
ransit  a  breeze. 

Now  consider  Swissair.  We  depart  daily  for 
Switzerland  from  New\brk,  Chicago  and 
Boston.  If  Stuttgart,  Munich,  Milan  or  beyond 
is  your  destination,  remember,  Swissair  is  an 
express.  Even  though  it  makes  local  stops. 

±  ©  J~  /////////////////////// 


Just  call  your  travel  agent  or  swissairj^ 


ATTENTION  CHIEF  EXECUTIVE  OFFICERS 

MERRILL  LYNCH 
DOES  VIRTUALLY 
ALLTHEWORK, 
YOU  GET  ALL 
THE  GOOD  WILL... 

WHEN  YOU  OPEN 
THE  DOOR  TO  A 
CORPORATE 
IRA  PROGRAM. 


Beginning  January  1, 1982,  you 
can  help  your  employees  set  up 
their  own  tax-deferred  Individual 
Retirement  Accounts  (IRA's).  A 
simple  payroll  deduction  is  prac- 
tically all  your  company  has  to 
take  care  of.  Merrill  Lynch  does 
just  about  all  the  rest. 

And  who  could  do  it  better? 
Merrill  Lynch  originated  the 
concept  of  employee  stock  pur- 
chase plans  with  automatic 
payroll  deductions.  And  we  have 
more  experience  and  more  ac- 
counts than  any  other  brokerage 
house  with  IRA/Keogh  Accounts. 
Put  the  two  together  and  you've 
got  a  payroll-deduction  IRA 
system  you  can  rely  on. 

In  addition,  your  employees 
will  have  a  flexible  plan  with  a 
variety  of  investment  possibili- 


ties. And  not  just  income- 
oriented  investments,  but 
investment  choices  that  offer 
growth  potential,  too.  For 
example,  employee  participants 
can  choose  from  five  different 
mutual  funds  professionally 
managed  by  our  affiliate,  Merrill 
Lynch  Asset  Management,  Inc. 
Choices  range  from  a  money 
market  fund  to  a  fund  featuring 
international  diversification, 
with  four  more  possibilities 
coming  up  in  mid-1982. 

Or,  if  they  prefer,  employees 
can  choose  securities  on  the 
New  York  and  American  Stock 
Exchanges  and  certain  selected 
OTC  stocks  in  which  Merrill 
Lynch  regularly  makes  a  mar- 
ket. Purchases  of  stock  can  be 
made  by  the  dollar  instead  of 


by  the  share.  Each  participating 
employee  will  receive  a  quar- 
terly statement  showing  the 
status  of  his  or  her  account. 

With  Merrill  Lynch,  you  and 
your  employees  have  the  con- 
fidence of  investing  with  a  world 
financial  leader. 

For  further  information,  write 
on  your  corporate  letterhead  to 
Don  Underwood, Vice  President, 
Retirement  Plans  and  Services, 
Department  C,  Merrill  Lynch, 
1  Liberty  Plaza,  New  York,  NY 
10080.  Please  indicate  the 
number  of  employees  in  your 
company 


Merrill  Lynch 

Merrill  Lynch  Pierci  Fennel  WU  Smith  Inc 

A  breed  apart 
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What's  Ahead  for  Business 


Edited  By  Thomas  O'Donnell 


The  problem  is 
fiscal,  not 
monetary 


The  Fed 
could  become 
the  fall  guy 


Higher  taxes 
are  not  a 
panacea 


DON'T  PUT  THE  KNIFE  AWAY 

"The  Federal  Reserve  Board  is  making  this  recession  worse."  That's 
a  refrain  you  are  likely  to  hear  more  and  more  in  coming  weeks.  Don't 
believe  it.  Sure,  high  interest  rates  are  causing  the  downturn  to  be  far 
more  severe  than  anyone  expected.  But  the  Fed  is  not  the  culprit. 

The  real  cause  of  the  recent  runup  in  rates  has  been  the  revival  of 
inflationary  expectations,  specifically  fears  about  the  looming  budget 
deficits.  Thus,  the  problem  is  fiscal,  not  monetary.  And  the  solution  is 
to  cut  back  on  government  spending.  That  means  entitlement  pro- 
grams, like  welfare  and  food  stamps,  have  yet  to  feel  the  sharp  knife. 

Critics  of  the  Administration  contend  that  the  fat  has  already  been 
removed.  But  that's  not  true.  Take  a  look  at  the  record:  In  1970,  federal 
nondefense  spending  equalled  13%  of  gross  national  product.  Today  it 
equals  17%.  So  just  returning  to  1970's  rate  by  1984  would  reduce 
outlays  by  4%  of  GNP,  or  $160  billion.  That's  enough  to  wipe  out  the 
entire  deficit,  points  out  Harvard  economist  Martin  Feldstein. 

Of  course,  further  attempts  to  cut  back  will  touch  off  a  brutal  battle 
between  Congress  and  the  White  House.  With  it  will  come  the  one 
thing  the  markets  hate  most:  uncertainty.  That  uncertainty — com- 
bined with  renewed  fears  of  inflation — means  that  rates  will  not  fall 
substantially  any  time  soon. 

While  the  big  battle  rages,  you  can  expect  smaller  assaults  against 
the  Fed,  which  could  become  the  fall  guy  for  high  rates.  Remember, 
however,  that  the  Fed  didn't  create  the  deficit.  And  by  refusing  to 
finance — or  "monetize" — it  freely,  the  central  bank  is  slowly  taming 
inflation.  In  1981,  for  example,  prices  rose  by  just  8.9%,  a  "single- 
digit"  gain  for  the  first  time  since  1978. 

The  big  worry  now  is  that  the  Fed  will  cave  in  and  loosen  its  grip  on 
the  money  supply.  That  would  be  a  major  setback  in  the  war  against 
inflation.  Worst  of  all,  we  would  be  right  back  to  the  stop-and-go 
monetary  policies  that  were  so  destructive  throughout  the  1970s. 

Now  is  not  the  time  to  change  course  or  look  for  scapegoats:  The  tax  cuts 
and  Social  Security  boosts  taking  effect  July  1  will  ignite  a  recovery.  Yet,  if 
rates  remain  high,  the  recovery  will  be  short-lived  and  the  economy  could 
be  mired  in  another  recession  as  soon  as  a  year  from  now. 

Tax  hikes,  which  the  President  has  rightfully  opposed,  could  also 
abort  the  recovery  and  must  be  avoided.  Higher,  taxes  are  not  a 
panacea,  especially  during  a  recession.  And  they  will  not  lower  the 
deficit  unless  they  are  tied  to  decreased  spending.  It's  a  sad  fact  of  life: 
The  more  money  government  takes  in,  the  more  it  spends. 

As  the  brewing  battle  between  the  White  House  and  Capitol  Hill 
indicates,  getting  the  economy  back  on  the  right  track  will  not  be  easy. 
You  can't  reverse  the  excesses  of  two  decades  in  two  months,  or  even 
two  years.  But  progress  is  being  made.  What  the  economy  needs  now  is 
more  of  the  same. 


1  he  Forbes  Index 


Forbes  Index 


14-month  dote-up 


Bottom  fishing.  The  Forbes  Index  declined  once  again, 
but  the  downswing  was  anything  but  dramatic.  This  may 
indicate  that  the  recession  is  nearing  its  nadir.  Industrial 
production  fell  by  2.2%,  while  housing  starts  were  off 
another  3.3%.  Offsetting  this  doom  and  gloom,  there  was 
some  mildly  good  news  about  the  important  retail  sales 


category,  which  climbed  0.4%  in  December. 

Analysts,  however,  attribute  the  rise  to  price  discounts, 
which  also  reduced  inventories.  Personal  income  posted  a 
small  gain,  too,  moving  up  0.5%.  So  the  recession  remains 
alive  and  well.  The  next  few  weeks  will  be  crucial  in 
determining  its  severity  and  length. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements.  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right. 
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CBI  INDUSTRIE 


Putting  our  energy  into 
anks,  towersf  terminals  and  a  lot  more. 


If  our  name  sounds  familiar,  it  should. 
Because  Chicago  Bridge  &  Iron 
Company  is  a  tradition  in  the  design 
and  construction  of  storage  tanks, 
refinery  towers,  and  energy  terminals 
worldwide.  For  over  90  years.  CBI  puts 
all  its  energy  into  energy. 

But  CBI  Industries  is  even  more.  Like 
oil  and  gas  drilling.  Marine  construction 
and  repair  work.  Water  and  wastewater 
treatment.  Forest  industry  equipment. 

CBI  Industries.  Growing  to  provide 
better  services  worldwide.  And  a  lot 
more. 


CBI  Industries,  Inc. 

800  Jorie  Boulevard 


■ 


AS  U  F 


For  many  people,  a  luxurious  car  is  no  luxury  at  all. 
It's  a  necessity. 

For  them,  the  1982  Marquis  is  the  perfect 
remedy  for  the  pressures  that  come  with  success. 

To  begin  with,  the  Marquis  takes  you  far  away 
from  the  clatter  of  a  noisy  world.  Its  smoothness, 
comfort,  and  quiet  luxury  make  driving  a  pleasure. 

An  advanced  Automatic  Overdrive  Transmission 
cuts  engine  speed  on  the  highway  by  30%.  And  options 
run  the  gamut  from  luxury  cloth  or  leather  seats  to  a 
formal  roof  (shown),  digital  electronic  sound 
systems,  and  fully  automatic  temperature  control. 

But  it's  the  ride,  itself,  that  will  satisfy  you  most. 
Because  it  will  tell  you  that  we  understand  what  is 
really  the  most  important  part  of  any  new  Marquis 
The  owner. 

1982  MARQUIS 

LINCOLN-MERCURY  DIVISION 


Risk.%u  must  size  up  each  situation  precisely. 

No  matter  what  kind  of  risks  your  business  faces,  Corroon  &  Black  can 
help  you  afford  them.  We've  developed  some  very  sophisticated  techniques 
that  forecast  future  losses  and  quantify  appropriate  risk  retention  levels.  This 
enables  us  to  give  better  advice  on  the  best  way  to  finance  your  risks. 

It's  the  kind  of  expertise  you'd  expect  from  one  of  the  top  business 
insurance  brokers  in  the  world.  So,  contact  us.  We'll  show  you  there  are  ways 
to  face  risks  without  taking  too  much  of  a  chance. 

CORROON  &  BLACK 

Putting  insurance  risks  into  perspective. 

Wall  Street  Plaza.  New  York.  N.Y.  10005  •  212-363-4100 


Forbes 


How  many  doctors  will  make  house  calls  under  the  new  tax  law? 
Hint:  How  many  bolts  of fabric  can  you  fit  in  a  Ferrari? 


Productivity, 
American  style 


By  William  Baldwin 


It's  perhaps  a  bit  early  to  say 
whether  or  not  last  year's  Eco- 
nomic Recovery  Tax  Act  will  do 
its  job  of  reviving  American  busi- 
ness. But  Lee  Maas  thinks  the  law 
is  terrific.  More  than  terrific,  in 
fact — it's  fantastic. 

"The  biggest  thing  that  happened 
to  us  in  1981  was  Mr.  Reagan's  tax 
plan,"  says  Maas.  "December  has 
traditionally  been  just  an  average 
month  in  our  business.  Last  Decem- 
ber we  broke  all  our  sales  records 
for  any  month  in  the  history  of  the 
company." 

Maas  is  president  of  Classic  BMW- 
Ferrari  in  Dallas.  In  1981  he  sold  $12 
million  worth  of  fancy  foreign  cars  to 
rich  Texans,  including  many  who  are 
going  to  use  them  in  their  businesses. 
As  Maas  didn't  hesitate  to  tell  cus- 
tomers, you  could  buy  a  business  vehi- 
cle in  the  last  week  of  December  and 
still  write  off  25%  depreciation 
against  1981  taxes.  Under 
the  old  law,  prorating  de- 
preciation on  llth-hour 
purchases  was  often  neces- 
sary. The  new  tax  law  also 
boosts  the  investment 
tax  credit  on  short-life 
business  property  like  au- 
tos  from  3»/3%  to  6%. 
That  counts  dollar-for- 
dollar  against  tax  bills.  « 


Is  this  helping  the  U.S.  economy? 
Much  of  the  recent  drop  in  produc- 
tivity growth,  says  MIT  economist 
Lester  Thurow,  is  caused  by  slack 
capacity  in  our  factories.  So  it 
would  seem  that  every  automobile 
import  that  hurts  Detroit  hurts  the 
productivity  numbers. 

Moreover,  place  of  use,  not  place 
of  manufacture,  determines  whether 
a  capital  asset  qualifies  for  the  in- 
vestment tax  credit.  If  General  Mo- 
tors buys  a  machine  tool  in  Cincin- 
nati and  ships  it  to  Mexico  City, 
there's  no  ITC.  If  a  doctor  in  New 
Jersey  buys  a  German-made  car  for 
his  medical  partnership,  however, 
he  gets  the  credit.  Explains  Hudson 
Milner,     a    Treasury  Department 


economist:  "The  idea  is  that  by 
having  a  greater  capital  stock  in  the 
U.S.  you  increase  productivity  and 
wage  rates  here." 

It's  hard  to  see,  however,  how  all 
that  leather  and  chrome  helps  produc- 
tivity. Of  course,  the  line  between 
needful  business  investment  and  frills 
isn't  easy  to  draw.  "We  don't  view  it 
as  the  government's  role  to  tell  the 
taxpayer  he  should  be  driving  some 
sort  of  small  car,"  says  Ellen  Murphy, 
an  IRS  spokesperson.  She  adds  that 
taxpayers  are  supposed  to  keep  a  log 
showing  how  often  the  car  is  used 
purely  for  personal  driving,  and  to 
trim  the  tax  deductions  accordingly. 
In  contrast  to  business  entertainment 
expenses,  however,  there's  no  require- 
ment for  receipts  or  other  indepen- 
dent documentation  of  local  business 
mileage. 

"We  have  a  box  on  the  sales  form 
where   people   check   'business'  or 
'pleasure.'  About  80%  check  both," 
says  Abdo  Saab,  general  manager  of 
Downtown  L.A.  Motors,  which  sold 
1,015  Mercedes  last  year.  The  hot- 
test item:  a  turbocharged  diesel 
300SD  at  about  $38,000.  "A  lot  of 
businessmen  buy  it — doctors,  at- 
torneys, salespeople,"  he  says. 
"It's  tough  to  break  down 
)R&M^  how  much  is  business  and 
how  much  isn't,"  says  a  prin- 
cipal in  a  commercial  print- 
ing firm  in  Manhattan  who 


got  a  $35,000  BMW  last  year.  For  him, 
of  course,  there  may  be  some  justifica- 
tion; after  all,  his  work  includes  tak- 
ing clients  to  expensive  dinners.  Even 
at  that,  though,  he  says  defensively,  "I 
know  a  lot  of  small  businessmen  who 
write  off  their  cars.  I  know  a  little 


textile  firm  with  two  partners,  for  ex- 
ample, and  they  both  have  Ferraris." 

Don't  misunderstand.  We  aren't 
saying  the  investment  tax  credit  is  a 
bad  idea.  And  we're  certainly  not  op- 
posed to  deducting  legitimate  busi- 
ness expenses.  But  when  you  set  up  a 


revenue  system  that  encourages  peo- 
ple to  do  things  to  save  taxes  and  not 
because  they  make  any  particular 
sense,  you  are  bound  to  get  some  bi- 
zarre results.  How  many  bolts  of  fab- 
ric, after  all,  can  you  fit  in  the  back  of 
a  Ferrari?  ■ 


Wall  Street  shuddered  when  Allen  Neu- 
harth  announced  a  new  national  newspa- 
per. Now  it  is  having  second  thoughts. 


Citizen  Kane 
in  Rochester 


By  Eamonn  Fingleton 


Visitors  to  Allen  Neuharth's 
log-built,  fortress-like  mansion 
on  the  Atlantic  near  Cape  Ca- 
naveral see  a  certain  irony  these  days 
in  the  motto  over  his  desk. 

It  is  a  quotation  from  Henry  David 
Thoreau:  "I  would  rather  sit  on  a 
pumpkin  and  have  it  all  to  myself 
than  be  crowded  on  a  velvet  cushion." 

The  pumpkin  approach  has  served 
Neuharth  well  since  he  took  over  as 
chief  executive  of  the  Rochester- 
based  Gannett  newspaper  company  in 
1973.  By  maximizing  the  potential  of 
humdrum  suburban  papers  with  local 
monopolies,  he  has  multiplied  earn- 
ings per  share  nearly  3'/2  times.  Prof- 
its before  tax,  estimated  at  $334  mil- 
lion for  1981,  make  the  chain  one  of 
the  biggest  earners  in  publishing. 
Gannett's  21.1%  return  on  equity 
ranks  higher  than  Knight-Ridder's 
16.5%  and  theNeiv  York  Times'  18.6%. 

But  Neuharth  has  cut  Gannett  loose 
from  its  proven  formula  with  the  an- 
nouncement in  December  that  it 
would  launch  a  new  national  newspa- 
per, USA  Today.  The  newspaper  will 
appear  this  fall  in  Washington,  and  by 
spring  1983  it  will  be  printed  in  15 
major  cities — most  of  which  have 
deeply  entrenched  papers  already. 

That's  a  lot  of  velvet  cushions,  and 
Neuharth's  erstwhile  fans  on  Wall 
Street  were  quick  to  say  as  much.  In 
the  two  weeks  after  the  announce- 
ment Gannett  common  fell  6  points 


to  a  year's  low  of  33V2.  That  wiped 
$300  million  off  the  company's  mar- 
ket value,  and,  as  analyst  John  Korn- 
reich  at  the  stockbrokerage  firm  of 
Neuberger  &.  Berman  pointed  out,  the 
loss  represents  about  10  times  the 


maximum  likely  net  loss  if  the  project 
goes  wildly  wrong. 

Meanwhile,  the  idea  has  come  in 
for  considerable  sniping  in  the  press — 
often  from  commentators  working  for 
papers  that  have  something  to  lose  if 
Neuharth  succeeds.  The  New  )brk 
Times  suggested  that  Neuharth  was 
tired  of  simply  making  money  and 
USA  Today  was  a  vehicle  to  give  him 
the  visibility  that  has  so  far  eluded 
him  as  publisher  of  86  local  dailies. 
Everywhere  there  has  been  skepti- 
cism that  Neuharth  can  find  the  2.5 
million  subscribers  he  needs. 

Neuharth  is  suitably  grateful  for  his 
rivals'  concern  for  the  project's  suc- 
cess— but  plays  down  the  degree  to 
which  he  will  be  fighting  them  for 
market  share.  He  maintains  that  USA 
Today,  a  full-color,  four-section  broad- 
sheet, will  be  "an  extra  buy"  for  most 
subscribers. 

Easing  back  in  his  chair  and  gazing 
out  at  the  breakers  coming  in  from 
the  Atlantic,  he  adds:  "Most  of  the 
criticism  comes  from  east  of  the  Poto- 


Gannett's  Allen  Neuharth 

A  time  to  move  out  of  the  pumpkin  patch. 


mac.  We  are  aiming  for  a  rather  small 
audience  there.  Our  audience  is 
America." 

One  thing  is  clear.  The  technology 
to  deliver  a  timely  national  newspaper 
at  reasonable  cost  has  suddenly  blos- 
somed in  the  last  decade — thanks  to 
satellite  data  transmission  and  the 
perfecting  of  facsimile  printing  tech- 
niques. The  Wall  Street  Journal,  now 
the  nation's  largest-selling  daily  news- 
paper, with  a  circulation  of  2  million, 
has  already  shown  how  successful  the 
formula  can  be.  It  is  edited  in  New 
York  and  pages  are  transmitted  by 
satellite  to  14  print  centers  near  the 
paper's  main  markets  in  the  U.S. 

Impressed  with  the  Journal's  suc- 
cess, the  New  York  Times  in  1980  began 
fanning  out  from  its  New  York-Wash- 
ington axis.  It  now  produces  80,000  of 
its  941,000  weekday  sales  from 
presses  in  Florida  and  Illinois. 

But  Gannett 's  entry  will  mark  the 
first  time  anyone  has  tried  whole- 
heartedly to  run  a  general-interest  na- 
tional newspaper.  As  Neuharth  points 
out,  nobody  is  better  positioned  than 
Gannett  to  try.  It  already  has  printing 
plants  in  35  states — most  of  them  pro- 
ducing evening  papers,  so  they  are  idle 
in  the  early  hours  of  the  morning 
when  USA  Today  will  be  produced.  Ini- 
tially, USA  Today  will  be  printed  in  ten 
of  these  printing  plants,  and  in  five 
plants  operated  by  other  publishers. 
So  Gannett 's  only  major  investment 
in  hardware  will  be  the  satellite  re- 
ceiving stations  at  the  printing  plants, 
which  will  cost  $500,000  each. 

Will  at  least  2.5  million  Americans 
buy  USA  Today?.  Many  observers  think 
the  New  York  Times  and  Wall  Street  Jour- 
nal already  have  most  of  Neuharth's 
target  audience  in  their  sights.  Neu- 
harth's reply:  "We  will  cut  across  the 
market  at  a  level  somewhat  below  the 
Times  and  the  Journal ." 

A  key  market  for  Neuharth  is  the 
highly  mobile  executive,  often  seen 
passing  through  airports  and  probably 
living  far  from  his  home  state.  "Peo- 
ple who  moved  from  Boise,  Idaho  or 
Peoria,  111.  to  Tennessee  or  Florida  did 
not  grow  up  reading  the  New  York 
rimes.  They  grew  up  reading  the  Ida- 
bo  Statesman  or  the  Veoriajournal  Star. 
So  now  they  are  buying  the  local 
newspaper  where  they  live.  We  hope 
to  have  a  product  that  they  will  take 
in  addition  to  the  Memphis  Press-Scimi- 
ar  or  whatever." 

Gannett  has  already  produced  two 
mock-up  editions  that  indicate  sports 
will  be  a  big  part  of  the  formula.  Un- 
der the  banner  "Every  sport,  every 
result,"  the  prototypes  carried  a  12- 
page  sport  section. 

Says  Neuharth:  "You  cannot  usually 


find  out  in  San  Francisco  or  New  York 
how  Iowa  State  University  did  last 
night  in  basketball.  The  strongest  lo- 
cal interest  people  retain  when  they 
move  is  in  sports  activities." 

Pursuing  the  home-state  theme, 
USA  Today  will  also  print  a  section  of 
summarized  news  from  each  of  the  50 
states. 

Neuharth  enjoys  one  tactical  advan- 
tage in  his  proposed  price  of  a  quarter. 
That  undercuts  not  only  the  Wall  Street 
Journal  (35  cents)  but  the  New  York 
Times  satellite  editions.  These  cost  50 
cents — double  the  New  York  price  for 
a  product  with  only  two  sections  in- 
stead of  the  usual  four. 

Most  analysts  agree  that  if  Neu- 
harth can  find  the  readers,  the  ads 
that  he  expects  to  provide  the  bulk  of 
the  paper's  $250  million  revenues  will 
follow.  He  is  cagey  about  who  will 
advertise — but  probably  agencies  han- 
dling airlines,  autos,  hotel  chains, 
banks  and  liquor  products  will  be  get- 
ting presentations  soon. 

Despite  Wall  Street's  initial  reac- 
tion, most  analysts  polled  by  Forbes 
are  surprisingly  positive  about  the 
project.  Their  view  is  that  the  risk 


may  be  high  but  the  rewards  of  suc- 
cess are  so  stupendous  that  the  gam- 
ble is  worth  it. 

Even  skeptics  like  Joseph  Fuchs  of 
Kidder,  Peabody  are  giving  the  project 
the  benefit  of  the  doubt.  He  says: 
"Gannett  is  smart.  You  have  got  to 
believe  they  have  researched  it  fully." 

Ken  Noble  of  Paine  Webber  is  eu- 
phoric. He  says:  "Using  the  most  con- 
servative assumptions,  the  most  this 
will  cost  them  is  $80  million  before 
tax  or  $40  million  net.  For  that  they 
get  a  property  which  could  be  making 
$120  million  pretax  a  year  by  1986." 

He  gives  the  project  better  than  an 
even-money  chance  of  success. 
"What  many  people  do  not  realize  is 
that  better  than  15%  of  all  households 
read  a  daily  from  outside  their  own 
areas.  That  is  the  market  Gannett  is 
after,  and  it  is  a  big  one." 

The  worst  that  can  happen  if  USA 
Today  flops  completely  is  that  Gan- 
nett's  16%-a-year  earnings  growth 
may  dip  temporarily  to  10%.  "We're 
not  advertising  this  as  the  greatest 
thing  since  sliced  bread,"  says  Neu- 
harth calmly.  "We're  not  sure  it  will 
work,  but  we'll  find  out."  ■ 


Carl  Rosen  scored  a  big  coup  retailoring 
Puritan  Fashions  in  the  image  of  Calvin 
Klein.  But  on  Wall  Street,  Rosen's  own 
image  could  use  a  better  cut. 


Ragman 


By  Pamela  Sherrid 


F>  uritan  Fashions  Corp.  is  as 
*  exciting  on  Wall  Street  these 
days  as  those  sexy  Brooke  Shields 
ads  the  company  runs  on  television. 
Video  viewers  wondered  what — if 
anything — the  starlet  was  wearing  un- 
der her  skin-tight  Calvin  Klein  jeans. 
But  the  hard-nosed  boys  on  Wall 
Street  have  another,  equally  contro- 
versial question:  How  long  can  Puri- 
tan continue  to  mint  money  selling 
those  high-fashion  creations? 

On  the  bullish  side,  as  sober  an  ana- 
lyst as  Donald  Trott,  chairman  of  the 


investment  policy  committee  at  A.G. 
Becker,  has  put  personal  money  into 
Puritan.  "The  whole  market  value  of 
the  company  is  $60  million  today. 
Someone  would  have  to  pay  $50  mil- 
lion just  to  get  the  Calvin  Klein 
name,"  he  says.  On  the  other  side  is 
Robert  Wilson,  head  of  a  private  and 
sometimes  spectacularly  successful 
hedge  fund.  His  aggressive  short-sell- 
ing is  partly  credited  with  driving  Pu- 
ritan's stock  down  to  14  from  a  lofty 
summer  peak  of  24. 

Even  after  that  battering,  however, 
the  company's  shares  are  still  trading 
at  double  their  year-ago  price,  boosted 


by  record  1981  earnings  estimated  at 
$12.5  million  on  sales  of  $245  million. 
Watching  this  action  with  more  than 
casual  attention  is  Puritan's  flamboy- 
ant president,  Carl  Rosen,  63,  who 
owns  1 1  %  of  the  stock,  worth  about 
$8  million  today.  Rosen  and  Puritan 
have  been  in  the  rag  trade  so  long  that 
Gloria  Swanson  is  on  his  payroll  along 
with  Brooke  Shields. 

The  company  used  to  limp  along 
making  low-  and  moderate-priced 
dresses  for  what  Seventh  Avenue  calls 
"the  masses  with  fat  asses."  That  all 
changed  m  1977.  "God  caused  his 
countenance  to  shine  upon  me  to  do  a 
license  with  Calvin  Klein,"  says  Ro- 
sen. Barry  Schwartz,  Klein's  shrewd 
business  partner,  was  driving  what 
seemed  a  tough  bargain:  $1  a  pair  of 


jeans,  with  a  minimum  SI  million  in 
royalties  over  five  years.  Rosen  says 
he  met  those  terms  "with  fear  and 
trepidation  in  my  heart." 

By  1979  that  business  had  grown  to 
$60  million  in  sales.  Rosen,  who  had 
missed  out  on  the  sportswear  boom  in 
the  Sixties,  decided  this  time  to  bet 
his  whole  company  on  the  Calvin 
Klein  label.  With  one  hand  he  closed 
and  sold  his  old  facilities;  with  the 
other  he  built  Calvin  Klein  sales.  By 
1981,  with  $25  million  in  pretax 
writeoffs  behind  it,  Puritan  marketed 
only  designer-label  merchandise,  al- 
most exclusively  under  the  Calvin 
Klein  label.  Rosen  says  his  margins 
reached  about  10%  pretax  last  year — 
among  the  widest  in  the  industry. 

Still,  Rosen's  reputation — and  his 
earnings  estimates — cause  problems 
on  Wall  Street.  Some  criticism,  of 


course,  is  probably  rag-trade  jealousy. 
"Nobody  means  anything  to  that  in- 
considerate, boorish  egomaniac  ex- 
cept Mr.  Rosen,"  snipes  one  rival.  But 
in  the  early  Seventies,  some  impor- 
tant apparel  analysts  were  burned 
when  Rosen's  projections  turned  out 
to  be  mflated.  At  least  one  expert  is 
still  incensed.  "I  wouldn't  touch  Ro- 
sen with  a  ten-foot  pole,"  he  says. 

Fortunately  for  Puritan,  the  com- 
pany's future  depends  much  more  on 
the  opinions  of  Barry  Schwartz  and 
Calvin  Klein.  "I've  never  had  anyone 
tell  me  anything  positive  about  Carl," 
admits  Schwartz,  a  Bronx-bom  entre- 
preneur. But  Schwartz  didn't  get  to  be 
a  multimillionaire  at  39  by  following 
other  people's  advice.  He  and  Klein 
respect  Rosen's  willingness  to  gam- 


ble— on  fashion,  on  the  stock  market 
and  on  horses. 

Rosen,  in  fact,  introduced  Schwartz 
to  the  sport  of  kings,  and  Schwartz 
now  has  $12  million  invested  in  thor- 
oughbreds. The  two  mix  business 
chats  with  talk  of  placing  bets  and 
occasionally  hop  a  helicopter  from 
their  Manhattan  offices  to  Belmont 
Park.  "Becoming  friends  with  Carl 
has  changed  my  life,"  Schwartz  says. 

It  is  also  very  good  business. 
Schwartz  and  Klein  have  already 
made  over  $1.4  million  on  the 
183,750  Puritan  shares  they  hold,  and 
they  have  options  on  210,000  more. 
Schwartz  needs  growth  from  licens- 
ing because  expanding  Klein's  expen- 
sive designer  collection  beyond  $30 
million  in  sales  would  hurt  its  exclu- 
sive image.  A  suede  skirt,  for  exam- 
ple, retails  for  $600.  Puritan  last  year 


paid  Calvin  Klein  Ltd.  over  $12  mil- 
lion in  royalties,  about  equal  to  the 
partnership's  combined  income  from 
the  designer  collection  and  its  other 
handful  of  licensees  together. 

This  cozy  relationship  between  Ro- 
sen and  Schwartz  is  crucial,  however, 
because  the  Klein  partnership  in  ef- 
fect controls  the  growth  of  Puritan. 
Consider  diversification.  After  ten 
years  of  phenomenal  success,  the 
jeans  market  has  finally  softened,  put- 
ting pressure  on  jeansmakers  to  come 
up  with  other  kinds  of  sportswear. 
Puritan  has  the  advantage  of  a  tie  to  a 
famous  designer  who  can  actually 
come  up  with  innovative  styles.  Pun- 
tan's  Calvin  Klein  tops  and  pants 
were  introduced  last  year  and  are  sell- 
ing well.  Even  though  denim  jean 
shipments  are  off  by  about  half  from 
their  peak,  Rosen  claims  overall 
weekly  shipments  of  garments  are  at 
their  highest  levels  ever. 

Calvin  Klein  sportswear  also  has  big 
potential  overseas,  where  Levi 
Strauss,  for  instance,  gets  over  one- 
third  its  sales.  Schwartz  could  have 
gone  after  those  markets  without  Ro- 
sen, but  "business  with  him  was  so 
good,"  he  says,  "I  decided  I'd  rather 
have  Puritan  do  it  and  share  the  rev- 
enues." Now  Puritan  will  get  50%  of 
Calvin  Klein  sportswear  royalties 
from  outside  the  U.S.  It's  Schwartz, 
though,  who  calls  the  shots:  First  Cal- 
vin Klein  establishes  its  high-priced 
line  in  a  country,  and  only  then  can 
Puritan  follow. 

Even  though  Rosen  has  no  obvious 
successor  at  Puritan,  Schwartz  says  he 
would  take  over  only  if  he  had  to.  The 
most  irreplaceable  of  the  three  princi- 
pals is  surely  Calvin  Klein  himself. 
After  all,  it's  his  name  that  millions  of 
people  are  wearing  on  their  behinds. 
When  Klein  entered  the  hospital  this 
winter  with  meningitis,  Wall  Street 
swirled  with  talk  of  his  untimely 
death — helped  along,  some  say,  by 
those  with  short  positions  in  Puritan. 

Fashion  is  fashion,  of  course — and 
Klein  may  well  outlive  all  but  the 
memory  of  his  designs.  At  the  mo- 
ment, some  analysts  are  predicting 
that  Puritan  earnings  will  increase  by 
25%  this  year.  But  not  everyone  is  a 
believer.  Speculators  still  hold  short 
positions  in  Puritan  shares  that 
amount  to  nearly  9%  of  all  stock  not 
owned  by  Rosen,  Schwartz  or  Klein. 

Tension  like  this  fuels  gossip  on 
both  Seventh  Avenue  and  Wall  Street. 
If  Puritan  manages  to  continue  big 
gains  in  its  second  year  as  a  bom- 
again  company,  Rosen  and  his  part- 
ners will  be  heroes  in  both  worlds.  If 
not,  Puritan's  shares  will  be  distinctly 
out  of  style.  ■ 


Have  you  noticed  the  price  of  tin  in  Lon- 
ion?  It  keeps  rising,  but  you — and  tin's 
producers — should  beware. 


It's  a  bubble 


By  Barbara  Ellis 


W'  ith  world  economies  in  re- 
cession, the  price  of  almost 
every  commodity  has  fallen 
)ver  the  past  year — except  for  tin. 
since  July,  tin  prices  have  risen  by  over 
50%.  They  are  still  climbing — up  in 
50th  the  spot  and  forward  markets  in 
'ecent  days.  What  is  going  on? 

"Tin  is  the  story  of  a  broker  with  a 
Iream,"  says  a  London  metals  deal- 
er, summing  up  eight  months  of  fre- 
letic  activity.  He  names  the  broker 
is  Swiss-based  Marc  Rich  &  Co.  Just 
)ver  a  year  ago,  Rich's  firm,  which 
ihies  away  from  publicity,  was 
jointing  out  to  insiders  that  the  nar- 
ow  market  for  tin  might  make  it 
jossible  to  jack  up  prices. 

Rich  has  impressive  credentials. 
\  spectacularly  successful  oil  trad- 
:r,  he  quit  Phibro  Corp.  in  1974 
wer  a  salary  dispute  and  estab- 
ished  his  own  firm.  Along  the 
vay  he  did  well  enough  to  become 
vlarvin  Davis'  partner  in  the  $700 
nillion  acquisition  of  Twentieth 
lentury-Fox  last  April. 

Since  last  July,  neatly  placed  tin 
>rders — mainly  with  Marc  Rich  as 
jroker — have  produced  the  untimely 
)rice  rise.  "It  has  been  very  legiti- 
nate,  very  professionally  done, "  says 
>arah  Fromson,  a  London  metals  an- 
ilyst,  noting  that  the  mystery  buyers 
lave  been  careful  to  use  as  little  mon- 
:y  as  possible.  Initially,  they  bought 
hree-month  contracts  on  the  London 
Vletal  Exchange,  but  at  the  end  of 
November  they  suddenly  switched  to 
mying  for  immediate  delivery. 

This  produced  what  LME  veterans 
:all  a  "backwardation."  Normally, 
nventory  costs  keep  tin  futures 
)rices  higher  than  cash  prices,  but 
lot  so  now,  because  of  that  earlier 
ipate  of  curious  trading.  Spot  metal 


trades  about  10%  above  February  fu- 
tures, so  the  hidden  buyers  effec- 
tively have  an  open  comer.  They 
control  maybe  80%  of  London  tin 
stocks,  but  will  sell  for  cash  only  to 
customers  who  want  delivered  met- 
al. Then  they  simply  replace  the 
amount  sold  by  buying  forward,  at  a 


GSA  tin  seller  Markon 

Producer  nations  think  Washington 
should  hold  on  to  its  stockpile  so 
prices  will  stay  high. 


conveniently  lower  price.  That  way 
they  hold  supplies  and  keep  the 
cash  market  tight. 

Who  benefits  from  all  this?  Malay- 
sia, Thailand  and  Indonesia  account 
for  64%  of  world  production,  and 
Marc  Rich  just  happens  to  be  the 
agent  for  Malaysian  Mining  Corp.,  a 
55%  government-owned  company 
that  is  the  world's  biggest  producer. 


What's  more,  the  Kuala  Lumpur  Stock 
Exchange  is  investigating  ties  be- 
tween publicly  traded  MMC  and  a  pri- 
vate company,  Maminco,  lately  very 
active  in  tin  and  formed  last  June. 

In  the  background  is  a  continuing 
dispute  between  producers  and  con- 
sumers over  the  International  Tin 
Agreement,  which  expires  this  year. 
It  provides  for  a  buffer  stock  to  absorb 
sharp  price  movements.  Since  early 
1981,  producers  have  been  pushing  for 
higher  intervention  prices.  Consum- 
ers, who  use  tin  largely  to  make  tin- 
plate  steel,  have  criticized  the  heavy 
load  of  taxes,  royalties  and  export  du- 
ties imposed  on  the  metal.  As  talks 
over  a  new  tin  agreement  drag  on, 
there  are  rumblings  that  some  produc- 
ers will  walk  out.  Rumors  of  a  cartel — 
unfortunately  dubbed  Tinpec — keep 
popping  up. 

Sadly,  however,  such  threats,  high 
tin  taxes  and  the  mysterious,  manipu- 
lative buying  all  jeopardize  the  long- 
term  future  of  tin. 

Experts  predict  a  world  surplus  of 
25,000  metric  tons  for  1982,  com- 
pared with  20,000  tons  last  year  and 
11,000  in  1980.  Even  before  the 
latest  price  rise,  users  struggled  to 
reduce  tin  consumption  because  of 
its  high  cost.  Aluminum,  mean- 
while, has  been  taking  markets 
away  from  tinplate  for  the  last  two 
decades. 

Even  the  mysterious  London 
buying  plan  seems  bound  to  fail. 
The  U.S.  General  Services  Adminis- 
tration is  selling  tin  from  its  stock- 
pile, and  Congress  just  granted  ap- 
proval to  make  these  trades  in  for- 
eign markets.  Total  potential  sales: 
almost  22,000  tons— about  50% 
more  than  the  mystery  group  is  said 
to  have  accumulated. 

Not  surprisingly,  Indonesia,  Ma- 
laysia and  Thailand  have  com- 
plained to  the  U.S.  about  market 
disruption,  but  the  response  hasn't 
been  warm. 

"They  feel  that  if  anyone  should 
not  sell  tin  in  order  to  permit  the 
others  to  sell,  the  GSA  and  the 
U.S.  should  assume  the  entire  bur- 
den because  the  harm  is,  in  their 
eyes,  less,"  says  Roy  Markon,  a 
GSA  official.  In  other  words,  rich 
Uncle  Sam  can  afford  it.  "That," 
concludes  Markon,  "is  terribly  in- 
equitable." 

Tin  producers,  then,  face  anxious 
times.  Their  hope  must  be  that  the 
mystery  buyers  can  stagger  through 
to  the  end  of  the  recession  and  turn 
a  profit  on  their  ever-increasing  load 
of  tin — a  hope  that  grows  more  re- 
mote as  the  bubble  gets  nearer  to 
bursting.  ■ 


Wang  Laboratories  has  an  uncanny 
knack  for  being  in  the  right  markets.  Now 
that  AT&T  and  IBM  are  invading  its  turf, 
however,  what  will  Wang  do? 


Dr.  Wang's 
next  test 


Enter  IBM,  feistier  than  ever  thanks 
to  its  recent  antitrust  victory.  Wang's 
strategy  against  the  giant  has  tradi- 
tionally been  the  glancing  blow  the- 
ory. "When  IBM  moves,  get  out  of  the 
way  to  avoid  a  direct  hit,"  explains 
Executive  Vice  President  John  Cun- 
ningham. That  meant  smaller,  nim- 
bler Wang  would  take  the  higher  mar- 
gins on  the  risky  leading  edge  of  tech- 
nology, surrendering  the  mass  market 
to  IBM  a  few  years  later. 

That  type  of  thinking  still  prevails 
at  Wang,  but  it  may  be  dangerously 
out  of  date  because  of  market 
changes.  The  company's  current  em- 
phasis is  on  the  so-called  office  of  the 
future.  No  one  really  knows  what  that 
will  consist  of,  save  that  work  spaces 
will  be  crammed  with  productivity- 
enhancing  gadgets.  The  trouble  for 
Wang  is  that  IBM  wants  a  piece  of 


By  Jeff  Blyskal 


W-  hen  you  run  a  high-flying 
computer  company  headed 
for  a  steep  growth  slow- 
down, you  have  to  be  optimistic. 
That's  why  the  folks  at  Wang  Labora- 
tories claim  they  are  not  overly  con- 
cerned about  such  giants  as  AT&T 
and  IBM  entering  the  office  automa- 
tion market.  "IBM  is  not  innovative," 
sniffs  Dr.  An  Wang,  the  Massachu- 
setts firm's  62-year-old  patriarch  who 
rarely  grants  interviews.  AT&T?  Flab- 
by from  lack  of  competition.  Regard- 
less of  that  confidence,  however,  the 
few  punches  already  exchanged  indi- 
cate that  Wang  is  in  for  some  tough 
battles. 

An  Wang,  of  course,  is  a  man  to  be 
reckoned  with.  Shanghai-born  and 
Harvard-educated,  he  came  to  the 
U.S.  in  1945  and  invented  the  core 
memory,  which  remained  the  stan- 
dard for  computer  data  storage  until 
the  semiconductor  became  popular  in 
the  Seventies.  Wang  sold  the  core 
memory  patent  to  IBM  after  starting 
his  own  one-man  company  in  Boston 
in  1951. 

Last  year  it  earned  $90  million  on 
revenues  of  $1  billion,  but  Wang  Labs 
is  out  of  breath  from  five  years  of  55% 
annual  growth.  Already  management 
has  trimmed  growth  expectations  to  a 
more  comfortable  35%  to  40%  for 
1982.  In  1981  meanwhile,  two  $100 
million  stock-for-debt  debenture  con- 
versions had  little  impact  on  earnings 
but  improved  Wang's  balance  sheet 
considerably.  That  also  brings  the  old 
40%  return  on  equity  down  to  a  more 
sober  23%.  Wang's  P/E  ratio — now 
22 — has  taken  a  similar  tumble.  The 
company's  shares,  44%  of  which  are 
owned  by  the  Wang  family  and  are 
worth  some  $850  million,  are  also 
down  25%  from  a  1981  high  near  46. 


that  market  as  well.  So  will  AT&T, 
since  tomorrow's  technology  will  be 
a  marriage  of  data  processing  and 
telecommunications. 

An  indication  of  what  can  happen 
when  Wang  runs  up  against  the  giants 
is  its  already  sorry  showing  in  stand- 
alone word  processors.  These  ma- 
chines let  a  typist  correct  drafts  on  a 
video  screen,  then  push  a  button  for 
perfect  final  copy.  In  June  1980  IBM 
introduced  its  single-unit  Display- 
writer,  priced  at  $7,900.  Wang  rushed 
to  bring  out  its  competing  Wangwrit- 
er  at  $7,500  six  months  later. 

So  far  IBM  has  sold  some  20,000 
Displaywriters.  Wang  has  sold  just 
1,600  Wangwriters  and  hopes  to  get 
7,000  more  orders  this  year.  As  a  re- 
sult, the  company  is  now  losing  over- 
all market  share  in  word  processing, 
though  its  older  multiple-unit  systems 
are  still  popular.  Guess  who's  on  the 
fast  track  threatening  Wang's  number 
one  spot?  IBM,  which  is  now  tied 
with  Wang  at  18%  of  current  deliv- 
eries. Thus  goes  the  glancing  blow 
theory. 

Wang's  real  technology  for  office 
automation,  however,  is  a  broad-band 
cable  network  system  that  links  word 
processors,  computers  and  telephones. 
The  product,  known  as  Wangnet,  is  a 
sophisticated  version  of  Xerox'  Ether- 
net, which  was  introduced  in  1980  and 
has  been  selling  well.  Wang's  strategy 
is  not  to  count  on  profits  from  the 
$30,000  to  $50,000  it  costs  to  wire  a 
good-size  office  building.  Rather,  Fred 
Wang,  the  unassuming  senior  vice 
president,  son  and  heir  apparent  to 
Chairman  An  Wang,  is  hoping  that 
each  Wangnet  installation  will  gener- 


Fred  Wang,  An  Wang  and  John  Cunningham 

With  IBM  taking  aim,  how  long  can  Wang  Labs  avoid  a  direct  hit? 


itc  at  least  $200,000  of  conventional 
.•quipment  sales. 

Wang  executives  speak  glowingly  of 
work  stations  with  electronic  calen- 
dars, information  filing  and  retrieval 
systems,  instant  mail,  even  audio  and 
/ideo  messaging  devices.  They  point 
put  that  while  a  typical  manufactur- 
mg  worker  operates  $30,000  worth  of 
machinery,  an  office  worker  usually 
las  a  mere  $2,500  worth  of  capital 
equipment.  Nice  numbers,  but  Wang 
las  no  cost  benefit  analysis  to  show 
low  any  of  these  devices  will  boost 
productivity.  Some  of  the  break- 
troughs  might  not  be  worth  the 
price.  For  example,  will  any  but  the 
nost  self-aggrandizing  executive 
spend  $20,000  for  starters  so  he  can 
sap  a  video  message  to  his  secretary 
jr  through  the  building  instead  of 
sicking  up  the  telephone  or  routing  a 
nemo?  On  the  other  hand,  the  more 
:onventional  functions  that  Wangnet 
pffers  may  be  available  elsewhere  for 
ess  money. 

Talk  to  Robert  Costain  of  Data- 
juest,  the  computer  industry  market 
research  firm,  and  things  look  even 
pleaker.  Costain  likes  Wang  but  be- 
.ieves  the  next  step  toward  the  auto- 
mated office  will  not  be  a  full-feature 
word-  and  data-processing  system.  In- 
stead, he  thinks  the  electronic  type- 
writer, which  performs  fewer  func- 
:ions  but  costs  one-fourth  the  price  of 
i  conventional  word  processor,  will  be 
i  hot  item.  These  machines,  made  by 
EM,  Royal,  Olivetti  and  others,  can 
:asily  be  upgraded  by  adding  more 
memory  and  processing  capabilities. 
Wang  does  not  make  electronic  type- 
writers. Says  Costain,  "Wang  had  bet- 
:er  be  planning  to  cover  the  low  end." 
Personal  computers,  meanwhile,  are 
pushing  their  way  into  offices  (see  sto- 
y,  p.  Ill),  another  threat  to  Wang's 
:op-of-the-line  systems. 

Still,  don't  dismiss  Wang  as  ahead 
i>f  its  time,  even  though  its  excursion 
mto  the  automated  offfice  may  look 
ike  a  familiar  tale.  Back  in  1968 
Wang  was  a  scientific  calculator  com- 
pany. In  the  early  Seventies  competi- 
:ion  heated  up,  and  a  calculator  that 
;ost  $15  then  could  do  the  same  thing 
Wang's  $4,000  monster  could  do  in 
1968.  So  Wang  went  into  small  busi- 
ness computers.  Then  came  word  pro- 
:essors.  Today  it's  office  automation. 

Wang  seems  to  have  an  almost  un- 
:anny  ability  to  be  where  the  action 
is.  But  this  time  there  is  one  big  dif- 
ference. Instead  of  getting  there  first, 
the  company  will  surely  have  to  fend 
pff  some  impressive  competitors.  An 
Wang  is  clearly  an  innovator.  Now 
you  will  see  if  he's  equally  good  at 
marketing.  ■ 


Although  its  track  record  is  merely  average 
in  the  high-stepping  electronics  industry, 
Perkin-Elmer  is  moving  onto  the  fast  track. 


Speed-shifting 
in  Norwalk 


By  John  A.  Byrne 


In  my  22  years  here,  I  would  have 
considered  myself  a  failure  if  I 
didn't  get  at  least  one  job  offer  a 
year,"  says  Perkin-Elmer  Chairman 
Robert  Sorensen.  The  offers  came,  but 
like  most  of  his  executive  cohorts  at 
the  Norwalk,  Conn. -based  electronics 
company,  Sorensen  turned  them 
down.  After  all,  you  can't  beat  a  win- 
ning formula  that  has  produced  an 
enviable  record  of  25  years  of  consecu- 
tive earnings  growth. 

Or  can  you?  For  all  of  Perkin- 
Elmer's  well-managed  consistency, 
the  $1.1  billion  (revenues)  company  is 
still  a  long  way  from  joining  the  ranks 
of  the  high-flying  industry  profit  lead- 
ers like  Schlumberger,  Teledyne  or 
EG&G.  Perkin-Elmer's  return  on  eq- 
uity of  18.5%  over  the  past  five  years 
and  earnings  growth  rate  of  21%  are 
merely  average  in  the  lucrative,  fast- 
paced  electronics  business.  Can  Per- 
kin-Elmer move  into  the  fast  lane? 

The  potential  has  long  been  there. 
Ever  since  Dick  Perkin  and  Charlie 
Elmer,  attracted  by  a  common  inter- 
est in  astronomy,  got  together  in 
1938,  to  make  optical  instruments, 
the  company  has  focused  on  special- 
ized products  in  protected  markets 
that  promised  handsome  returns.  A 
gaggle  of  mostly  small  high-technolo- 
gy companies  organized  in  22  sepa- 
rate divisions,  Perkin-Elmer  makes 
elemental  analyzers  and  atomic  spec- 
trometers (to  measure  and  analyze 
chemical  substances),  projection 
mask  aligners  (for  integrated  circuits 
manufacture),  flame  sprayers  (to  apply 
coatings  at  high  temperatures)  and 
minicomputers  for  such  specialized 
applications  as  seismic  analysis  and 
flight  training. 

Unlike    many    other  acquisitive 


companies,  however,  Perkin-Elmer's 
finances  have  always  been  quite  con- 
servative. In  the  early  1970s,  under 
former  Chairman  and  CEO  Chester 
Nimitz  Jr.,  Perkin-Elmer's  balance 
sheet  was  so  squeaky  clean  that  it 
carried  no  long-term  debt  whatever. 
"We  weren't  leveraged  at  all,"  says 
Sorensen,  "and  we  had  too  many 
leased  facilities,  so  we  were  paying 
profits  to  the  landlord."  To  rid  himself 
of  that  burden,  he  plowed  back  more 
than  $200  million  into  new  plant  and 
equipment  in  the  past  five  years,  at 
some  cost  to  its  bottom  line. 

Nimitz  and  Sorensen,  who  succeed- 
ed Nimitz  as  chairman  in  1980  and  as 
CEO  in  1977,  have  also  worked  to 
wean  the  company  from  government 
contracts,  which  used  to  account  for 
more  than  50%  of  sales  only  12  years 
ago  and  are  now  down  to  15%.  Al- 
though the  government  business  was 
lucrative,  returning  more  than  25% 
on  assets,  it  was  also  erratic  and  un- 
predictable. But  all  the  while  the  com- 
pany used  its  government-generated 
cash  to  branch  out  into  new  ventures, 
including  its  1971  acquisition  of 
METCO  (the  largest  maker  of  flame 
spray  equipment  and  supplies)  and  its 
1974  purchase  of  Interdata  Inc.,  a 
minicomputer  maker,  operations  that 
now  account  for  30%  of  sales. 

But,  while  looking  for  new  areas, 
the  company  gave  itself  some  head- 
aches. When  Interdata  was  acquired, 
for  instance,  it  was  the  only  firm  to 
make  minicomputers  that  could  pro- 
cess 32  bits'  of  computer  data  at  a 
time.  But  Perkin-Elmer  lost  that  all- 
important  lead  time  while  focusing  on 
a  related  market.  "We  spread  our- 
selves too  thin  because  we  were  still 
trying  to  build  our  1 6-bit  computer 
business  at  the  same  time,"  concedes 
William  W.  Chorske,  data  systems 


Perkin-Elmer  Chairman  Robert  Sorensen  with  a  Micralign  500 

"This  is  the  best  product  we've  ever  had.  It  makes  me  want  to  smile. 


Things  got  so  bad  the  mem- 
ory-products division  fell 
into  the  dreaded  southeast 
quadrant  of  a  financial  mod- 
el. "If  you're  here  you're  sub- 
ject to  enormous  peer  pres- 
sure with  bright  lights  on  you 
and  pins  sticking  inyourdoll 
at  planning  meetings." 


group  senior  vice  president.  "We  di- 
luted what  little  resources  we  had." 

Another  acquisition  in  1976  also 
proved  troublesome.  Perkin-Elmer  ac- 
quired a  company  that  made  memory 
products  back  then  partly  to  provide 
disk  drives  for  its  minicomputer  busi- 
ness. But  first  it  came  up  against 
tough  competition  from  Control  Data 
Corp.  and  then  it  discovered  that  the 
firm's  low-capacity  disk  drives  didn't 
even  fit  the  expanding  needs  of  its 
own  data  systems  group.  Worse  still, 
the  business  had  turned  into  the  kind 
of  high-volume,  low-margin  operation 
Perkin-Elmer  avoids  like  the  plague. 
Things  got  so  bad  the  memory-prod- 
ucts division  fell  into  the  dreaded 
southeast  quadrant  of  the  all-impor- 
tant Perkin-Elmer  financial  model, 
meaning  that  it  wasn't  generating 
enough  cash  to  grow  internally  and 
wasn't  meeting  the  corporate  profit 
target.  "If  you're  here,"  quips  Alfred 
Munkenbeck  Jr.,  Perkin-Elmer  trea- 
surer, while  pointing  to  that  area  of 
the  model,  "you're  subject  to  enor- 
mous peer  pressure  with  bright  lights 
on  you  and  pins  sticking  in  your  doll 
at  planning  meetings." 

Sorensen  concedes  the  acquisition 
was  "probably"  a  mistake,  but  points 
out  that  at  least  he  sold  off  the  prob- 
lem for  $20  million  last  month  with- 
out having  to  take  a  writeoff. 

If  Perkin-Elmer's  meticulous  plans 
don't  always  insure  success,  however, 
they  do  at  least  insure  consistent 
growth  in  profits.  That's  a  major  rea- 
son Sorensen  stays,  noting  that  the 
company  has  had  only  four  CEOs  in 
its   entire    44-year   history.  "That 


means  each  has  had  a  life  cycle  of  ten 
years  or  more,"  he  points  out.  Even 
more  impressive  is  the  average  term 
of  service  for  the  company's  41  top 
executives:  nearly  18  years  each. 

Couple  that  consistency  with  some 
hot  new  products,  and  Perkin-Elmer 
may  soon  move  into  the  fast  lane.  In 
its  once  directionless  minicomputer 
business,  for  example,  the  company  is 
phasing  out  its  smaller  16-bit  comput- 
ers to  focus  on  the  32-bit  market 
alone,  somewhat  belatedly  to  be  sure. 
Sorensen  is  now  making  a  major  bid 
in  other  faster-growing  areas  like 
computer-aided  design  and  financial 
processing.  He's  also  trying  to  build 
on  Perkin-Elmer's  minicomputer  and 
scientific-instrument  expertise  to 
take  a  pioneering  lead  in  the  comput- 
er-aided-chemistry field,  where  work 
is  being  done  to  increase  productivity 
in  laboratories  through  computer 
modeling.  If  that  clicks  it  could  help 
Perkin-Elmer's  analytical-instrument 
business  grow  at  a  rate  of  between 
20%  and  25%  a  year  for  the  next  three 
to  five  years. 

But  the  biggest  growth  may  come 
from  the  technology  the  company 
gained  from  a  small  Air  Force  research 
contract  in  the  late  1960s.  That  con- 
tract enabled  Perkin-Elmer  to  become 
the  world's  largest  maker  of  semicon- 
ductor manufacturing  equipment,  a 
leadership  position  it  has  maintained 
ever  since.  Despite  the  industry's 
problems  last  year,  profits  in  that  divi- 
sion were  up  by  more  than  46% .  One 
new  product  alone,  the  Micralign  500, 
which  prints  circuit  patterns  on  sili- 
con wafers,  could  account  for  $168 
million  in  sales  by  1985,  according  to 
some  estimates.  Posing  for  a  photog- 
rapher in  front  of  the  Micralign  500, 
Sorensen  says,  "This  is  the  best  prod- 
uct we've  ever  had.  It  makes  me  want 
to  smile." 

The  balance  sheet  is  still  clean.  Al- 
though Sorensen  has  $107  million  in 
long-term  debt,  he  also  has  $135  mil- 
lion in  cash  and  securities  in  the 
bank,  so  he's  in  no  hurry  to  retire  any 
of  the  debt.  Furthermore,  he  points 
out,  he's  only  paying  8'/4%  on  it.  De- 
spite a  13%  decline  in  net  in  the  first 
quarter  due  to  adverse  currency  move- 
ments (48%  of  sales  are  abroad),  Per- 
kin-Elmer is  selling  at  a  multiple  of 
14,  compared  with  Schlumberger's  12 
and  EG&G's  15.  Sorensen  is  holding 
fast  to  his  prediction  that  this  year 
will  be  the  26th  consecutive  year  of 
earnings  growth.  Given  the  maior 
overhaul  the  company  has  had  recent- 
ly and  its  several  promising  new  prod- 
uct efforts,  the  only  question  on  most 
lips  is,  how  much  higher  will  earnings 
be  this  year?  ■ 


Few  quality  investments 
ffer  more  opportunity  and  security  than  real  estate, 
bu  can  leverage  your  money  so  that  a  small 
ivestment  pays  off  like  a  big  one.  You  can  shelter 
our  profits.  And,  with  the  newly  liberalized  policy 
>n  depreciation,  you  can  realize  greater  tax  benefits 
lan  ever. 

As  in  any  investment  opportunity  a  thorough 
nowledge  of  the  market  can  maximize  potential 
nd  minimize  risk.  That's  where  the  CENTURY  21® 
ystem  comes  in.  With  over  $25  billion  in  real  estate 
ransactions  last  year  alone,  we  know  how  the 
tiarket  works.  With  thousands  of  offices  throughout 
nc  USA  and  Canada,  we  know  where  the  best  buys 
re.  And  we  have  the  experience  to  help  you  find  the 
"lvestment  property  that's  precisely  right  for  you. 


If  you're  looking 
for  a  way  to  make  your  investment  capital  work  harder, 
look  into  small  real  estate  investments.  Contact  your 
local  CENTURY  21  office,  or  mail  in  this  coupon  for 
our  free  investment  brochure. 


Please  send  me  your  free  Investment  Brochure. 
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AMERICAS  NUMBER  1 
TOP  SELLER,  CENTURY  21. 


Mail  to:  CENTURY  21*  Investment  Offer 

P.O.  Box  21688,  St.  Louis,  MO  63109 
Offer  good  while  supplies  last. 
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Rockwell  International  know-ho\ 
A  transportation  system  that 
puts  space  to  work  for  mankind. 


The  vast  resources  of  space  are  now  within 
our  reach.  And  Rockwell  International  is  playing 
the  leading  industrial  role  in  the  new  era  of  space 
utilization. 

In  our  Aerospace  businesses,  our  Space 
Division  is  prime  contractor  to  the  National  Aeronau- 
tics and  Space  Administration  tor  the  reusable 
Shuttle  Orbiter  —  the  most  complex  flying 
machine  ever  built.  Our  Rocketdyne  Division  builds 
the  main  engines  —  the  first  reusable  engines  to  go 


into  space.  And  we  assist  NASA  in  the  integrati 
of  the  entire  Space  Transportation  System. 

Through  our  Aerospace  businesses, 
Rockwell  has  a  major  role  in  the  development  of 
the  Department  of  Defense  NAVSTAR  Global 
Positioning  System.  We're  a  major  supplier  of  air 
craft  assemblies  for  the  new  Boeing  757  jetliners. 

Aerospace  is.  one  of  the  vital  businesses  a 
Rockwell  International,  a  $7  billion  worldwide, 
multi-industry  company.  We're  at  the  leading  ed; 


Owr  Collins  color  weather  radar  is 
another  product  of  the  technology 
that  has  made  us  a  leader  in 


An  advanced-technology  air  disc 
brake  for  the  '80s:  lightweight,  dura- 
hie,  easy  to  maintain.  More  than  half 

the  heavy-duty  trucks  in  America 
stop  with  our  brakes. 

Goss  Metroliner"  offset  newspaper 
production  systems  are  among  the 
most  sophisticated  and  technolog- 
ically advanced  in  the  world. 


To  make  a  buck  in  the  courtroom  you 
have  to  be  a  lawyer.  But  California's  Ja- 
coby  &  Meyers  wants  to  give  investors  a 
piece  of  the  action,  too. 

Can  law  firms 
go  public? 


By  Jeff  Blyskal 

It's  hard  to  tell  if  Gail  Koff  is  a 
lawyer  or  retailer— especially 
when  she  talks  about  advertising 
strategies,  competitors  and  the  post- 
Christmas  busy  season.  "Snow,"  she 
huffs.  "Bad  for  business." 

Koff  is  a  partner  in  Jacoby  & 
Meyers,  a  chain  of  75  law  offices  in 
California  and  New  York,  and  her 
firm  is  on  the  leading  edge.  The  next 
several  years  will  bring  many  of  the 
nation's  lawyers  face  to  face  with  the 
free  market,  and  it  may  even  put  a 
handful  of  "law  stocks"  into  inves- 
tors' portfolios  as  well. 

The  upheaval  began  in  1972,  five 
years  before  lawyers  got  the  U.S.  Su- 
preme Court's  approval  to  begin  ad- 
vertising. Leonard  Jacoby  and  Ste- 


phen Meyers,  recent  graduates  of 
UCLA's  law  school,  set  up  shop  in 
California  with  a  radical  idea:  They 
wanted  to  cut  their  legal  fees  by  doing 
a  volume  business.  Jacoby  &  Meyers 
would  even  throw  in  written  esti- 
mates. "Lawyers  were  just  charging 
too  much,"  explains  the  39-year-old 
Meyers. 

Without  skimping  on  salaries — 
$25,000  is  the  low  end  of  the  pay 
scale — J&M  aims  to  pass  out  legal  ad- 
vice as  efficiently  as  McDonald's 
passes  out  a  hamburger  and  french 
fries.  The  firm's  160  attorneys  handle 
routine  work,  such  as  wills,  incorpora- 
tions or  name  changes,  with  word 
processors  and  standardized  forms,  re- 
ducing paperwork  and  the  need  for 
skilled  secretaries. 

More  complicated  matters,  such  as 


personal  injury  suits  and  criminal 
cases,  go  to  specialists  who  cover  a 
group  of  offices.  This  eliminates  the 
traditional  jack-of-all-trades  approach 
that  has  attorneys  boning  up  on  areas 
in  which  they're  rusty — with  the  me- 
ter running  all  the  while.  A  base  of 
120,000  clients  also  lets  J&M  make 
every  billable  hour  more  productive, 
by  filing  five  or  six  divorces  at  one 
time,  for  example. 

The  bottom  line?  For  the  simplest 
uncontested  divorce  in  New  York 
City,  a  regular  attorney  might  charge 
$750  to  $1,500.  J&.M  can  do  the  job 
for  as  little  as  $300.  Such  aggressive 
pricing  generated  revenues  of  about 
$15  million  last  year,  with  pretax 
margins  ranging  from  25%  to  35%. 
J&.M,  which  spends  12%  of  every  rev- 
enue dollar  on  advertising,  is  also  one 
of  the  fastest-growing  law  firms  in  the 
nation.  It  ranks  58th  on  the  National 
Law  Journal's  1981  listing  of  the  100 
largest,  up  from  89th  a  year  before. 

All  this  gives  the  three  partners  a 
taste  for  more,  and,  not  surprisingly, 
they  have  big-league  plans.  "We 
would  like  to  have  offices  in  every 
major  urban  area,"  says  Meyers.  That 
works  out  to  more  than  750  branches 
over  the  next  five  to  ten  years. 

For  the  moment,  the  field  is  wide 
open.  J&M's  only  major  competitor  is 
H&R  Block's  affiliate  Hyatt  Legal  Ser- 
vices, which  has  about  60  offices  in 
nine  states  and  expects  to  be  running 
300  by  1985.  Legal  canons  currently 
prevent  public  or  corporate  ownership 
of  law  firms,  so  Kansas  City,  Mo.- 
based  Hyatt  leases  space  in  Block  of- 
fices and  pays  the  tax  preparer  an  ad- 
ministrative fee.  Unlike  J&M,  howev- 
er, Hyatt  sticks  primarily  to  routine 
legal  paperwork,  avoiding  real  court- 
room battles.  "We're  not  planning  to 
apply  our  concept  to  contested  legal 
matters  in  the  foreseeable  future," 
says  founder  Joel  Hyatt,  who  received 
$2  million  for  linking  his  chain  of 
clinics  with  Block  in  1980  (Forbes, 
Apr.  13,  1981 ). 

At  J&M,  meanwhile,  the  lack  of 
corporate  affiliation  is  a  strain.  "It's  a 
problem  to  grow  very  rapidly  without 
equity  money,"  says  Meyers.  It  takes 
$50,000  to  set  up  an  office,  and  J&M 
prefers  to  open  several  storefronts  si- 
multaneously in  each  new  city.  That 
spreads  the  cost  of  the  initial  advertis- 
ing blitz  aimed  at  the  middle  class. 
One  television  spot  pushes  the  mes- 
sage that  the  wealthy  can  afford  ex- 
pensive lawyers,  the  poor  have  legal 
aid,  but  "If  you're  in  the  middle,  you 
need  to  know  about  a  law  firm  called 
Jacoby  &  Meyers." 

Right  now  J&M  gets  its  develop- 
ment funds  from  internally  generated 


Leonard  Jacoby  and  Stephen  Meyers  ctt  one  of  their  50  California  office* 
Waiting  for  a  verdict  on  whether  law  firms  can  go  public. 


them  in  the  courtroom. 

J&M  considers  this  action  harass- 
ment, contending  the  disputed  prac- 
tice is  common  among  large,  multi- 
partner,  multistate  law  firms.  Meyers, 
meanwhile,  would  rather  think  ahead 
to  what  might  happen  if  the  proposed 
ABA  code  changes  translate  into  revi- 
sion of  state  laws,  leading  to  a  corpo- 
rate J&.M.  "I  get  calls  from  underwrit- 
ers all  the  time,"  he  says. 

Once  public  ownership  is  approved, 
however,  what's  to  prevent  a  diversi- 
fied Sears,  Roebuck  or  giant  Shearson/ 
American  Express  from  muscling  its 
way  into  the  courtroom?  J&M's  three 
partners  sense  opportunity  there,  too. 
The  fact  that  discount  broker  Charles 
Schwab  recently  sold  out  to  Bank  of 
America  for  $53  million  surely  gives 
them  ideas.  Says  Koff  matter-of-fact- 
ly,  "If  Sears  were  going  to  start  offer- 
ing legal  services,  I  imagine  they'd 
want  to  work  with  someone  already 
in  the  business."  B 


capital  or  high-rate  loans,  but  Meyers 
hopes  the  limits  on  public  ownership 
will  soon  change.  In  August  the 
American  Bar  Association  will  con- 
sider a  variety  of  reforms  of  its  ethics 
code,  one  of  which  would  allow  law 
firms  to  be  owned  directly  by  corpora- 
tions and  stockholders. 

And  support  for  such  a  change,  in 
fact,  may  not  be  limited  to  high-vol- 
ume operations  like  J&M.  In  1980,  for 
example,  Washington-based  Arnold  & 
Porter,  a  160-attorney  firm,  built  a 
lavish  new  office  chock-full  of  expen- 
sive art.  Costs  associated  with  the 
move  reportedly  got  out  of  hand,  cre- 
ating a  short-term  cash  bind.  A  little 
outside  equity  might  have  come  in 
handy.  Then  again,  some  big-time  at- 
torneys might  enjoy  the  opportunity 
to  cash  out  their  partnership  posi- 
tions. Remember  how  many  instant 
millionaires  were  born  when  Phibro 
bought  Salomon  Brothers. 

While  the  public  ownership  issue  is 
being  debated,  however,  J&JV1  has 
more  immediate  problems.  Last  Oc- 
tober the  New  York  Criminal  and 
Civil  Courts  Bar  Association  brought 
suit  against  the  firm,  charging  it  with 
practicing  law  in  New  York  State 
without  a  license.  While  Koff  and  all 
the  New  York  office's  40  other  law- 
yers are  members  of  that  state's  bar, 
Jacoby  and  Meyers  themselves  are  li- 
censed to  practice  only  in  California. 
"We  don't  want  carpetbaggers  and 
mercenaries  just  walking  into  the 
state  practicing  law,"  says  Sidney 
Siller,  the  New  York  association's 
president.  Unsophisticated  clients,  he 
explains,  might  unwittingly  think 
that  Leonard  Jacoby  or  Stephen 
Meyers  will  actually  be  representing 


The  folks  responsible  for  "invisible"  exports 
are  making  a  big  noise  in  Washington — 
and  someone  seems  to  be  listening. 


Service, 
please 


By  Beth  Brophy 


W 


ashington  lawyer  Robert 
Strauss,  once  Jimmy  Carter's 
point  man  on  Capitol  Hill, 
has  a  new  cause  these  days.  Strauss' 
clients  are  establishment  corpora- 
tions like  American  Express,  Benefi- 
cial Finance  Corp.  and  Citibank,  and 
they  are  buying  his  time  to  lobby  on 
behalf  of  service-sector  exports.  "This 
means  real  dollars  and  real  jobs,"  says 
Strauss  in  his  sincerest  arm-twisting 
manner.  "It  will  deeply  affect  the  eco- 
nomic course  of  our  country  in  the 
next  decades." 

It  will  also  affect  the  profitability  of 
the  20  companies  that  have  formed 
the  Coalition  of  Service  Industries, 
Inc.,  which  is  mounting  an  allout 


Washington  lobbying  effort,  including 
commissioning  studies,  arranging 
seminars  and  holding  press  briefings. 
For  example,  American  Express 
Chairman  lames  Robinson  HI  used  a 
Jan.  21  luncheon  at  Washington's  Na- 
tional Press  Club  as  a  forum:  "If  we 
fail  to  take  into  account  today's  reali- 
ties— the  shift  from  a  goods  to  a  ser- 
vice economy — we  may  find  our- 
selves behaving  like  generals  prepar- 
ing for  yesterday's  war." 

Government  negotiators  are  al- 
ready preparing  the  agenda  for  the 
next  round  of  multilateral  negotia- 
tions on  the  General  Agreement  on 
Tariffs  and  Trade,  which  is  expected 
to  begin  in  the  mid-1980s.  Service- 
related  companies  want  to  be  sure 
that  their  problems  get  an  airing  along 
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Global  planning, 
domestic  follow-through 

This  insider's  vantage  point  enables 
our  international  organization  to  provide 
S  vTththesamebghcalibero{servi^ 

any^e  m  the  world.  Formulating  a  uni- 
form centralized  program  Then  utiizing 
le  expertise  of  our  in-place  ^£  _to 
carry  it  out  in  the  manner  most  advanta 
aeous  in  each  particular  country. 
9      Each  industry  has  different  needs 
For  insurance,  for  risk  management,  tor 

cervices  And  each  of  our  120  offices  nere 
anToverseas  has  the  facilities,  expertise 
and  stiength  to  fulfill  the  requirements  of 
ana  srreny  u  many  industry 

any  company,  large  or  smau,  y 

We  think  a  big  reason  A&A  has  be- 
come one  of  the  1-gest  and  most  ^ed 
insurance  brokers  worldwide  is  that  we 
work  the  same  way  with  every  client  From 
the  client's  point  of  view  From  Brazil 

to  Britain  to  Bahrain. 


Alexander 
Alexander 

Pmm  the  client's  point  of  view. 


Production  w 


orkers  at  Bend*  do  Brasilm  Campinas 


(Trade  barriers]  range  from 
Brazil's  requirement  that 
accountants  possess  a  Bra- 
zilian degree  to  Burma's 
state-owned  motion  picture 
monopoly  and  Japanese  re- 
fusal to  lease  private  cir- 
cuits to  American  telecom- 
munications companies. 


with  the  gripes  of  other  exporters. 

"We're  so  used  to  being  discrimi- 
nated against  in  foreign  countries,  it's 
become  a  way  of  life,"  says  Beneficial 
Chairman  Finn  Caspersen.  In  Canada, 
for  instance,  foreign  banks  cannot  ex- 
ceed 8%  of  the  total  banking  system. 
Banks  that  do  squeeze  in  under  the 
8%  limit  are  barred  from  data-pro- 
cessing banking  information  outside 
Canada.  "Eighty  percent  of  the  Com- 
merce Department's  export  promo- 
tion budget  is  allocated  to  15  priority 
sectors  and  not  one  of  them  is  a  ser- 
vice," says  Ronald  Shelp,  vice  presi- 
dent of  American  International 
Group,  a  major  worldwide  insurer. 

U.S.  Trade  Representative  Bill 
Brock  has  told  trade  ministers  from 
the  Common  Market,  Japan  and  Can- 
ada that  services  should  be  included  in 
trade  talks.  To  help  set  an  agenda, 
Brock's  office  has  compiled  a  300- 
page  computerized  inventory  of  bar- 
riers— ranging  from  Brazil's  require- 
ment that  all  accountants  possess  a 
Brazilian  degree  to  Burma's  state- 
owned  motion  picture  monopoly  and 
the  Japanese  refusal  to  lease  private 
circuits  to  American  telecommunica- 
tions and  data-processing  companies. 

Bankers  are  particularly  up  in  arms. 
"In  Australia,  Sweden  and  Iceland  we 
can't  open  a  branch,"  laments  a  senior 
vice  president  of  a  major  international 


Lobbyist  Strauss 


Let  that  wheel  squeak. 


bank.  "In  Taiwan  we  can't  accept 
time  deposits,  so  we  have  to  pay  high- 
er interest  rates  to  fund  ourselves.  In 
Malaysia  we  must  adopt  a  certain 
portfolio  structure  and  lend  a  specified 
amount  to  the  agricultural  sector." 

For  years  U.S.  officials  said  that  ser- 
vice trade  restrictions  were  too  di- 
verse to  attack  in  a  single  approach, 
but  now  that  feeling  is  changing.  "As 
long  as  these  issues  are  isolated,  they 
do  not  have  sufficient  political  impor- 
tance," says  Geza  Feketekuty,  an  as- 
sistant trade  representative  who  is 
credited  with  convincing  his  boss, 


= Beats  An  83-Foot  Stack  Of 

financial  Reports  And  Price  Summaries! 


Standard  &  Poors  Stock  Guidt  Gives  You 
Rill  Facts  On  Over  5,100  Stocks  And  380 
Mutual  Funds  In  One  Volume  Each  Month! 

Each  month  over  375,000  investors  turn  to  Standard  & 
Poor's  Stock  Guide  for  help  in  making  intelligent,  informed  in- 
vestment decisions.  And  no  wonder:  it's  absolutely  unique.  Each 
2t>8-page  volume  has  44  columns  of  facts  on  over  5,100  common 
and  preferred  stocks.  Not  just  their  price  ranges,  dividend  data 
and  earning  per  share  histories,  but  their  line  of  business,  capital- 
ization and  financial  position. .  .along  with  exclusive  Standard  & 
Poor's  earnings  rankings,  earnings  estimates  and  dividend 
rankings.  PLUS  a  separate  section  with  comparable  data  on  over 
380  mutual  funds.  It  adds  up  to  over  a  quarter  of  a  million  facts 
in  each  issue,  laid  out  in  a  simple,  easy-to-read  guide  you  can 
act  on. 

Now  you  can  start  receiving  the  world's  most  widely  used 
investor  reference  at  a  remarkable  20%  discount:  a  $12  savings 
from  the  regular  $60  subscription  price.  Use  the  coupon  to  place 
your  order.  e  stanoard  &  BOOR'S  i"82 

^O^ERlVowANDSAvT$l2^~d! 

Standard  &  Poor's  Stock  Guide,  25  Broadway,  New  York,  NY  10004 
['lease  enter  my  subscription  to  Standard  &  Poor's  Stock  Guide.  Bill  me 
for  the  tax-deductible  cost  of  only  $48  for  12  monthly  issues,  a  $12.00 
savings  from  the  regular  price.  JX2-4FON07 
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See  the  "invisibles" 


The  service  sector  of  the  U.S. 
economy  generated  an  estimat- 
ed $60  billion  in  foreign  rev- 
enues in  1980.  Listed  below  are 
the  six  biggest  balance-of-pay- 
ments  contributors. 


Industry  Foreign  revenues  (oil) 

Transportation  $13.9 

Banking  9  1 

Insurance  6.0 
Construction  and 

engineering  5.4 

Lodging  4.6 

Tourism  4.2 

Source  Economic  Consulting  Services,  Inc. 


By  Richard  L.  Stern 

New  York  Stock  Exchange 
specialists  and  traders  can 
make  very  big  bucks.  They 
have  a  virtual  monopoly  on  the 
buying  and  selling  of  shares  in  the 
nation's  largest  corporations,  and 
they  have  been  fighting  for  years  to 
protect  their  turf.  But  the  computer 
age — and  a  big  shove  from  Merrill 
Lynch,  the  nation's  largest  broker — 
may  well  be  their  undoing. 

Since  the  mid-Seventies,  Merrill 
has  been  pushing  the  concept  of  a  so- 
called  black  box,  a  nationwide  com- 
puter network  linking  brokers  with  all 
stock  exchanges.  Instead  of  automati- 
cally being  routed  to  the  Big  Board,  an 
order  would  go  wherever  the  price  is 
best.  Merrill,  of  course,  has  a  special 
interest  in  this.  It  has  12%  of  all  trad- 
ing volume  and  could  often  match 
buyers  and  sellers  in-house,  without 
the  expense  of  routing  orders  through 
the  NYSE.  Beyond  that,  Merrill — and 


Brock,  of  the  importance  of  the  ser- 
vice trade  issue. 

The  movement  to  open  up  service 
trade  stems  from  the  Trade  Act  of 
1974.  The  late  lobbyist  Thomas  Cor- 
coran had  convinced  Congress  to  in- 
clude services  in  the  definition  of 
trade.  That  gave  the  President  the  au- 
thority to  negotiate  against  service 
trade  barriers  and  to  retaliate  under 
Section  301  of  the  act. 

This  new  weapon  has  brought 
mixed  results.  The  U.S.  failed  to  per- 
suade Canada  to  change  its  practice  of 
allowing  a  business  deduction  only  to 
advertisers  who  buy  ads  in  the  Canadi- 
an media,  not  in  the  American  media. 
But  South  Korea  has  agreed  to  liberal- 
ize its  laws,  allowing  American  insur- 
ance companies  to  write  far  more  poli- 


other  brokers — could  begin  making 
markets  in  listed  stocks,  in  competi- 
tion with  the  specialists  who  have 
often  held  their  fiefdoms  for  years. 

There  are  others  who  would  benefit 
from  a  change  in  the  system,  too. 
Regional  exchanges  in  Philadelphia, 
Chicago,  Los  Angeles,  San  Francisco 
and  Boston  would  love  a  crack  at 
more  business.  So  would  the  National 
Association  of  Securities  Dealers  with 
its  computerized  Nasdaq  system.  It 
already  allows  brokers  to  make  mar- 
kets in  over-the-counter  stocks,  and 
NASD  officials  think  they  have  laid 
the  foundation  of  a  future  national 
market  system. 

That's  why  everyone  on  Wall  Street 
is  fascinated  by  a  new  computer  pro- 
gram Merrill  is  testing.  It's  called  "the 
automatic  switch,"  and  potentially  it 
poses  the  most  serious  threat  yet  to 
the  old-style  trading  system.  It  routes 
buys  and  sells  of  up  to  500  shares  to 
whatever  exchange  or  Nasdaq  mar- 
ketmaker  offers  the  best  price.  For  the 


cies.  "Section  301  can  be  a  powerful 
tool  as  a  deterrent,  but  it's  not 
enough,"  says  Harry  Freeman,  senior 
vice  president  of  American  Express. 

Brock's  office  is  now  preparing 
strategy  papers  for  selected  industries, 
laying  out  how  service  trades  could  be 
included  in  negotiations  at  GATT  and 
the  Organization  for  Economic  Coop- 
eration &  Development  (OECD).  Still, 
there  will  be  no  quick  victories.  "Any 
negotiations  of  new  rules  will  take  a 
couple  of  years  just  to  set  up  and  a 
couple  more  to  conclude,"  says  Feke- 
tekuty.  "Maybe  a  decade." 

He's  right,  of  course.  But  service 
companies  have  learned  one  impor- 
tant lesson.  In  Washington,  particu- 
larly, it's  the  squeaky  wheel  that  gets 
the  grease.  ■ 


past  five  months,  Merrill  has  used  the 
new  system  for  1 1  Big  Board  stocks 
(including  Delta  Air  Lines  and  U.S. 
Steel),  and  the  results  are  impressive. 
"I  think  it's  the  best  thing  since  sliced 
bread,"  says  Jim  Ewart,  partner  in  the 
New  York  over-the-counter  market- 
making  firm  of  Sheppards  &.  Chase. 
"It  gives  me  a  fair  chance  to  compete 
with  the  New  York  specialists." 

The  next  step  is  to  link  the  Merrill 
computer  into  small-order  automatic 
execution  systems  already  in  exis- 
tence at  the  Midwest,  Pacific  and 
Philadelphia  exchanges.  That  means 
computers,  not  people,  will  be  execut- 
ing orders.  Though  customers  don't 
realize  it,  this  actually  happens  now 
when  the  best  price  for  one  of  the 
stocks  in  the  Merrill  experiment 
comes  from  a  Nasdaq  marketmaker. 

Mario  Nigro,  senior  vice  president  of 
finance  and  operations  at  Merrill 
Lynch,  is  supervising  this  automation. 
He  says  it's  a  cost-saving  necessity, 
particularly  if  NYSE  volume  hits  regu- 
lar 100-million-share  trading  days. 
"We  think  competition  is  great,"  Ni- 
gro says.  "The  more  marketmakers  in 
an  efficient  system,  the  more  it  all 
makes  sense."  Nigro,  however,  isn't 
predicting  the  end  of  the  Big  Board;  he 
likes  the  idea  of  one  market  with  lots 
of  depth  and  liquidity. 

Others  are  more  skeptical.  Treasury 
Secretary  Donald  Regan  launched 
Merrill's  black-box  development  cam- 
paign when  he  was  still  running  the 
company — and  he  has  a  clearer  idea  of 
the  future.  During  a  conversation 
about  automated  trading,  a  reporter 
once  asked  him,  "But  what  happens 
to  the  New  York  Stock  Exchange?" 
Regan  paused  and  glanced  out  his 
window  toward  the  nation's  seat  of 
capitalism.  Regan:  "It  will  always  be 
there.  It's  a  national  monument."  ■ 


Merrill  Lynch  s  latest  technological  wrinkle 
is  a  giant  step  toward  automated  stock 
trading.  Lots  of  people  hope  it  will  not  work. 

Could  this  be  the 
black  box? 


BUSINESS  AIRPLANE  REPORTS 
IBER  SIX  IN  A  SERIES 


XSCUSSIONS  WITH  EXECUTIVES 
UT  TO  BUY  AN  AIRPLANE 


>W  TO  CALCULATE  THE  REAL  COSTS  OF  AIRPLANE  

MNERSHIP:  PURCHASE  PRICE,  DEPRECIATION,  TAX  CREDITS. 


?  key  people  in  your  company  are 
'ling  more  than  300  hours  a  year, 

credit  on  airplanes  and  other  major  capi- 
ta! investments,  (while  lessening  the 

■  "5 

Depreciable  Depreciation  Depreciation  Tax 
Year      Base           Rate         Expense  Savings 

)'s  a  good  chance  a  company  air- 
s  could  save  you  some  real  time  and 

tax  recapture  provisions  for  investments 
held  less  than  five  years.) 

1      $1,488,000  75% 

$223,200  $111,600 

pecially  now  that  recent  Federal  tax 

The  net  result:  A  direct  reduction  in  cor- 
porate income  taxes  and,  thus,  an 

2  22% 

327,360  163,680 

lation  and  investment  incentives 

iilduc  Uie  aLlUal  CUolo  Ol  UWi  Iclbl  lip 

effective  decrease  in  the  real  cost  of  air- 

CI  Gil  owner  snip. 

3  21% 

312,480  156,240 

owest  they've  been  in  years. 

For  example,  let's  assume  your  com- 
pany is  considering  the  purchase  of 

4  21% 

312,480  156,240 

TAX  ADVANTAGES  OF  BUSINESS 
'LANES. 

a  corporate  jetprop  like  the  Beechcraft 
King  Air  F90  shown  here.  To  illustrate  how 

5  21% 

312,480  156,240 

iks  to  the  major  tax  reform  measures 
:ted  by  Congress  during  the  past 

the  tax  benefits  of  ownership  can  be 
applied,  we'll  also  assume:  (1)  that  your 

TOTALS 

$1,488,000  $744,000 

business  depreciation  schedules 
>  been  streamlined  to  permit  acceler- 

company's  taxable  income  is  subject  to  a 
50%  Federal  and  State  tax  rate,  (2) 

As  you  can  see,  the  tax  savings  on  depre- 
ciation alone  are  enough  to  reduce  the 

write-offs  of  capital  equipment, 
the  case  of  business  aircraft,  the 

that  the  purchase  price  of  your  King  Air 
is  $1,488,000  (which  includes  average 

actual  cost  of  the  airplane  to  half  of  its 
original  purchase  price. 

schedule  allows  a  company  to  com- 
ply write  off  its  investment  to  a  zero 

optional  equipment),  and  (3)  that  you 
elect  to  depreciate  the  airplane  over  five 

And  when  the  added  savings  of  the 
10%  investment  tax  credit,  the  interest 

1ual  value  in  just  five  years, 
addition,  Congress  has  reduced  to 

years  using  the  new  accelerated  cost 
recovery  system. 

expenses  on  the  amount  financed,  and 
the  various  deductible  expenses  related 

years  the  length  of  time  required  to 
y  the  full  10  percent  investment  tax 

Your  tax  savings  might  look  something 
like  the  following: 

to  operational  costs  are  figured  into  the 
total,  your  capital  recovery  from  tax  allow- 

ances  can  reduce  the  bottom  line  even 
more  significantly. 


ownership,  your  cash  flow  gets  plenty  of 
help  right  up  front. 

Of  course,  your  actual  tax  situation  may 
vary  considerably  from  the  sample  used 

here  So  its  a  good  idea  to  consult  your 
accountant  or  tax  advisor  for  specific 

information  on  the  tax  options  available 
to  you. 


MORE  FACTS  FOR  THE  ASKING. 


If  you'd  like  to  know  more  about  the 
advantages  of  putting  a  Beechcraft  to 

work  for  your  company,  we've  assembled 
a  free  and  comprehensive  portfolio  of 


What's  more,  since  the  biggest  share  of 
these  savings  accrues  in  the  first  years  of 


A  Raytheon  Company 


Member  General  Aviation  Manufacturers  Association 


Business  Airplane  Reports.  To  receive 
yours,  simply  write  on  your  letterhead  to: 

Beech  Aircraft  Corporation,  Dept.  K6, 
Wichita,  Kansas  67201.  If  you'd  rather 

call,  phone  collect  and  ask  for  Del 
Chitwood:  316-681-8219. 


Westinghouse 
process  control  technology 
piles  up  a  $1,000,000  per  year 
savings  for  a  chemical  producer. 

Westinghouse  designed  and  installed  a  comprehensive  energy  management 
system  for  American  Cyanamid's  Bound  Brook,  New  Jersey  facility.  The 
system  provides  a  single  operator  with  continuous,  real  time  data  analysis 
for  the  entire  complex  of  generation,  distribution  and  process  systems. 
The  results  of  thousands  of  calculations  are  displayed  instantly  on  color 
graphic  CRT's.  The  operator  can  spot  and  correct  problems  in  seconds  and 
keep  the  plant  running  at  optimum  efficiency. 

Benefits  tell  the  story. 

This  Westinghouse  energy  management  system  will  save  Cyanamid  over 
$1,000,000  per  year  through  energy  savings,  improved  manpower 
productivity,  and  reduced  process  downtime.  The  system  is  expected  to  pay 
for  itself  in  less  than  two  years. 

Now  even  faster,  more  flexible  control. 

Now,  Westinghouse  has  developed  a  new  micro-computer-based  distributed 
control  technology  to  manage  today's  larger,  more  complicated  industrial 
process  and  energy  systems. 

The  Westinghouse  Distributed  Processing 
Family""  system  can  be  custom  designed  for 
control  and  monitoring  of  continuous,  batch, 
and  sequential  process  applications.  Its 
modular  design  lets  you  start  small  and  add 
capacity  as  your  requirements  increase.  And  it 
can  be  programmed  with  easy-to-use,  operator- 
oriented  languages. 

Do  you  have  an  energy  or 
process  control  challenge? 

The  Westinghouse  Distributed  Processing 
Family  is  a  new  control  technology  that  can 
help  save  energy  and  increase  productivity 
for  a  wide  variety  of  industries. 

For  more  information,  call  toll  free:  800-245-4474. 

In  Pennsylvania,  call  800-242-2550. 

Or  write:  Six  Gateway  Center,  Department  10,  Pittsburgh,  PA  15222. 


TECHNOLOGY 


ft 


HO  ACTUALLY 
BELIEVE  A  CAR'S 
PRICE  SHOULD 
BEAR  SOME 


TO  ITS  WORTH. 


nately,  still  some  people 
in  the  world  who  can 
discern  the  difference  be- 
tween a  car  that's  worth 
the  money  and  one  that: 
outrageously  overpneed. 

If  you're  one  of 
them,  you'll  appreciate 
the  Volvo  GL. 

Its  an  automobile 
that  not  only  exhibits 
extraordinary  work- 
manship and  careol 
construction.  It  about .  S 
in  the  refinements  you'd 
expect  in  a  fine  prestige 
car:  air  conditioning,  sui 
rcx)f,  power  windows, 
orthopedically-designed 
front  bucket  seats,  and  a 
dnver's  seat  that  auto- 
matically heats  up  when 
the  temperature  falls  be- 
low 57°  (All  of  these 
things,  incidentally,  are 
standard.) 

In  one  place,  and 
one  place  only,  does  the 
Volvo  GL  fall  short  of 
other  select  imported 
luxury  cars.  In  price. 

Which  simply 
mains  its  now  possible 
for  you  to  purchase  a  fin 
European  luxury  sedan. 

Without  being  taker 
for  a  ride. 

VOLVO 
A  car  you  can  believe  ir 


The  Money  Men 


The  venture  capital  business  is  booming — 
a  mixed  blessing  for  venture  capitalists. 

Getting  a  little 
crowded 


ARD  President  Charles  Coulter 

"We're  in  the  business  of  making  millionaires. 


By  Richard  Phalon 

CUTBACKS  IN  THE  CAPITAL  gains 
tax  seem  to  have  done  exactly 
what  they  were  designed  to  do. 
They  have  unleashed  the  great  Ameri- 
can itch  to  get  in  on  the  ground  floor. 
Investors  pumped  something  like 
$870  million  in  new  money  into  pri- 
vate venture  capital  firms  last  year,  an 
increase  of  almost  30%,  and  the 
scramble  continues  apace.  The  big 
question  is  whether  it  can  continue 
without  a  lot  of  people  getting  hurt. 

New  firms  are  popping  up  every- 
where, all  of  them  in  search  of  what 
William  Congleton,  who  has  been  in 
the  venture  capital  game  for  30 
years,  calls  the  prototypical  "two  fel- 
lows in  a  back-alley  garage."  They 
have  visions  of  cashing  in  on  things 
like  genetic  engineering,  artificial  in- 
telligence and  robotics — things  few 
people  understand  but  nearly  every- 


body  wants   to   have   a   piece  of. 

Consider  Symbolics,  Inc.,  a  Cam- 
bridge, Mass.  producer  of  highly  so- 
phisticated computers.  Its  organizing 
geniuses  are  a  clutch  of  18  Ph.D.s 
from  MIT's  artificial  intelligence  labo- 
ratory. Along  with  a  couple  of  other 
investors,  American  Research  &  De- 
velopment— the  granddaddy  of  the 
venture  capital  business  and  now  a 
division  of  Textron — recently  put 
over  $2  million  into  a  first-round  fi- 
nancing for  the  company.  Charles 
Coulter,  a  tall,  articulate  Harvard 
M.B.A.  who  has  been  president  of 
ARD  since  1972,  is  convinced  that 
Symbolics  is  on  to  something  big,  and 
he  chuckles  benignly  about  the  diffi- 
culties of  dealing  with  the  18  scien- 
tists who  own  it.  "They  all  have  con- 
tracts with  one  another,"  he  jests, 
"and  they  all  call  for  tenure." 

Coulter  and  most  other  established 
venture  capitalists  are  pleased  with 


the  amount  of  attention  the  venture 
capital  business  is  getting  from  new 
investors,  but  they  are  not  entirely 
amused  with  some  of  the  side  effects. 
Competition  for  promising  deals  is 
driving  up  prices.  "A  lot  of  the  new 
people  are  under  pressure  to  invest,  so 
for  the  same  amount  of  money  you 
get  less  ownership  than  you  used  to," 
complains  Coulter.  "We  see  pressure 
on  values,"  concurs  Samuel  Bodman, 
a  general  partner  in  Fidelity  Ventures 
Ltd.,  the  venture  capital  arm  of  the 
Boston-based  Fidelity  mutual'  funds 
group  (Forbes,  Oct.  26,  19X1). 

What  Bodman  and  Coulter  are  com- 
plaining about,  of  course,  is  that  there 
is  too  much  cash  starting  to  chase  too 
few  good  deals.  When  that  happens, 
people  who  have  a  promising  idea  can 
hold  out  for  a  bigger  piece  of  the  ac- 
tion— which  almost  invariably  means 
a  smaller  slice  for  the  venture  capital- 
ists and  their  backers. 

Established  venture  capitalists  like 
ARD  and  its  offshoots  (see  box)  have 
been  around  long  enough  to  have 
learned,  at  times  painfully,  that  they 
are  in  a  high-risk,  highly  cyclical  busi- 
ness. Like  everybody  else  in  the  in- 
vestment game,  they  march  to  the 
erratic  drum  of  the  stock  market. 
Typically,  Charlie  Coulter  and  his  fel- 
lows sniff  out  a  promising  situation, 
get  in  early  with  a  modest  amount  of 
convertible  debt,  nurse  along  an  entre- 
preneur with  additional  financing  and 
often  provide  management  support  as 
well.  Only  then — sometimes  decades 
later — can  they  cash  in  when  the 
company  goes  public. 

Much,  of  course,  depends  on  the 
state  of  the  market  when  the  time 
comes  to  go  public.  A  bad  market  can 
sharply  diminish  the  fruits  of  smart 
investing  and  wise  management. 

Over  the  last  year  or  so,  the  more 
wary  established  venture  capitalists 
have  been  gathering  rosebuds  while 
yet  they  may.  ARD,  for  example,  hap- 
pily sold  off  modest  chunks  of  four  of 
its  portfolio  companies  last  year — 
more  than  at  any  other  time  in  the  35 
years  of  its  existence.  The  Greylock 
partnership,  yet  another  ARD  off- 
shoot, also  chalked  up  a  record  num- 
ber of  public  offerings.  Fidelity  Ven- 
tures, which  often  teams  with  Grey- 
lock,  benefited  from  underwritings 
that  brought  three  of  its  portfolio 
companies  public. 

"It's  not  a  bailout,"  says  Charlie 
Coulter,  "we've  still  got  a  lot  of  stock 
in  these  companies,  but  it  is  fair  to 
say  that  we're  shortening  sail."  It's  a 
good  bet  that  Coulter  and  his  fellows 
will  continue  to  take  in  canvas  in  the 
months  ahead  if  they  can — a  warning 
that  the  venture  capital  boom  may 


now  be  at  the  peak  of  the  parabola.  "A 
lot  of  this  new  capital  seems  basically 
speculative.  People  seem  to  be  forget- 
ting that  there  are  always  errors  and 
problems  on  the  way  to  success," 
warns  Coulter. 

It's  easy  to  understand  how  mes- 
meric the  prospect  of  a  killing  in  ven- 
ture capital  can  be.  ARD  paid  78  cents 
a  share  for  the  990,000  shares  of  Lexi- 
data  Corp.  it  owns,  for  example.  The 


Billerica,  Mass.  producer  of  computer 
graphics  display  processors  went  pub- 
lic last  December  at  $14  a  share — a 
1,800%  profit.  ARD's  price  on  the 
437,000  shares  it  owns  in  still  another 
computer  graphics  fledgling — Adage, 
Inc. — is  $2.59.  The  stock  went  on  the 
block  last  summer  at  $19  a  share. 
Over  the  last  three  years,  the  market 
value  of  the  29  companies  in  the  ARD 
portfolio  has  climbed  from  $62.3  mil- 


lion to  $74.3  million,  while  generating 
$23.8  million  in  realized  capital  gains. 
ARD's  cost  on  the  portfolio:  $22.7 
million. 

None  of  that  was  done  with  mir- 
rors. ARD  has  been  working  with  Ad- 
age, for  example,  for  more  than  20 
years,  through  some  lean  times  and  a 
number  of  financings  that  Coulter 
thinks  of  as  "acts  of  faith"  rather  than 
strict  business  judgment. 

With  good  deals  harder  to  come  by, 
ARD  and  its  fellows  are  concentrating 
more  on  startups.  These  tend  to  be 
riskier,  but  usually  involve  smaller 
stakes,  and  thus  a  given  amount  of 
money  can  be  spread  among  more 
companies.  The  potential  rewards  are 
there,  too,  of  course.  "It's  the  nature 
of  the  venture  capital  business,"  says 
R.  Courtney  Whitin  Jr.,  an  ARD  se- 
nior vice  president.  "The  earlier  you 
get  in,  the  more  equity  you  get." 

Partnerships  are  another  way  to  bal- 
ance the  risk-reward  ratios.  As  the 
balance  tips  in  the  direction  of  more 
startup  investments,  combinations  of 
two  or  more  venture  capital  firms  are 
becoming  much  more  frequent.  ARD, 
for  example,  put  a  total  of  about  $5 
million  into  six  new  portfolio  compa- 
nies last  year  in  concert  with  other 
investors  as  diverse  as  Hambrecht  & 
Quist,  an  underwriter  that  specializes 
in  high-tech  offerings;  the  Orange 
Nassau  Cos.,  a  Dutch  venture  capital 
firm;  and  Drexel  Burnham  Lambert. 
Greylock  has  done  a  number  of  deals 
in  the  company  of  Hambrecht  & 
Quist,  Rockefeller  interests  and  J.H. 
Whitney  &  Co. 

Startup  investments  almost  invari- 
ably mean  deeper  involvement  in  op- 
erations. The  outside  investor  can't 
afford  to  be  passive  because  he's  fre- 
quently dealing  with  inexperienced 
management.  At  times  ARD  has 
found  it  necessary  to  reinforce  an  en- 
trepreneur's technical  skills  with  out- 
side management  skills. 

Coulter  tells  the  story  of  one  portfo- 
lio company,  for  example,  which 
started  looking  for  outside  help  only 
after  it  was  about  two  steps  from 
bankruptcy  court.  ARD  brought  in 
new  management,  helped  restructure 
the  financing,  and  may  work  out  a 
merger  that  will  reinforce  what 
Coulter  thinks  of  as  a  very  solid  turn- 
around. The  original  entrepreneur  no 
longer  has  very  much  to  say  in  the 
company  but  Coulter  insists  that  he's 
"very  happy." 

"We're  in  the  business  of  making 
millionaires,"  says  Coulter.  He  says  it 
with  the  perpetual  zest  that  one  needs 
in  a  business  rife  with  frustrations, 
disappointments  and  hair-raising 
risks.  ■ 


Old  boys  in  high  tech 


Anyone  looking  for  the  roots  of 
professional  venture  capital- 
ism in  the  U.S.  need  search  no 
further  than  the  courtly,  demand- 
ing personality  of  Georges  Doriot, 
who  ran  American  Research  &  De- 
velopment for  the  first  28  years  of 
its  life.  For  many  years  Doriot  also 
taught  a  course  at  the  Harvard 
Business  School.  It  was  an  aphoris- 
tic guide  on  how  to  combine  mon- 
ey and  men  in  a  way  that  would 
fulfill  Doriot's  highly  idealistic 
concept  of  capitalism.  "Always  re- 
member," warned  Doriot,  "that 
someone,  somewhere,  is  making  a 
product  that  will  make  your  prod- 
uct obsolete." 

Roughly  7,000  students  took 
that  course  and  some  of  the  best  of 
them,  not  surprisingly,  found 
themselves  working  at  ARD  after 
their  mentor-executive  took  over 
as  president  there  in  1946.  Doriot's 
most  legendary  hit  was  a  $70,000 
investment  in  a  small  computer 
company  that  was  transformed 
into  several  hundred  million  dol- 
lars' worth  of  Digital  Equipment 
common  by  the  time  Textron  ac- 
quired ARD  in  1972. 

Now  82,  Georges  Doriot  puts  his 
still  considerable  energies  into  the 
presidency  of  the  French  Library  in 
Boston.  "I  don't  watch  venture 
capital  today,"  he  says.  "I'm  com- 
pletely retired.  Completely,  abso- 
lutely, permanently." 

Doriot,  however,  has  a  living 
monument  in  the  students  who  be- 
came top  executives  of  ARD  and  in 
turn  moved  on  to  set  up  venture 
capital  shops  of  their  own.  At  least 
five  sets  of  them  are  represented  in 
such  major  Boston-based  firms  as 
the  Greylock  partnership,  Fidelity 
Ventures  Ltd.,  The  Palmer  Organi- 
zation, the  old  Boston  Capital 
Corp.  and  the  recently  formed 
Morgan,  Holland  Partners. 

Charles  Coulter  often  seizes  on  a 
Doriot  aphorism  to  explain  how 


Founder  Georges  Doriot 


ARD  works.  Doriot  was  particular- 
ly strong  on  the  need  for  patience. 
Portfolio  companies  are  like  chil- 
dren. They  all  grow  at  a  different 
pace,  and  they  all  have  to  be  care- 
fully nurtured  before  being  urged  to 
leave  the  nest. 

Patience  can  be  overdone, 
though,  and  Coulter  concedes 
there  "have  been  times  when  we 
stayed  with  things  longer  than  we 
should  have."  Several  of  Doriot's 
former  students  feel  that  the  legacy 
of  patience  affected  ARD's  invest- 
ment performance.  "That's  the 
sort  of  thing  ARD  looks  for,"  says 
one  former  executive.  "Long-term 
basic  technology  instead  of  a  finan- 
cially attractive  deal." 

The  link  to  Textron  and  its  cor- 
porate profit  goals,  though,  has 
forced  ARD  to  think  in  terms  of 
shorter  investments,  and  at  the 
same  time  speeded  up  the  depar- 
ture of  some  of  its  senior  brains  to 
outside  partnerships.  "We  grow  en- 
trepreneurs here,"  says  Charles 
Coulter,  "and  there  comes  a  time 
when  a  lot  of  them  just  want  to  do 
their  own  thing." — R.P. 


You  wouldn't  run  the  100 
yard  dash  without 
track  shoes,  either. 


If  you're  not  trying  to  get  ahead  in  your  business  or  profession, 
j  can  stop  reading  this  ad. 

Computers  are  here.  They  will  become  integral  to  the  way  all 
js  work -and  compete -in  business.  It  is  inevitable. 

Those  who  are  grasping  the  tools  of  technology  are  moving 
ward  faster.  Those  who  are  not  are  being  passed.  Right 
m  the  start. 

The  OSBORNE  1 .  Cleats  for  the  mind. 

Bang. 

Do  you  lose  speed  shuffling  around  in  paperwork?  Of  course, 
you  want  to  move  forward  faster?  Of  course. 

Put  the  power  of  an  OSBORNE  1®  to  work  on  the  details 
/our  business  day.  Put  your  mind  to  work  on  the  essence  of 
jr  business  day. 

Whether  you  work  with  words  or  numbers  (or  both),  the 
BORNE  1  is  the  most  direct  route  between  thought  and 
session.  More  direct  than  dictation,  handwritten  notes,  typed 
ifts,  or  handmade  spreadsheets. 

And  when  you  can  revise  your  thoughts  through  a  few 
'strokes -without  retyping,  without  waiting,  without  going 
ough  all  the  calculations  again  and  again -you  achieve 
ults  in  far  less  time,  with  far  less  effort.  No  less  important,  your 
ults  are  visibly  improved. 

The  most  intelligent  purchase  you  can  make. 

Lots  of  big  and  little  computers  can  make  a  similar  promise. 


But  none  can  match  this:  the  OSBORNE  1  delivers  two  disk 
drives,  a  complete  computer  with  communications  capabili- 
ties, a  business  keyboard,  and  CRT  display.  Plus  five  productivity 
software  packages  with  a  retail  value  of  over  $1500.  Includ- 
ing CP/M,R  word  processing,  an  advanced  electronic  spreadsheet, 
and  BASIC  languages.  All  for  a  total  price  of  only  $1795.  All 
in  a  portable  package  that  fits  under  the  seat  of  your  airplane. 

To  experience  this  faster  track,  visit  your  local  authorized 
OSBORNE  1  computer  retailer.  A  demonstration  will  show  you  just 
how  easilyyou  can  putthe  power  of  the  OSBORNE  1  into  your  career. 

And  you  will  quickly 
see  why  the  OSBORNE 
is  the  $1795  produc- 
tivity investment  that 
is  changing  the 
way  people  go 
to  work. 

$1795 
Completed 


Call  (415)  887  8080  for  the  name  of  your  neatest 
authonzed  OSBORNE  1  computer  retailer 


Registered  ttademarks  OSBORNE  1 
Osborne  Computet  Corporation 
CP/M  Digital  Research 


It's  not  what  you  do,  but  how  you  do  it. 
The  verities  apply  again  in  the  story  of 
Keystone  International. 


Consider  the 
butterfly  valve 


from  high  technology.  The  commod- 
ity-like industrial-valve  business  is 
populated  with  at  least  a  score  of  com- 
petitors, including  billion-dollar  com- 
panies like  Crane  and  AMR 

Moreover,  Keystone  relies  for  al- 
most all  its  valve  business  on  just  one 
type,  the  butterfly  valve.  It's  a  simple 
product — a  slice  of  pipe  in  which  a 
disk  rotates  90  degrees  to  close  off 
flow.  But  Keystone  sells  butterfly 
valves  for  dozens  of  different  applica- 
tions: beer,  brine,  oil,  paint,  soap,  dye, 
plastics,  molasses  and  water.  No  in- 
dustry accounts  for  more  than  10%  of 
sales.  "You  can  diversify  with  many 
products  or  you  can  diversify  with 
many  markets,"  explains  Chairman 
Galen  Brown,  54,  who  has  taken  over 
active  management  from  the  69-year- 
old  Cailloux,  who  recently  took  the 
title  of  senior  chairman. 


By  William  Baldwin 


Chapter  one  in  the  history  of 
Floyd  Cailloux  and  the  Key- 
stone Valve  Co.  of  Houston 
sounds  like  the  beginning  of  an  un- 
happy story  for  outside  investors. 
Cailloux  takes  over  by  paying  a  premi- 
um for  a  control  block  of  stock,  rebuff- 
ing other  shareholders  who  want  the 
same  price.  Then  Cailloux  increases 
his  stake  by  merging  the  publicly  trad- 
ed Keystone  with  a  smaller,  private 
corporation  he  and  some  cronies  own 
on  the  side.  The  surprise  is  chapter 
two:  After  the  takeover,  Keystone's 
stock  climbs  2,250%. 

This  curious  sequence  of  events 
didn't  take  place  overnight.  In  1968 
Cailloux,  a  friendly  entrepreneur  who 
had  built  up  a  conveying-equipment 
firm  called  Semco,  stumbled  into  the 
industrial-valve  business.  He  heard 
that  the  founder  and  largest  sharehold- 
er of  Keystone  was  ready  to  retire  if 
someone  would  give  him  a  nice  price. 
Cailloux  didn't  know  much  about  hy- 
drodynamics or  making  valves,  but  he 
knew  about  production  runs  and  profit- 
able business. 

He  played  his  hunch,  and  over  the 
next  14  years  the  hunch  paid  off.  Sales 
at  Keystone — now  Keystone  Interna- 
tional, reflecting  an  adroit  exploita- 
tion of  foreign  markets — climbed 
from  $16.4  million  to  about  $150  mil- 
lion last  year,  and  earnings  from 
$937,000  to  probably  $21  million. 
"We  knew  the  business  was  out  there, 
and  we  gave  our  people  the  incentive 
to  get  it,"  says  Cailloux,  who  uses  few 
words,  when  he  uses  any  at  all,  to  talk 
about  his  company. 

For  the  past  decade  Keystone's  re- 
turn on  equity  has  averaged  29%  and 
its  annual  earnings  per  share  growth 
has  averaged  29%  as  well.  This  in  a 
business  about  as  far  as  you  can  get 


13 


Still,  Cailloux's  Keystone  has  madt 
the  butterfly  valve  more  profitable 
than  its  inventor,  C.K.  Stillwagon— 
the  seller  in  the  1968  transaction— 
ever  did.  How?  By  learning  lessons  in 
a  previous  business  and  applying 
them  in  the  new  one. 

Cailloux,  born  and  bred  in  Louisiana, 
started  out  in  the  oilfield-supply  busi- 
ness after  three  years  at  Oklahoma 
State.  Eventually  he  formed  his  own 
company,  building  conveying  equip- 
ment for  the  oilfields.  He  put  an  able 
team  together,  hiring  Brown — a  thin, 
high-strung  and  brusque  man,  the  pre- 
cise opposite  of  Cailloux — in  1955,  and 
a  mechanical  engineer  named  Stan 
Scruby  in  1958.  They  lived  through  the 
late  1950s  bust  in  oil  drilling  by  switch- 
ing to  pneumatic  conveying  equip- 
ment and  selling  to  the  baking  business 
as  well.  The  company — Semco — pros- 
pered but  remained  a  one-at-a-time, 
make-to-order  manufacturer. 

In  1967  Cailloux  heard  rumors 
about  Keystone  that  suggested  Still- 
wagon  might  want  out.  Keystone 
then  had  a  net  of  $493,000  on  sales  ol 
$9.7  million,  and  was  larger  than 
Semco  but  more  erratic  in  profitabil- 
ity. Semco  purchased  Stillwagon's 
39%  interest  for  $2.7  million— a  28% 
premium  over  market.  The  subse- 
quent merger  left  Cailloux,  Brown  and 
other  Semco  insiders  with  55%  oi 
Keystone.  They  had  spotted  the  flaw 
in  the  way  Stillwagon  was  operating 
Keystone.  The  company  had  toe 
many  custom  valves,  too  many  shorl 
production  runs.  It  was  doing  business 
the  way  Semco  did,  when  it  should 
have  been  producing  in  volume.  The 
newcomers  standardized  the  produci 
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Keystone  International's  Floyd  Cailloux  with  tlx-  simple,  profitable  valve 
As  he  knew,  "the  business  was  out  there." 


line.  They  complemented  that  with  a 
shift  in  marketing,  replacing  sales 
reps  who  took  orders  with  distribu- 
tors who  stocked  the  product.  Distrib- 
utors demand  bigger  margins,  in  this 
case  25%  to  35%,  but  the  better  man- 
ufacturing efficiency  more  than 
makes  up  for  it. 

Zealous  salesmanship  overseas  was 
next.  Keystone  has  only  1,400  em- 
ployees but  manufacturing  plants  in 
nine  countries.  It  proceeds  in  stages, 
planting  a  small  sales  office,  letting 
that  grow  to  a  larger  office,  then  an 
office  with  a  warehouse,  and  finally  a 
warehouse  with  a  small  assembly  line. 
Last  year  foreign  currency  translation 
under  the  old  accounting  rules 
pinched  profits,  but  even  so,  earnings 
for  the  first  nine  months  climbed 
22%  on  a  sales  gain  of  19%. 

Someday  even  foreign  markets  will 
be  saturated.  But  Keystone  already 
has  a  new  frontier.  Order  a  $208  (re- 
tail) brewery  valve,  a  Keystone  staple, 
and  you  will  probably  be  talked  into 
buying  a  $452  "actuator"  to  open  and 
close  the  valve  automatically.  Then 
there's  a  "limit  switch  box"  for  $132, 
a  $375  "automatic  positioner,"  plus — 
the  old  "dealer  prep"  game  invented 
by  car  salesmen — $52  for  mounting 
and  testing.  Presto,  a  $208  valve  be- 
comes a  $1,219  valve. 

It  sounds  expensive,  but  what  are 
the  alternatives?  Buy  the  basic  valve 
and  you  have  to  hire  that  many  more 
$10-an-hour  workers  to  make  your 
beer.  Reject  the  butterfly  version  and 
you  wind  up  with  another  design  ne- 
cessitating a  lot  more  metal  of  a  high- 
er grade  and  easily  costing  three  times 
the  $208,  before  automation. 

Three  decades  after  the  birth  of  the 
Keystone  butterfly  valve  the  market 
still  seems  wide  open.  A  Keystone 
official  says  confidently  that  the  de- 
vice has  captured  maybe  15%  of  the 
$2.5  billion  domestic  industrial-valve 
volume  but  would  be  suited  for  up  to 
40%  of  applications.  In  nonindustrial 
uses  like  waterworks,  the  butterfly 
choice  is  sometimes  the  only  feasible 
one.  And  the  whole  market  will  pre- 
sumably grow  as  undeveloped  nations 
get  plumbing  and  developed  nations 
get  more  efficient  plants.  Keystone 
plans  to  upgrade  two  more  foreign 
warehouses  to  factories  this  year. 

"By  any  measure,"  boasted  Brown 
at  the  last  shareholders'  meeting,  "the 
second  decade — 1978  through  1987 — 
is  going  much  faster  than  the  first." 
Again  the  lesson  of  Keystone:  Some  of 
the  best  businesses  are  built  not  by 
miracles  or  miracle  products,  but  by 
the  application  of  common  sense  to 
making  humble  things  that  the  world 
needs.  ■ 


"YOU  CAN  ALWAYS  TRUST 
THE  TASTE  OF  A  BOLLA" 


—  Franco  Bolla 


"Why  do  so  many  people  prefer 
Bolla  family  of  great  wines? 

"Taste.  Not  just  exceptional  taste, 
but  exceptional  taste,  bottle  after  bottle 
So  whether  you  choose  the  fulLflavored 
Valpolicella,  the  mellow  Bardolino,  the 
crisp,  refreshing  Soave  or  the  light,  dry 
Trebbiano,  you  won't  be  disappointed. 
No  matter  how  many  times  you  choose  it.  After  all,  when 
you're  a  Bolla,  you  don't  let  your  friends  down'' 

FROM  THE  BOLLA  FAMILY  OF  GREAT  WINES. 

IMPORTED  BY  THE  JOS.  GARNEAU  CO.,  N.Y.,  N  Y 


The  marketplace  demands 
speed,  worldwide. 


Manufacturers  Hanover  moves. 


"om  Tokyo  to  Topeka,  Manufacturers  Hanover 
?ps  money  moving  quickly,  24  hours  a  day,  for 
sinesses,  government  agencies  and  other  financial 
titutions  worldwide. 

Every  working  day,  Manufacturers  Hanover 
?eds  the  flow  of  over  $350  million  in  goods  to 
rts  on  every  continent,  with  services  ranging  from 
sort/export  financing  to  timely  foreign  exchange 
nsactions  in  every  convertible  currency. 

Our  global  network  of  more  than  100  facilities, 
rking  hand-in-hand  with  some  4700  domestic  and 
?rseas  correspondent  banks,  provides  a  key  link  to 


130  countries  around  the  world. 

And  Manufacturers  Hanover  is  also  a  major 
participant  in  the  FAST  program,  which  transfers  a 
growing  number  of  stock  certificates  automatically  via 
computer  tape. 

Credit.  Operations.  And  the  integration  of  both 
to  create  a  total  financial  relationship  of  the  highest 
standards— anywhere  in  the  world.  The  marketplace 
demands  it.  Consider  the  source. 

MANUFACTURERS  HANOVER 
The  financial  sourccWorldwide. 


Eli  Lilly  has  long  prospered  on  the  strategy 
that  the  best  offense  is  a  good  defense.  But 
now  it's  time  to  change  that  strategy. 

Lilly  on  the 
offensive 


Eli  Lilly's  Richard  Wood 
Running  in  a  crowded,  field. 


By  Thomas  Jaffe 

I n  the  nine  years  that  he  has  been 
chairman  of  $2.8  billion  (sales)  Eli 
i Lilly  &  Co.,  Richard  Wood  has 
made  quite  a  name  for  himself  as  one 
of  the  premier  defensive  strategists  of 
the  ethical  drug  industry.  After  India- 
napolis-based  Lilly  came  under  attack 
in  the  more  than  $1  billion  cephalo- 
sporin antibiotic  market  in  the  Seven- 
ties, the  company  trotted  out  two 
new  generations  of  drugs  to  protect  its 
dominance.  When  the  continued 
health  of  its  25-year-old  painkiller 
Darvon  was  challenged  some  five 
years  ago,  Lilly  mounted  a  shrewdly 
effective  marketing  campaign  on  how 
the  drug  should  be  used,  plus  new  ver- 
sions, that  held  sales  losses  to  the  bare 
minimum.  Meanwhile,  to  protect  its 
franchise  in  painkillers,  Lilly 
launched  two  new  analgesic  com- 
pounds that  generated  over  $50  mil- 
lion in  sales  last  year.  And  later  this 
year  Lilly  should  be  introducing  Ora- 
flex,  a  once-a-day  anti-arthritic  al- 
ready on  the  market  under  another 
name  in  Europe. 

While  all  this  has  protected  Lilly's 
recent  record  of  better  than  21%  re- 
turn on  equity  and  1 1  %  a  year  in 
earnings  growth,  that  ranks  as  merely 
mediocre  in  the  ethical  drug  industry. 
One  thing  that  recently  held  Lilly 
back  was  a  serious  miscalculation  of 
dealer  inventories  of  Treflan,  a  more 
than  $380  million  (sales)  soybean  her- 
bicide that  normally  accounts  for  an 
estimated  20% -plus  of  corporate  in- 
come. With  interest  rates  high  and 
weather  bad,  dealers  kept  their  sup- 
plies tight.  The  result:  Lilly  produced 
more  than  it  could  sell.  Coming  off 
flat  per-share  earnings  growth  of 
$4.52  in  1980,  this  error  slowed  last 
year's  gain  to  just  28  cents.  But  Wall 
Street  has  begun  to  wonder  if  part  of 
the  reason  for  Lilly's  relatively  indif- 
ferent performance  might  not  also  be 
Wood's  defensive  tactics.  Last  month 
Lilly's  common  sold  at  1 1  times  earn- 
ings, well  below  the  multiple  of  15 
enjoyed  by  industry  leader  Merck 
with  its  recent  string  of  blockbuster 
drugs  like  Clinoril  and  Timoptic. 

"It's-  a  misassumption  that  we're 
just  going  along,"  protests  Wood,  a 
tall,  55-year-old  Indianapolis  native. 
"Many  investors  probably  underesti- 
mate the  potential  of  our  new  drugs." 

Do  they?  Lilly's  brightest  star  is 
Moxam,  a  third-generation  injectable 
cephalosporin  antibiotic  designed  to 
protect  its  75%  market  share  in  the 
$500  million  U.S.  market.  Trouble  is, 
Moxam  is  licensed  from  Japan's 
Shionogi,  so  profits  will  fall  far  short 
of  those  from  Lilly  proprietary  drugs. 


ANNOUNCING 


The  world  s  first  touch  screen 
instant  management  review  system 
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I )  Here's  an  example  of  a  typical  "Touch 
Track"  review.  A  touch  instantly  displays 
Operating  Margin  by  Product  Line.  Product 
A  is  in  the  red.  To  see  why ,  touch  menus  to . 
display  successive  levels  of  detail . 


■  ■ 
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21  Operating  Margin  for  Product  A 
shows  sales  ahead,  but  unfavor- 
able variable  costs. 


3)  Further  detail  shows  material 
costs  significantly  up  in  April. 


3)  In  the  1st  chart,  Product  Line  C 
wasa  star  performer.  Touching 
Revenue  Summary  for  C  shows 
3ne  reason  why  —  Sales. 


71  A  further  touch  shows  YTD  P&L 
for  C  with  profit  well  ahead  of 
budget.  Will  inventory  limitcon- 
tinued  sales  growth? 


"Touch  Track"  Instant  Management  Review  System 
provides  touch  screen  access  to  charts  and  graphs 
created  on  "Trend-Spotter  '82" -the  fastest  selling 
Graphic  Management  Information  System  in  America 
today. 

With  just  the  touch  of  a  finger  "Touch  Track"  allows 
senior  managers  to  review,  instantly,  at  the  office  or  at 
home,  hundreds  of  chartsand  graphs  providing  detailed 
levels  of  information  about  their  company's  performance 
and  operations.  It  increases  executive  productivity  sub- 
stantially because  it  reduces  the  time  spent  acquiring 
and  interpreting  the  mass  of  data  generated  by  today's 
computers. 

The  charts  are  created  by  your  staff  on  "Trend- 
Spotter  '82"  systems  and  are  updated  automatically. 


4|  The  problem  is  plastics  — a 
commodity.  This  suggests  a  cost 
improvement  opportunity. 


5)  A  final  touch  displays  Pricing 
Index,  revealing  an  additional 
profit  recovery  opportunity. 


■BB1 


81  Now  we  see  that  C's  sales  spurt     9)  At  a  touch  it  is  evident  that 
is  rapidly  depleting  inventory  there  is  substantial  excess  capac 

Can  we  increase  production?  ity  to  support  further  profitable 

growth. 

They  are  displayed,  instantly,  by  touching  custom- 
created  menus  on  the  touch  screen.  An  executive  can 
therefore  conduct,  quickly  and  easily,  any  line  of  enquiry 
in  reviewing  the  company.  Copies  of  displayed  charts  and 
graphs  can  be  made  in  color  on  plain  paper,  overhead 
transparencies  and  35mm  slides. 

For  more  information  and  a  iH|SSSE5E3SiB& 

demonstration  of  "Touch  Track,"  )■! 
call  toll-free  800-343-2166  IB 
(Massachusetts  800-882-1604),  "j™"™"""™™ 

or  write  to  COMPUTER  wJk^tJLiJ  LLJiJtZiJ 

PICTURES  CORPORATION,         Y"Tl*1  f^TT^Pf 

20  Broad  Street,  Boston ,  " 
MA  02109.  Telephone:  (617)  720-1700. 


CULLI NAN E  COMPATIBLE  "Tout h  Track"  and  "Trend-Spotter  '82"  Systems  from  Computer  Pictures  can  now  be  fully  integrated  wiih  Cullinane  Database 

Systems'  IDMS  and  related  products. 


When  America  processes 
crude  oil  or  chemicals... 


Crane  is  there. 


Valve  market  forecast     Fluid  control  is  critical  to 


the  processing  industries.  □  Capital  spending  for 
fluid  control  products  is  expected  to  soar  more  than 
50%  by  1985.  □  Refinery  expansion  will  continue 
throughout  the  1980's  as  extra  processing  is  needed  to    fuel  development  will  also  create  new  valve  markets. 


produce  unleaded  gasoline.  □  Need  for  steel  valves 
should  grow  steadily  as  petroleum  refineries  are 
modified  to  process  high-sulfur,  heavy  grade  crudes. 
□  Other  programs  like  coal  conversion  and  synthetic 


Crane  Co.,  300  Park  Avenue,  New  York,  NY  10022 


New  products 
being  introduced 

to  better  serve 
accessing  markets. 

-ane's  new  Series  3000™  high 
jrformance  steel  butterfly  valves 
e  a  good  example.  They  offer 
ng-range  reliability  and  impor- 
nt  savings  in  initial  cost,  installa- 
)n  and  maintenance  to  the 
lemical,  petrochemical  and 
>wer  industries. 

Since  1858,  Crane  Co.  has 
Dneered  in  valve  design,  re- 
larch,  metallurgy  and  engineer- 
g.  Result:  valves  with  greater 
ipendability  and  efficiency  .  .  . 
Ives  which  better  resist  the  cor- 
sive  atmospheres  and  extreme 
mperatures  prevalent  in  today's 
Ivanced  processing. 
Crane  manufactures  the 
oadest  line  of  valves  in  the 
)rld,  ranging  from  1/4-inch  ball 
Ives  to  15-ton  giants.  Millions  of 
'ane  valves  are  controlling  the 
m  of  fluids  worldwide. 
For  more  information  on  a  com- 
iny  that's  growing  from  strength, 
ite  for  our  annual  report. 

ane- a  leader  in  fluid  and 
>llution  control  equipment, 
eel,  cement,  building  prod- 
sts,  aerospace  and  aircraft 
'stems. 


CRANE 

 ®_ 

Crane  Co.,  300  Park  Avenue 
New  York,  NY  10022 


Lilly  also  will  face  stiff  competition 
from  Hoechst,  Pfizer  and  as  many  as 
20  others.  There  is  the  added  pressure 
on  Lilly  that  Keflin,  its  first-genera- 
tion injectable  and  still  a  $100  million 
seller,  is  coming  off  patent  in  the  U.S. 
in  November. 

"There  is  no  question  that  the  field 
is  getting  crowded,"  Wood  concedes. 

At  the  same  moment  that  Lilly's 
critical  Moxam  drive  is  taking  place, 
the  company  is  also  making  a  big 
push  into  the  $25  billion  European 
prescription  drug  market  with  its 
once-a-day  anti-arthritic.  Since  1980, 
for  instance,  Lilly  has  built  up  a  100- 
person  retail  sales  force  in  West  Ger- 
many, at  a  cost  of  $4.5  million,  to  help 
market  this.  It  is  an  effort  dear  to  the 
heart  of  Dick  Wood,  who  used  to  be 
head  of  Lilly  International.  Still  only 
24%  of  net  income,  Lilly's  overseas 
operations  contribute  far  less  to  its 
bottom  line  than  those  of  competitors 
like  Merck  and  Pfizer. 

But  here  again  Wood  couldn't  have 
picked  a  more  crowded  field.  Both  in 
Europe  and  the  U.S.,  Lilly  will  be  up 
against  Pfizer 's  new  product  as  well  as 
older  acknowledged  successes  from 
Merck  and  Upjohn.  CIBA-Geigy  and 
Syntex  will  also  be  in  the  race. 

That  leaves  Lilly  one  last  new  prod- 
uct hope:  its  program  to  develop  ge- 
netically engineered  synthetic  insu- 
lin. Lilly  needs  the  new  insulin  to 
protect  its  80%  lock  on  the  $160  mil- 
lion U.S.  market  from  Denmark's 
Novo  Industri,  leader  in  the  $170  mil- 
lion European  market  where  Lilly  is 
marginal.  Novo,  which  has  long  cov- 
eted the  U.S.  market,  is  working  on  a 
new  insulin  of  its  own. 

Getting  all  three  new  drugs  to  hit 
big  at  the  same  time  against  stiff  com- 
petition at  home  and  abroad  is  a  tall 
order.  Yet  that's  exactly  what  Lilly 
has  to  do  if  it  hopes  to  persuade  inves- 
tors that  it  will  be  a  powerful  factor  in 
tomorrow's  markets.  Listen  to  the  re- 
action of  analyst  Richard  Vietor  of 
Merrill  Lynch:  "If  the  new  drugs 
aren't  the  best  in  the  marketplace, 
how  long  can  Lilly  keep  churning  its 
current  product  line?" 

Look  closely  at  Lilly's  research  and 
development  effort — at  $235  million 
last  year  the  second  biggest  in  the 
U.S.,  behind  Merck — and  beyond 
variations  on  old  standbys  the  results 
wear  mighty  thin.  There  are  anti- 
cancer drugs  and  an  agent  to  check 
urinary-tract  infections.  But  in  1982 
their  sales  won't  total  much  more 
than  $100  million.  At  the  test  stage 
are  other  drugs,  none  of  which  at  pres- 
ent promises  to  be  a  blockbuster. 

Actually,  up  until  1980,  the  driving 
force  behind  Lilly's   11%  earnings 


growth  has  not  been  pharmaceuticals 
but  the  $850  million  agricultural  prod- 
ucts group,  only  about  one-third  of 
corporate  revenues.  Between  1977 
and  1979  its  sales  were  up  70%  and 
profits  up  75%,  thanks  mainly  to 
three  products:  Treflan,  the  animal 
antibiotic  Tylan,  and  Coban,  a  drug 
for  broiler  chickens.  But  the  agricul- 
tural cycle  slowed  down  in  1980. 
Then  last  year  came  the  goof  on  Tref- 
lan inventories. 

While  it  is  reasonable  to  assume 
this  pattern  will  be  reversed  by  a  grad- 
ual turnaround  in  the  world  farm 
economy  in  1982,  Lilly  has  problems 


Getting  its  new  drugs  to  hit 
big  in  the  market  at  the  same 
time  against  stiff  competi- 
tion at  home  and  abroad  is  a 
tall  order.  Yet  that's  exactly 
what  Lilly  has  to  do. 

yet  to  come.  Tylan 's  patent  expires  in 
April,  leaving  it  vulnerable  to  gener- 
ics. In  late  1985  Treflan 's  also  will 
expire  (it  already  ended  in  Canada, 
last  November).  There  will  be  some 
offset  from  two  newer  products,  an 
agent  to  combat  bush  on  rangelands 
and  an  aquatic  herbicide,  which  by 
1985  could  generate  sales  in  excess  of 
$150  million.  Still,  they're  hardly 
blockbusters. 

The  one  place  Dick  Wood  really  has 
shone  is  in  the  rehabilitation  of  $285 
million  (sales)  Elizabeth  Arden,  Lilly's 
cosmetics  division  bought  for  $38 
million  in  1971.  A  steady  moneyloser 
until  1976,  Arden  has  been  a  jewel 
ever  since  the  company  started  bring- 
ing out  new  skin  care  products.  Over 
the  last  five  years  sales  were  up  about 
90%,  and  operating  profits  more  than 
doubled,  to  nearly  $30  million.  As  for 
Lilly's  $220  million  medical  instru- 
ments group,  it  simply  is  too  soon  to 
judge  its  performance.  Assembled 
since  1977  through  three  acquisitions 
that  cost  the  company  $286  million  in 
stock,  these  divisions  make  tempera- 
ture-measuring products,  cardiac 
pacemakers  and  portable  defibrilla- 
tors. Recently,  Lilly  also  has  intro- 
duced a  pint-size  insulin  pump  that 
will  provide  diabetics  with  dosages  of 
the  drug  at  a  programmable  rate. 

But  Elizabeth  Arden  and  medical 
instruments  still  represent  less  than 
20%  of  the  whole  company.  The  plain 
fact  is,  an  awful  lot  is  riding  on  those 
new  drugs. 

If  the  best  defense  is  still  a  good 
offense,  then  this  is  the  year  we  will 
start  to  see  just  how  good  a  strategist 
Dick  Wood  really  is.  ■ 


THE 1982 JAGUAR  XJ-S 

Never  has  a  more  exciting  car 
been  offered  with  so  much, 
to  so  few. 


The  Jaguar  S-type  is  first  and  foremost 
a  drivers  car.  For  here,  under  one 
dynamic,  wind-cheating  shape  is  a 
blending  of  power,  response  and  handling 
with  a  degree  of  luxury  and  refinement 
unegualled  in  any  four  passenger  touring 
machine.  The  XJ-S  is  unrivalled  in  the 
smooth  thrust  of  power  generated  by  its 
advanced  V-12  engine,  the  only  V-12  avail- 
able in  America. 

For  1982,  the  S-type  engine  has  been 
refined  with  the  addition  of  advanced  com- 
bustion technology  available  on  no  other 
car:  the  high  compression  May  head  The 
innovative  design  of  the  compression 
chamber  swirls  and  compacts  the  fuel/air 
mixture  at  the  point  of  ignition  allowing  a 
rapid  yet  complete  burn.  This  enables  the 
engine  to  run  on  a  leaner  mixture  and  a 
higher  compression  using  regular  un- 
leaded fuel.  The  result:  increased  perfor- 
mance and  response. 

To  match  its  performance,  the  S-type 
offers  a  level  of  handling  and  stability  com- 

narahlp  to  that  nf  a  rannn  marhinp  This  IS 


only  natural  for  a  car  whose  racing  version 
competes  successfully  in  grueling  Trans- 
Am  races.  The  steering  is  rack  and  pinion, 
power  assisted  and  extraordinarily  pre- 
cise. The  feel  for  the  road  is  sure  and  posi- 
tive with  fully  independent  suspension  on 
all  four  wheels.  And  the  S-type  stops  with 
the  authority  of  four  wheel  power  disc 
brakes. 

Probably  no  maximum  performance  car 
has  ever  offered  so  much  luxury  The 
dashboard  and  door  panels  are  inset  with 
veneers  of  rare  burl  elm.  The  entire  seating 


compartment  is  covered  in  supple  leal 
The  new  four  speaker  stereopho 
AM/FM  radio  has  a  scan  tuner  and  < 
sette  with  Dolby  sound.  The  XJ-S 
eguipped  with  cruise  control,  power 
dows  and  door  locks  and  much  more. 

Few  people  will  be  privileged  to  own 
dynamic  new  Jaguar  Yet.  before  you 
cide  on  any  personal  luxury  car.  you  o\a 
to  yourself  to  seek  out  the  S-type  and  d: 
it.  For  the  name  of  the  Jaguar  dealer  n 
est  you.  call  these  numbers  toll-free:  (8 
447-4700  or.  in  Illinois,  (800)  322-4400. 
M  jaguar,  Leoma,  New  Jersey  07605 


FOR  A  MORE  EXCITING  CAR, 
 AN  EXTENDED  WARRANTY. 

Because  of  our  confidence  in  the  198; 
XJ-S,  Jaguar  offers  it  with  the  longest  we 
ranty  in  Jaguar  history  For  two  years  c 
36.000  miles,  whichever  comes  firs 
Jaguar  will  replace  or  repair  any  part  c 
the  S-type  which  is  defective  The  tires  an 
covered  by  their  own  manufacturer's  w£ 
ranty  See  your  Jaguar  dealer  for  cor 
plete  details  of  this  limited  warranty 


At  the  core  of  every  brilliant  innovation  in 
the  world,  there  is  an  essential  simplicity. 
Anything  else?  Yes :  persistence. 

Glen  Johnson's 
unlikely  money 
machine 


By  Ben  Weberman 

F|  EDERATED  INVESTORS'  Glen 
Johnson  will  always  have  a 
good  feeling  about  Martinsville, 
Va.  It  was  there,  back  in  1974,  that  he 
found  the  first  taker  for  his  new  mon- 
ey market  mutual  fund,  designed  for 
bank  trust  departments  to  put  their 
clients'  idle  cash  balances  to  work. 

Until  Martinsville,  it  had  been  a 
hard  sell.  Most  trust  departments  pre- 
ferred CDs  and  the  like,  where  they 
had  an  IOU  from  a  well-known  name; 
as  things  had  always  been  done.  "I 
tried  everything,"  Johnson  recalls. 
"About  one  banker  in  five  was  smart 
enough  to  grasp  the  concept.  But  no- 
body wanted  to  be  first." 

Today,  a  scant  seven  years  after  the 
Martinsville  breakthrough,  Pitts- 
burgh-headquartered Federated  is  the 
largest  money  market  operator  in  the 
country  after  Merrill  Lynch.  With 
more  than  1,350  banks  as  its  custom- 
ers, it  invests  over  $24  billion.  More- 
over, Federated  has  big  plans  to  be  the 
vehicle  into  the  financial  supermarket 
for  banks  who  don't  want  to  do  it  on 
their  own.  It  plans  to  cover  everything 
from  IRAs  to  discount  stock  broker- 
age, Glass-Steagall  notwithstanding. 
But  Federated  is  little  known,  by 
choice,  not  by  accident,  because  as  a 
wholesaler  of  financial  services  it  op- 
erates through  others  without  its  own 
brand  identification. 

Glen  Johnson  is  an  unlikely  looking 
tycoon.  An  affable  farm  boy  from 
Minnesota,  he  never  graduated  from 
college,  but  after  high  school  and  a 
local  business  school  he  started  a 
weekly  newspaper  on  a  borrowed 
$800.  He  sold  it  for  $9,000  and  was 
casting  around  for  something  else  to 
do  when  his  support  from  the  Hubert 
Humphrey  political  machine  won 
him  a  minor  Treasury  Department 


appointment.  He  soon  found  himself 
heading  the  U.S.  savings  bond  drive.  If 
a  man  could  sell  those  at  a  time  when 
inflation  was  way  ahead  of  the  inter- 
est rate,  he  could  sell  anything.  In 
1969,  at  41,  he  was  fired  by  President 
Nixon,  who  couldn't  conceive  of  a 
Humphrey  Democrat  on  his  payroll. 
A  year  later  he  went  to  work  for  Fed- 
erated, then  a  smallish  mutual  fund 
organization.  At  first  the  bankers 
strongly  resisted  his  idea  of  a  whole- 
sale money  market  fund;  why  should 
they  compete  with  themselves?  But 
he  persisted,  and  when  the  bankers 
began  losing  business  on  a  massive 
scale  to  money  market  funds,  they 
finally  grasped  Johnson's  point. 

Johnson,  now  52,  does  not  work  for 
Federated  directly,  but  is  on  the  pay- 
roll of  Federated  Securities  Corp.,  its 
research  subsidiary  where,  as  presi- 


dent of  Federated  Cash  Management 
Funds,  he  heads  institutional  funds. 
But  any  ego  deprivation  from  being  a 
couple  of  rungs  below  Chairman  John 
Donahue  is  more  than  made  up  for  by 
his  $675,000  annual  compensation. 
And  you  get  the  sense  in  talking  with 
him  that  he  doesn't  have  to  account 
overly  much  to  the  corporate  level  for 
his  activities,  even  though  he  still 
owns  143,000  shares  (market  value: 
$4,862,000)  after  having  sold  45,000 
shares. 

Why  haven't  others  copied  this  bril- 
liantly simple  idea?  Because  if  the 
concept  has  simplicity,  the  hardware 
does  not.  Federated  set  up  its  own  $4 
million  computer  system,  permitting 
total  automation  of  bank  customer 
funds.  Now,  each  client  bank  has  a 
terminal  with  screen  and  printer. 
With  this  equipment  and  the  services 
of  Boston's  State  Street  Bank  &  Trust, 
all  the  bank  need  do  is  dial  a  local 
number  and  place  purchase  and  sale 
orders.  The  printer  provides  immedi- 
ate confirmation.  "When  we  have  the 
money  before  3  o'clock,  the  account 
earns  interest  that  day.  If  they  call  us 
by  terminal  before  noon,  they  can 
have  the  money  back  in  their  account 
that  day,"  says  Johnson. 

Having  convinced  bankers  that 
Federated  can  invest  idle  cash  in  trust 
accounts  at  lower  cost  than  the  banks 
themselves  can  do  it,  Johnson  is  now 
doing  the  same  thing  with  bank 
checking  account  balances.  So  far,  he 
says,  he  has  signed  up  300  banks  to 
"sweep  up"  (one  of  his  favorite 
phrases)  balances  of  checking  account 
customers  over  a  prearranged 
amount — say  $2,000 — at  the  end  of 


Federated  Investor's  Glen  Johnson 
Putting  idle  cash  to  work. 


Having  convinced  bankers 
that  Federated  can  invest 
idle  cash  in  trust  accounts 
at  lower  cost  than  the 
banks  themselves  can, 
Johnson  is  doing  the  same 
thing  with  checking  ac- 
count balances.  So  far  he 
has  signed  up  300  banks  to 
invest  the  accounts. 


each  day  and  put  it  to  work  in  a  Feder- 
ated money  market  fund.  Thus  the 
banks  can  offer  checking  clients  the 
option  of  short-term  money  market 
vehicles.  At  the  direction  of  the  cus- 
tomer, the  money  is  placed  in"  U.S. 
Treasury  issues,  federal  agency  obliga- 
tions money  funds,  tax-exempt  mon- 
ey funds  or  overnight  repurchase 
agreements. 

This  service  is  similar  to  Merrill 
Lynch  Cash  Management  Accounts, 
but  is  easier  on  the  customer,  Johnson 
contends.  "You  don't  have  to  carry  a 
check  to  your  broker.  It's  all  done 
automatically."  The  customer  signs  a 
managed  agency  agreement  and  pays 
a  fee,  which  can  range  from  0.2%  of 
total  assets  to  15%  of  total  income. 
Merrill  Lynch  charges  a  flat  $35  a  year 
for  its  CMA.  Like  ML,  Federated 
charges  a  management  fee  of  less  than 
0.5%  of  total  assets  on  the  specific 


mutual  funds  used. 

With  his  base  firmly  in  place,  John- 
son expects  to  add  new  services  fast. 
"So  far,  we  serve  the  bank  trust  indus- 
try," he  says.  "Now  we  are  using  our 
service  to  sell  the  whole  Wall  Street 
angle.  When  a  guy  walks  into  a  bank 
and  says,  'Can  you  do  what  all  those 
brokers  are  doing?'  the  bank  will  be 
able  to  answer  yes." 

For  example,  he  says,  "a  thousand 
banks  are  signing  up  to  offer  IRA  ac- 
counts through  us.  The  bank  will  be 
the  custodian  and  charge  a  fee.  We 
will  do  all  the  bookkeeping  and  file 
the  reports.  All  they  have  to  do  is  talk 
to  the  client." 

Also,  he  figures,  a  financial  whole- 
saler like  Federated  could  take  over 
complete  management  of  the  invest- 
ment function  of  smaller  trust  depart- 
ments. "This  would  be  the  first  step 
in  what  I  call  the  nationwide  network 


>f  common  trust  companies,"  he 
ays.  One  instrument:  the  Federated 
short-intermediate  municipal  trust, 
hrough  which  cash  in  individuals' 
rust  accounts  can  earn  tax-free  inter- 
:st.  Johnson  plans  to  follow  it  up  with 
:  three-year  government  securities 
und,  a  GNMA  fund  and  a  real  estate 
und,  with  trust  assets  moved  "from 
und  A  to  B  to  C  back  to  A  according 
0  market  trends  and  client  needs." 

After  that?  Well,  says  Johnson,  Fed- 
rated  could  provide  discount  stock 
irokerage  to  commercial-bank  cus- 
omers.  What  about  Glass-Steagall 
Vet  restraints-1  No  problem,  says 
ohnson:  The  banks  would  merely  be 
agents"  for  Federated,  which  would 
lo  the  actual  brokering. 

Moving  into  an  allied  field,  Federat- 
d  now  manages  money  market  mu- 
ual  funds  for  stockbrokers,  including 
Idward  D.  Jones  &  Co.,  the  midwest- 


em  broker;  the  Milwaukee  Co.;  and 
Legg  Mason  of  Baltimore.  It  also  runs 
money  market  funds  for  the  Lutheran 
Brotherhood  (assets  $769  million)  and 
the  National  Retired  Teachers  Associ- 
ation-American Association  of  Re- 
tired Persons  ($3.7  billion). 

Federated's  earnings  did  not  break 
through  $1  million  until  1978  but  last 
year  they  topped  $22  million,  or  about 
$4.20  a  share  on  5.1  million  shares 
outstanding,  and  Johnson  forecasts 
they  will  be  nearly  double  that  this 
year.  Federated  has  been  sheltering 
sonic  of  this  rising  income  in  oil  and 
gas  drilling.  "We  put  $10  million  into 
oil  and  gas  last  year,  including  $5  mil- 
lion that  would  have  been  paid  in 
taxes,"  says  Johnson. 

Federated  stockholders  who  got  the 
point  early  and  kept  the  faith  have 
reaped  a  handsome  reward.  From  a 
low  of  1  in  1979  and  Vh  in  1980, 


Federated's  5  million  shares  of  non- 
voting Class  B  common  soared  to  34 
recently;  if  Johnson  is  right  and  1982 
earnings  approach  $8  a  share,  that's 
still  a  price/earnings  ratio  of  4.25. 

Not  surprisingly,  Federated  spends 
much  of  its  time  turning  down  acqui- 
sition offers.  "We've  been  the  fastest- 
growing  financial  institution  in  the 
country  for  four  years  in  a  row,"  John- 
son says  proudly. 

You  might  know  that  a  chap  like 
Johnson  would  understand  clearly  the 
nature  of  his  business  and  would  stub- 
bornly avoid  the  temptation  of  think- 
ing he  can  be  all  things  to  all  people. 
You  find  this  out  when  you  ask  him 
why  he  doesn't  branch  out  into  selling 
directly  to  consumers.  "If  someone 
calls  us  and  wants  to  put  money  into  a 
money  market  fund,"  he  replies,  "I 
ask  where  they  live  and  send  them  to 
the  local  bank."  ■ 


Investors  looking  for 
inning  performance  are  looking 

at  Industrial  National. 


her  record  breaking  year  for  this  results-oriented  financial  group. 


earnings  a  record  $34  million, 
.53  a  share,  a  21%  gain  over  the 
f  earned  in  1980—  the  seventh 
:cutive  year  earnings  have 
ased 

th  quarter  earnings  $1.48  a 

:— the  best  quarter  in  an  almost 

year  history 

snt  dividend  (annualized)  $2.00 
re,  up  67%  from  five  years  ago 
snt  yield  7.4% 

■end  price/earnings  ratio  4.9  after 
'o  market  price  appreciation 
ig  1981 

m  on  common  equity  18%  and 
n  on  assets  1% 

assets  $4.2  billion 

;  value  $32.69  per  share 


This  winning  performance  is  the 
result  of  an  ongoing  commitment  to 
profitability,  a  forward -thinking  busi- 
ness plan,  and  the  management  talent 
to  produce  results. 

That  business  plan  and  management 
team  have  created  business  diversifica- 
tion. Building  on  a  base  as  New  England's 
most  resourceful  commercial  bank, 
Industrial  National  has  expanded  into 
other  highly  profitable  financial 
services. 

□  Mortgage  banking  and  real  estate 
financing 

□  Asset-based  financing 

□  Consumer  banking 

□  Data  processing 

Consider  Industrial  National's  geo- 
graphic diversification.  Ten  years  ago: 


53  offices  in  one  state.  Today:  a  network 
of  over  200  offices  in  25  states  and  four 
foreign  countries  with  more  to  come. 

The  result:  a  diversified  financial 
services  group  uniquely  capable  of 
generating  profits  in  a  rapidly 
changing  environment 


J  INCORP 

Thinking  ahead 
to  stay  ahead. 


NYMINl) 
Stock  I'uRC  1  MinR-Ind  NMl 

Dividends  paid  every  year 
since  1792. 


l  or  more  information  wntc  Robert  W  I.ougcc,  Jr,  Director,  Corporate  Communications,  InCorp,  55  Kennedy  Plaza,  Providence,  Rhode  Island  02905  or  call ' 401 1  278-5879 


Numbers  Game 


Small  companies  aren't  the  only  ones  that 
have  to  watch  out  for  the  Treasury's  pro- 
posed debt-to-equity  regulations. 

Strike 
three? 


By  Richard  Greene 

Some  months  ago,  Forbes  sug- 
gested you  stay  tuned  to  the 
efforts  of  the  Treasury  Depart- 
ment to  decide  when  financial  instru- 
ments are  debt  and  when  they  are 
equity.  This  is  crucial  for  companies 
and  investors,  of  course,  because 
when  a  firm  issues  debt  it  pays  inter- 
est, which  is  deductible;  when  it  is- 
sues stock,  it  pays  dividends,  which 
are  not.  Further,  when  Treasury  de- 
cides that  a  financial  instrument  is- 
sued as  debt  is  really  equity,  the  repay- 
ment of  principal  is  considered  a  sort 
of  huge  dividend,  taxable  as  such  to 
the  shareholder. 

Now,  after  scrapping  the  first  two 
sets  of  proposed  regulations  because 
they  would  have  been  deadly  to  many 
small  startup  companies  if  their  debt 
were  suddenly  converted  to  equity, 
Treasury  has  come  up  with  yet  a  third 
set  of  proposals.  It's  not  much  better 
than  the  first  two.  While  there  are 
some  improvements,  huge  risks  still 
abound,  even  for  some  large  publicly 
held  firms. 

Here's  why:  Under  the  proposed 
rulings,  so-called  hybrid  debt  instru- 
ments, combinations  of  debt  and  eq- 
uity like  bonds  that  are  convertible 
into  .common  stock,  could  be  turned 
into  equity  by  regulatory  fiat.  That's 
the  kind  of  thing  that  makes  chief 
financial  officers  turn  gray.  Here  is 
what  the  rules  propose:  "A  hybrid  in- 
strument is  treated  as  stock  if,  on  the 
day  of  the  issue,  the  fair  market  value 
of  the  straight  debt  payments  ...  is 
less  than  50%  of  the  fair  market  value 
of  the  instruments." 

Translated  from  Treasury-talk, 
here's  what  that  means.  Let's  say 


your  company  issues  bonds  yielding 
7%  that  are  convertible  into  common 
stock.  If  the  Treasury  decides  that 
those  bonds  would  have  to  yield  over 
14%  to  be  competitive  in  the  market 
were  it  not  for  the  convertible  feature, 
they  would  be  considered  equity  and 
taxable  as  such. 

One  firm  that  must  now  fear  such  a 
rule,  if  it  makes  it  through  into  final 
form,  is  Sunshine  Mining.  This  Dal- 
las-based mining  company,  which  op- 
erates the  largest  U.S.  silver  mine, 
issued  silver-backed  8V2%  bonds 
about  two  years  ago.  These  bonds, 
convertible  into  silver  after  Apr.  15, 
1985,  received  a  great  deal  of  atten- 
tion when  they  came  out — and  were 
even  hailed  by  some  as  a  possible 
wave  of  the  future. 

But  no  more,  says  Leon  Nad,  na- 
tional director  of  technical  tax  ser- 
vices for  Price  Waterhouse:  "Under 
these  proposed  debt-to-equity  rules, 
there's  a  very  real  chance  that  this 
type  of  bond  could  be  reclassified  as 
equity."  The  question,  says  Nad,  is 


whether  the  silver-convertibility  fea- 
ture is  worth  over  50%  of  the  value  of 
the  bonds.  If  the  answer  is  yes,  then 
Sunshine  may  have  troubles. 

"I  doubt  that  the  IRS  would  do 
something  like  this  retroactively  to 
Sunshine,"  replies  G.  Chris  Andersen, 
managing  director  of  corporate  fi- 
nance for  Drexel  Burnham  Lambert, 
which  was  the  chief  underwriter  for 
the  bonds.  "That's  simply  not  consid- 
ered good  form  even  for  a  Treasury  in 
extremis." 

hi  any  case,  Sunshine's  investors 
were  warned  in  the  prospectus  that 
there  was  a  possibility  the  IRS  could 
change  the  status  of  the  bonds  and  tax 
the  interest  as  ordinary  income.  Natu- 
rally, in  its  prospectus,  the  company 
assured  the  investors  that  it  did  not 
think  such  an  argument  by  the  IRS 
would  stand. 

Says  Robert  Willens,  a  partner  with 
Peat  Marwick  Mitchell  &  Co., 
"There's  no  way  to  be  sure  right  now 
what's  going  to  happen.  None  of  the 
examples  given  in  the  proposed  regu- 
lations is  even  close  to  this." 

Whatever  happens  to  Sunshine,  the 
new  regulations  will  surely  be  an  ob- 
stacle to  a  number  of  innovative  fi- 
nancing techniques  that  involve  ele- 
ments other  than  straight  debt.  Bonds 
denominated  in  foreign  currencies, 
like  Swiss  francs,  could  be  affected,  as 
could  other  commodity-backed  in- 
struments or,  for  that  matter,  any 
convertible  debt  security. 

Says  Drexel  Bumham's  Andersen, 
"The  problem  is  that  inflation  forces 
the  person  who  would  normally  buy 
debt  into  a  situation  where  debt  can 
be  more  volatile  than  equity.  So  you 
start  blending  the  two.  The  IRS  is 
certainly  going  to  have  to  be  quite 
skillful  when  they  make  that  impor- 
tant distinction." 


Double  jeopardy 

Ever  since  the  Financial  Accounting 
Standards  Board  adopted  its  Opin- 
ion 33  in  1979,  investment  compa- 
nies have  been  loudly  complaining 
that  -these  inflation-accounting  rules 
shouldn't  apply  to  them.  Complaining 
so  loudly,  in  fact,  that  it  looks  like  the 
FASB  will  soon  exempt  them.  Why 
should  mutual  funds  get  special  treat- 
ment? Because  by  the  very  nature  of 
their  business  they  are  fully  adjusted 
for  inflation  every  day.  The  aim  of 
presenting  current-value  information, 
after  all,  is  to  give  the  shareholder  a 
rough  idea  of  the  real  worth  of  his 
investment. 
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Black  &  Decker's 
540  mph  power  tool. 


For  millions,  Black  &  Decker  js  power. 
Rugged,  efficient  power.  And  when  Black  & 
Decker  travelers  take  to  the  air,  they  board  their 
Learjet  —  a  rugged  power  tool  which  flies  nine 
miles  per  minute.  At  an  efficient  three  miles  per 
gallon  of  fuel. 

With  unmatched  reliability.  Their  on-time 
departure  record  over  five  years  of  operations  is 
an  impressive  98  percent.  Whether  making  short 
trips  from  their  Baltimore  base  to  East  Coast  plant 


locations,  or  returning  nonstop  from  Los  Angeles. 

A  Learjet  might  be  the  perfect  power  tool  to 
help  build  your  business,  too.  To  find  out  more, 
call  Mackie  Mott,  our  vice  president  for  U.S. 
sales,  or  John  Benson,  vice  president  for 
international  sales.  They're  both  at  (602) 
294-4422. 

Gates  Learjet  Corp.,  P.O.  Box  11186,  Tucson, 
Arizona  85734  U.S.A.  Telex:  666408 


GatesLearjet 

Prepared  for  a  dynamic  decade. 


RdReynolds  Industries,  Inc. 


Common  Stock  Dividend 

A  quarterly  dividend  of  70  cents  per  share  has 
been  declared  on  the  Common  Stock  of  the 
Company,  payable  March  5, 1982  to  stockholders 
of  record  at  the  close  of  business  February  10, 1982. 

H.  C.  ROEMER 

Senior  Vice  President, 
General  Counsel  and  Secretary 
Winston-Salem.  N  C,  January  21,  1982 

Eighty-Two  Consecutive  Years  of  Cash  Dividend  Payments 

Tobacco  Products  Energy 
Foods  and  Beverages  Packaging 
Containerized  Shipping 


Numbers  Game 


If  a  building  bought  for  $  1  million  in 
1 970  is  now  worth  around  $20  million 
on  the  open  market,  the  investor 
should  be  able  to  find  that  fact  reflect- 
ed in  assets.  And  it  is,  but  only  on  the 
current-value  balance  sheet  in  the 
footnotes. 

But  because  mutual  funds  must 
mark  their  portfolios  to  market  every 
day,  the  effects  of  inflation  are  already 
reflected.  Say  you  bought  one  share  in 
a  bond  mutual  fund  in  1970  for  $10, 
and  that  the  share's  reported  net  asset 
value  is  now  $5.  Why  has  the  value 
declined?  Because  of  the  runup  in  in- 
terest rates  since  1970.  In  other 
words,  inflation.  Marking  to  market, 
in  fact,  is  certainly  a  form  of  current- 
value  accounting,  the  most  accurate 
form  imaginable. 

Tlhat  might  seem  obvious  to  you, 
but  it  wasn't  to  the  FASB.  The 
accountants  got  confused,  says  David 
Silver  of  the  Investment  Company  In- 
stitute, because  they  equated  mutual 
funds  with  other  financial  organiza- 
tions, such  as  banks  and  insurance 
companies.  These  organizations  ad- 
just the  value  of  their  corporate  as- 
sets— real  estate,  loans,  investments 
and  the  like — for  inflation.  They  do 
not  have  to  adjust  the  value  of  the 
trust  funds  or  pension  accounts  that 
they  merely  manage — their  products. 
But  a  mutual  fund  does  nothing  but 
manage  other  people's  money.  Thus, 
the  ICI  argued  in  a  letter  to  the  FASB, 
if  funds  were  to  be  forced  to  adjust 
their  share  value  for  inflation,  then 
banks  and  insurance  companies 
should  be  forced  to  adjust  their  man- 
aged portfolios  as  well.  Rather  than  do 
that,  the  FASB  decided  to  exempt  mu- 
tual funds.  Naturally,  the  ICI  is  de- 
lighted. "A  mutual  fund's  stock  is  its 
product,"  says  Silver.  "It's  just  an  ac- 
cident of  history  that  funds  are  incor- 
porated at  all." 

It's  a  good  thing  the  FASB  finally 
saw  the  light.  The  inflation-account- 
ing rules  would  have  produced  down- 
right ridiculous  results  if  they  were 
applied  to  mutual  funds.  To  go  back  to 
the  bond-fund  example,  it  wasn't  the 
$10  purchase  price  of  the  share  that 
would  have  been  adjusted  for  infla- 
tion. It  would  have  been  the  $5  mar- 
ket value.  So,  according  to  the  FASB, 
your  share  would  have  been  worth, 
say,  $2.50,  which  is  patently  absurd 
when  you  could  turn  around  any  day 
and  sell  it  back  to  the  fund  for  $5  in 
hard  cash.  It  is  little  wonder  that  most 
mutual  funds  never  bothered  to  com- 
ply with  FASB  Opinion  33  in  the  first 
place. — Jane  Carmichael 
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We've  been  making  Orient 
business  trips  seem  shorter  longer 
than  any  other  Asian  airline* 


on 


Philippine  Airlines  was  the  first 
Asian  airline  to  fly  trans-Pacific.  In  1946. 

Today  we  fly  the  fastest,  most  direct 
routes  with  our  daily  trans-Pacific  service 
from  California  —  4  times  a  week  from 
San  Francisco  and  3  times  a  week  from  Los 
Angeles.  With  easy  Manila  connections 
to  all  the  Orient  business  centers. 

We've  had  35  years  to  refine  the  art 
of  making  a  long  business  trip  not  seem 
like  a  long  business  trip. 


Instead  of  just  reclining  chairs,  we 
offer  14  full-length  beds  —  our  "Sky beds." 
We  offer  you  a  new,  modern  wide-body 
fleet  of  747  s,  DC-10's  and  Airbuses. 

And  the  lightest,  most-awarded 
French  Nouvelle  Cuisine  in  the  air. 

On  Philippine  Airlines  you  get 
business  flight  know-how  that  stretches 
back  35  years.  And  a  tradition  of  natural 
Philippine  friendliness  that  stretches 
back  1,000  years  further! 


Philippine 

Airlines 

Asia's  first  airline. 

Amsterdam  Athens  Bahrain  Bangkok  Brisbane  Canton  Frankfurt  Hong  Kong  Honolulu  Jakarta  Karachi 
iuala  Lumpur  London  Los  Angeles  Manila  Melbourne  Peking  Port  Moresby  Rome  San  Francisco  Singapore  Sydney  laipei  Tokyo 


The  Mercedes-Benz  240D  Sedan: 
the  $22,000  automobile  that  has  the  gall 

to  put  function  first. 


Frivolity  is  out.  The  240  D  is  one  and  a  half  tons  of  cold  engineering  logic  - 
an  automobile  meant  to  reflect  not  your  wealth  but  your  perspicacity. 


people  choose  the  240  D  Sedan 
,  because- like  Mercedes-Benz 
igineers-  they  believe  that 
nctional  efficiency  seldom 
imes  from  shortcuts. 
The  240  D  is  powered  by 
\e  of  the  saner-sized  engines 
its  class:  a  four  cylinder 
esel  engine,  displacing  just 
4  liters. 

Few  engines  of  any  size  are 
ore  expensively  machined 
id  balanced.  (All  pistons 
id  connecting  rods,  for 
stance,  are  individually 
ilanced  as  a  set.)  Such  pre- 
dion helps  the  240  D's  engine 
ce  the  prospect  of  long, 
ird,  heavy  use  unafraid. 
This  power  plant  is  so  sophis- 
:ated  in  design  that  a  built-in 
?vice  adjusts  the  fuel  injection 
te  barometrically,  to  help  the 
:0  D  run  efficiently  at  7,000  feet 
at  sea  level. 

Yet  it  is  so  simple  in  operation 
at  for  its  first  10,000  miles,  total 
heduled  maintenance  is  about 
ree  hours. 

$558  for  10,000  miles? 

The  240  D  lets  you  choose 
'tween  maximum  convenience 
id  maximum  mileage  with 
ur-speed  automatic  or  four- 
>eed  manual  versions. 
Even  the  automatic  hardly 
izzles  fuel.  In  fact,  at  an  average 
>st  of  $1.34-per-gallon  for  diesel 
el  in  the  U.S.  and  with  the  EPA 


take  the  strains  of  high  mileage 
and  hard  driving  in  stride. 

The  car's  lack  of  shimmy  and 
shake  on  ugly  roads  owes  much 
to  its  rigid,  welded  steel  fuselage- 
a  unit  body. 


ileage  figure  of  |24  |  mpg 


.timated,**  the  automatic  240  D 
lould  take  you  10,000  miles  for 
>out  $558. 

No  gadgets,  no  baubles 

The  240  D  is  engineered  to 


The  efficiency  of  tenacious  roadholding  is  standard. 


Its  four-wheel  disc  brakes 
(with  456  sq.  in.  of  swept  area) 
could  stop  a  vehicle  many  times 
its  size  and  weight. 

The  240  D  is  not  shy  of  pot- 
holed  roads,  humpbacked  roads, 
or  twisty  roads.  Sold  as  it  is  in 
90  countries-few  blessed  with 
superhighways-it  could  not 
afford  to  be. 

Gadgets  and  baubles  are  ab- 
sent. What  could  these  add  to 
efficiency?  An  electronic  cruise 
control  is  provided,  allowing  you 
to  hold  a  steady  55-mph- without 
fuel-wasting  ups  and  downs. 

Because  the  240  D  is  meant  to 
take  efficient  care  of  its  occupants, 
it  incorporates  120  safety  features. 
Many  of  these  satisfy  Federal 
laws.  And  many  more  are  incor- 
porated to  satisfy  the  Mercedes- 
Benz  obsession  with  safety. 

Robots,  hands,  eyes 

A  well-built  car  is  usually  a 
more  efficient  car.  It  is  for  this 


reason  that  Mercedes-Benz 
lavishes  such  care  on  the  240  D's 
construction  and  finish. 

It  does  not  feel  tinny.  The  body 
is  not  bolted  together  but  fused 
together  as  a  unit  structure- 
4,786  welds  strong. 

Robots  precision-weld  the 
body.  Since  robots  can't 
smooth  body  seams  and 
joints,  skilled  workmen  do. 

The  efficiency  of  value 

The  240  D  is  a  sensible 
but  not  a  Spartan  auto- 
mobile. Even  air  condition- 
ing is  standard,  and  the 
interior  is  accented  with  a 
traditional  wood  grain  that  is 
created  by  real  wood. 
Mercedes-Benz  cars  in 
America  have  written  such  a 
legend  of  retained  value  that  this 
must  be  considered  alongside 
that  $22,000  price  tag.  These  cars- 
including  the  240  D-have  been 
shown  to  retain  80  percent  of  their 
original  value  after  the  first 
three  years. 

In  this  category,  as  in  others, 
there  is  simply  no  other  auto- 
mobile like  the  Mercedes-Benz 
240  D  Sedan.  At  $22,000  or 
any  price. 

"Approximate  suggested  advertised  deliv- 
ered price  at  port  of  entry. 

*EPA  estimate  for  comparison  purposes. 
The  mileage  you  get  may  vary  with  trip 
length,  speed  and  weather. 

€1981  Mercedes-Benz  N.A.,  Inc.,  Montvale.  N.J. 


Engineered  like  no  other 
car  in  the  world 


Taxing  Matters 


Edited  By  Richard  (ireene 


'This  is  the  year,  perhaps  the  decade,  of 
state  taxes, "  says  one  state- tax  expert. 


State-tax 
Roundup 


By  Jane  Carmichael 


Statehouse  parry 

'This  is  the  year,  per- 
haps the  decade,  of 
/  state  taxes,"  says  an  of- 
ficial  of  the  Multistate 
Tax  Commission,  a  state-tax  lobbying 
group.  He's  not  exaggerating.  Cuts  in 
their  federal  aid  have  states  scram- 
bling frantically  to  make  up  the  short 
fall.  To  make  matters  worse,  because 
most  state-tax  forms  take  federal  tax- 
able income  as  their  starting  point,  all 
the  new  federal  deductions  passed  last 
fall — like  superfast  depreciation — 
automatically  cut  state  taxes  as  well. 
That  leaves  the  states  in  a  classic  cost 
squeeze:  rising  expenses  with  falling 
revenue. 

One  obvious  remedy  for  the  states 
is  to  detach  their  tax  systems  from 
the  federal  law.  Oregon  has  gone  so  far 
as  to  freeze  its  entire  tax  system  for 
two  years,  so  that  corporations  and 
individuals  will  continue  to  calculate 
their  state  taxes  as  they  would  have 
on  Dec.  31,  1980.  Other  states  have 
rejected  only  parts  of  the  federal  tax 
law.  For  example,  Ohio  and  Pennsyl- 
vania, among  others,  froze  the  depre- 
ciation rules,  meaning  that  for  state- 
tax  purposes  companies  and  individ- 
uals cannot  take  advantage  of  the  Rea- 
gan program's  new  Accelerated  Cost 
Recovery  System.  Others  simply 
raised  their  tax  rates  to  make  up  for 
the  lost  revenue. 

And  the  battle  has  just  begun. 


Beyond  the  pale 

It's  always  tricky  slap- 
ping new  taxes  on  citi- 
zens of  your  own  state: 
They  can  vote  you  out 
of  office.  So  it  seemed  appealing  to  the 
Arizona  legislature  to  pass  a  law  that 


allows  the  state  to  tax  out-of-state 
shareholders  of  Arizona  Subchapter  S 
corporations — privately  held  compa- 
nies in  which  all  profits  or  losses  flow 
through  to  the  individual  shareholders 
for  tax  purposes. 

How  much  good  this  move  will  do 
the  Arizona  state  coffers,  however,  is 
an  interesting  question.  That's  be- 
cause the  Sub  S  form  is  commonly 
used  by  companies  in  their  early, 
moneylosing  years  to  shelter  the 
shareholders'  other  income  from  high 
personal  tax  rates.  When  these  com- 
panies become  profitable,  they  often 
switch  immediately  to  the  standard 
corporate  form  where  the  tax  rates  are 
generally  lower  than  the  shareholders' 
individual  rates. 

Not  all  Sub  S  companies  switch 
once  they  become  profitable,  of 
course,  particularly  if  the  sharehold- 
ers' income  is  heavily  sheltered  al- 
ready. But  it  remains  to  be  seen 
whether  there  are  enough  money- 
making  Sub  S  companies  to  make  the 
interstate  revenue  hunt  worthwhile. 

Dear  deadbeat 

Maine  employs  an  in- 
ternational collection 
agency  with  offices  in 
Canada  to  chase  down 
state  citizens  who  try  to  escape  taxes 
by  crossing  the  border.  New  York  is 
reportedly  interested  in  the  same  sort 
of  deal. 

Nothing  ventured . . . 

One   of   the  gutsiest 
attempts  ever  to  raise 
tax  revenue  from  out 
of   state   occurred  in 
1976,    when    Colorado's  Jefferson 
County    tried   to    tax    the  federal 
government. 
That's  not  the  way  the  county  put 


it,  of  course — taxing  Uncle  Sam  is  il- 
legal. But  that's  what  it  amounted  to. 
What  actually  happened  was  that  Jef- 
ferson County  assessed  Rockwell  In- 
ternational, the  private  contractor  at 
the  Department  of  Energy's  Rocky 
Flats  nuclear  weapons  plant,  for  prop- 
erty tax.  What's  wrong  with  that? 
Plenty.  Rockwell  doesn't  own  the 
plant,  the  government  does — lock, 
stock  and  barrel.  What's  more,  if  the 
county  had  succeeded  in  its  attempt, 
the  tax  bill  would  have  passed  straight 
through  to  the  federal  government  un- 
der the  terms  of  Rockwell's  cost-plus 
contract. 

It  didn't.  Last  year  the  U.S.  Su- 
preme Court  ruled  in  the  govern- 
ment's favor,  saying  that  Rockwell 
could  not  very  well  be  expected  to  pay 
property  tax  on  property  it  did  not 
own.  You  might  think  that  would 
have  settled  the  matter  once  and  for 
all,  but  read  on. 


Hope  springs  eternal 

We  come  now  to  An- 
derson County  in  Ten- 
nessee, home  of  the 
DOE's  Oak  Ridge  com- 
plex. The  county  is  trying  to  make 
Union  Carbide  pay  property  tax  on  a 
nuclear  weapons  plant  it  operates 
there  for  the  government. 

"All  Carbide  owns  at  that  plant  is 
half  a  dozen  Buicks  for  its  top  execu- 
tives," says  a  DOE  man  on  the  scene. 

The  county,  of  course,  knows  about 
the  Supreme  Court  decision  in  the 
Rocky  Flats  case  out  in  Colorado  last 
year  ('.see  above),  but  it  is  not  giving  up. 
Dave  Hollingsworth,  an  appraiser 
hired  by  the  county,  points  out  that 
he  did  something  Colorado  didn't:  He 
evaluated  Carbide's  "taxable  interest" 
in  the  plant. 

Hollingsworth  argues  that  the  plant 
has  economic  value  to  Carbide  be- 
cause the  company  makes  a  profit 
there  without  having  to  pay  the  gov- 
ernment rent.  Furthermore,  he  figured 
that  if  Carbide  didn't  get  the  plant 
rent-free  from  the  government,  it 
would'have  to  build  or  rent  elsewhere; 
Hollingsworth  calculates  that  would 
cost  $325  million  a  year,  and  he's  call- 
ing that  the  taxable  interest. 

Somewhat  predictably,  the  Tennes- 
see Board  of  Equalization  has  upheld 
Anderson  County,  but  there  is  sure  to 
be  an  appeal.  At  stake  are  some  40 
DOE  projects  with  a  total  historical 
cost  of  $6.5  billion,  as  well  as  similar 
Defense  Department  facilities  around 
the  nation. 


"I  stay  here  because  of  Jacques, 
ind  Ifeteplan? 


What  makes  this  my  favorite  hotel 
'hen  I'm  overseas? 

Jacques,  for  one  reason.  Knowing 
e  cares  about  the  people  he  cooks 
)r  is  as  important  to  me  as  the  meal 
e  serves.  And  when  I  see  the  Teleplan 
Lgn,  I  also  know  this  hotel  cares 
nough  about  me  as  a  guest  to  make 
are  that  I  can  make  an  international 
all  at  a  reasonable  charge. 

That  means  no  unreasonable  sur- 
Karge  fee.  And  that's  pretty  important. 


Because  many  hotels  without  Teleplan 
often  charge  $50  or  more  for  a  $20 
phone  call.That's  why  the  Bell  System, 
working  together  with  leading  hotels, 
initiated  Teleplan. 

Who  has  Teleplan?  The  hotels  are 
listed  on  the  right. 

The  next  time  you  take  a  trip,  stay 
where  they  care.  You'll  find  a 
great  hotel  with  your  very  own 
Jacques.  And  you'll  find 
a  hotel  with  Teleplan. 


The  fair-cost  way 
to  call  home. 


(2)  Bell  System 


THESE  LEADING  HOTELS 
ARE  TELEPLAN  HOTELS 

GOLDEN  TULIP  HOTELS  HOLLAND 

HILTON  INTERNATIONAL 
Worldwide 

LEDRA  HOTEL 
Nicosia,  Cyprus 

THE  LYGON  ARMS 
Broadway,  Worcestershire 
England 

MARRIOTT  HOTELS 

TRUSTHOUSE  FORTE 
United  Kingdom 

HOTEL  ASSOCIATIONS  OF: 
Ireland,  Israel, 
Portugal 

Want  to  know  more?  Call  our 
International  Information  Service, 
toll  free:  1  800  874-4000 
In  Florida',  call  1  800  H2-0400 


laxing  Matters 


The  beat  goes  on . . . 

f   *>,X?  Recently  Illinois  made 

(  f    a  change  in  its  method 

°f  assessing  farmland 
^>  ^  for  property  taxes.  In- 
stead of  a  formula  based  on  the  fair 
market  value  of  the  land,  the  state  is 
using  one  based  on  productivity.  It 
also  set  a  ceiling  on  property  taxes: 
Now  farmers  apparently  will  have  to 
pay  no  more  than  10%  of  the  cash 
value  of  their  crops. 

It's  an  obvious  move  to  bail  out  that 
political  sacred  cow,  the  small  farmer. 
Says  Executive  Vice  President  Rich- 
ard Suter  of  the  National  Taxpayers 
United  of  Illinois,  "I  saw  one  lady 
with  a  small  farm  in  Cook  County 
[where  Chicago  is]  whose  property  tax 
bill  went  from  $1,200  to  $14,000  in 
one  year  under  the  old  system,  simply 
because  if  the  land  had  been  subdi- 
vided it  would  have  gone  for  $100,000 
an  acre."  Even  in  the  midst  of  budget 
austerity,  it  seems,  the  property  tax 
revolt  goes  on. 

. . .  and  on 

F~~~~  ~1~ikjss)  There's  good  news  and 
\  /   bad  news  in  Massachu- 

-j—X  setts.  The  good  news  is 
that  the  legislature  re- 
cently passed  a  batch  of  amendments 
to  Proposition  2Vi  that  will  make  it 
easier  for  localities  to  override  the 
law's  strict  2'/2%  ceiling  on  annual 
property  tax  growth,  and  to  raise 
some  badly  needed  funds.  One  espe- 
cially crucial  amendment  allows  a 
community  to  exclude  from  the 
growth  limits  that  portion  of  property 
taxes  that  goes  to  cover  debt  service. 
The  bad  news?  Governor  Edward 
King  is  up  to  his  old  tricks  again. 
Barely  a  week  after  the  property  tax 
amendments  passed,  he  proposed  cut- 
ting state  personal  income  taxes  by 
$160  million  a  year,  then  setting  a 
Prop  2V2-like  ceiling  on  state  and  local 
growth. 

Given  the  severe  fiscal  crunch  Prop 
2l/2  caused,  is  the  governor  crazy? 
Like  a  fox.  His  tax  cut  would  come  by 
way  of  repealing  a  7.5%  income  tax 
surcharge  set  in  1975  by  then-gover- 
nor Michael  Dukakis — one  of  King's 
opponents  in  this  year's  gubernatorial 
election.  Not  only  that:  By  impover- 
ishing itself  the  state  can  more  con- 
vincingly argue  that  it  can't  afford  to 
give  communities  the  help  they  have 
been  clamoring  for  in  dealing  with 
Prop  2'/2  revenue  loss. 


Unfortunately,  even  with  the  new 
amendments  it  won't  be  that  easy  for 
localities  to  help  •  themselves.  Al- 
though a  community  now  needs  only 
50%  of  the  vote  instead  of  a  two- 
thirds  majority  to  override  Prop,2*/2 
ceilings,  there  are  new  limits  to  how 
far  taxes  can  be  raised.  This  is  espe- 
cially hard  on  the  big  cities,  most  of 
which  can  only  hope  to  delay  cutting 
property  taxes  and  have  no  prospect 
whatever  of  raising  them. 

About  face 

•  New  York  City's  May- 
or Edward  Koch  is  ex- 
hibiting his  famous 
flamboyance  in  an  ef- 
fort to  close  a  projected  $854  million 
budget  deficit  in  the  coming  fiscal 
year.  He's  threatening  to  take  General 
Motors  to  court  to  make  it  pay  the 
city's  10%  capital  gains  tax  (new  last 
fall)  on  its  Fifth  Avenue  building — 
now.  One  reason  GM  wrote  the  $500 
million  deal  as  an  option  to  buy  its 
building,  rather  than  sell  the  building 
outright,  was  to  avoid  paying  capital 
gains  taxes  until  1991,  when  the 
building  changes  hands.  In  a  more 
prosaic  vein,  Koch  has  also  proposed  a 
5%  to  10%  income  tax  surcharge  on 
city  residents  and  commuters,  to  raise 
another  $60  million  to  $120  million. 

Meanwhile,  Governor  Hugh  Carey 
is  marching  resolutely  in  the  opposite 
direction.  He  says  he  will  solve  his 
budget  problems  by  raising  selected 
excise  taxes  and  user  fees — auto- 
mobile registrations,  for  example — 
but  one  thing  he  will  not  do  is  raise 
income  taxes.  During  the  past  seven 
years,  state  tax  revenues  have  fallen 
by  $2.3  billion,  $1  billion  of  which 
came  from  income  taxes.  Governor 
Carey  is  apparently  determined  to 
keep  up  the  momentum — even 
though,  unlike  Massachusetts  Gover- 
nor King  (see  above),  he  is  not  run- 
ning for  reelection. 

Nice  try 

/^~" — J}  hi  North  Carolina,  R.J. 
V  uVy  Reynolds  tried  to  get 

^-v         /    away  with  not  paying 
^"""v*     property  tax  on  some 
unprocessed  tobacco  it  was  planning 
to  make  into  cigarettes,  then  ship 
overseas. 

Its  defense?  Products  being  held  for 
export  are  exempt  from  property  tax 
in  the  state.  True  enough,  said  a  state 
judge: products,  not  the  stuff  that  goes 
into  them.  R.J.  Reynolds  is  welcome 
to  its  exemption,  but  it  will  just  have 
to  wait  for  it  until  the  cigarettes  are 
rolled. 


Same  song,  second  verse 

Last  year  in  this  space  we  described  a 
controversial  way  some  20  states  had 
found  to  tax  the  profits  of  out-of-state 
companies:  the  so-called  unitary 
method.  Say  Connecticut  Widget  had 
a  subsidiary  in  Illinois,  a  state  that 
uses  the  unitary  method.  Then  Illinois 
would  apply  a  formula  taking  into  ac- 
count sales,  payroll  and  property 
owned  to  figure  out  what  portion  of 
Connecticut  Widget's  total  business 
was  attributable  to  Illinois.  If  the  an- 
swer was,  say,  10%,  Illinois  would  tax 
10%  of  Connecticut  Widget's  prof- 
its— regardless  of  how  much  the  local 
sub  had  actually  made.  The  most  con- 
troversial wrinkle  in  unitary  taxation, 
we  wrote,  was  "worldwide  combina- 
tion," which  extended  the  long  arm  of 
the  state  taxman  to  overseas  affiliates 
as  well. 

Well,  worldwide  combination,  used 
by  at  least  a  dozen  states,  is  now  a 
hotter  topic  than  ever.  The  U.S.  Su- 
preme Court  will  hear  three  cases  this 
year  in  which  the  main  question  is 
the  constitutionality  of  the  method. 
The  argument  against  worldwide 
combination  is  that  it  jeopardizes  for- 
eign trade  and  prevents  the  federal 
government  from  "speaking  with  one 
voice"  in  international  relations.  In 
other  words,  the  U.S.  doesn't  tax  for- 
eign companies  just  because  they 
have  American  affiliates,  so  the  states 
shouldn't  be  allowed  to,  either. 

The  three  companies  now  before 
the  U.S.  Supreme  Court — Chicago 
Bridge  &.  Iron,  Asarco  and  Wool- 
worth — are  all  American  companies 
with  foreign  subsidiaries  or  joint  ven- 
ture interests.  The  opposite  situation, 
in  which  a  state  tries  to  tax  the  local 
subsidiary  of  a  foreign  corporation 
based  on  the  parent's  profits,  poses  an 
even  stickier  international  relations 
problem.  Capitol  Records,  which  Cal- 
ifornia has  been  trying  to  tax  based  on 
parent  EMI  Limited's  earnings,  is  pe- 
titioning to  be  included  in  one  of  the 
Supreme  Court  cases.  (Some  20  other 
foreign  parent  companies — including 
Sony  Corp.,  Unilever  Ltd.  and  Lloyds 
Bank  Ltd. — have  filed  briefs.)  Says 
Kirby  Scott,  Capitol's  director  of 
taxes,  "I  feel  certain  that  [California's) 
application  of  worldwide  combina- 
tion has  scared  off  foreign  invest- 
ments that  would  have  generated 
taxes  in  excess  of  anything  the  state 
could  gain  by  applying  worldwide 
combination." 

The  more  serious  problem  for  the 
Supreme  Court,  of  course,  is  the  likeli- 
hood of  retaliation  by  other  countries. 
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CPT  shows  you  how  to  get  into 
word  processings  step  at  a  time 


Choosing  a  system  for  your  office  can  be  trying. 
s  Should  you  experiment  with  a  single  unit? 
>r  take  the  plunge  with  an  extensive 
etwork?  In  this  ad,  CPT 
^plains  where  to  begin, 
id  how  to  expand 
ith  your  needs. 


DU  MAY  START  as  many 
mpanies  do,  by  replacing  severa 
jctric  typewriters  with  one  or  more 
3rd  processors. 

CPT  offers  four  models:  from  the 
isic,  entry-level  CPT  6000  with  a  half- 
ige  screen,  to  the  highly  sophisticated 
7X  8100  (shown  on  the  right). 


A  better  way  to  type 

ie  change  will  be  immediate  and 
amatic.  Your  secretaries  will  type  on  a 
reen  instead  of  paper.  So  they  will  work 
full  rough-draft  speed  without 
nrrying  about  typos  or  omissions. 


CPT  8100 


CPT  6100 


•    FUTURE  I 
INSTALLATIONS 


TELEPHONE 
MODEM 


Typical 
Small 
Office 
System 


S 

WORDPAK  II 

WordPak  U  works  with  up  to  eight  CPT  word 
processors  or  telecommunications  lines.  WordPak  I 
not  shown)  operates  with  a  single  workstation. 


Word  processors  also  "remember"  what 
typed.  (CPT  storage  disks  hold  up  to  150 
ges  each.)  This  electronic  filing  system 
ows  you  to  recall  individual  pages 
the  screen  in  seconds  for  changes 
d  additions. 


More  than  words 

C  first,  it  may  be  tempting  to  use 
ur  new  word  processors  as 
icy  typewriters"  simply  be- 
use  your  procedures  were  set 
at  way.  But  a  special  feature 
lied  software  programming  lets  you 
er  your  word  processor's  intelligence, 
do  jobs  impossible  with  an  ordinary 
pewriter. 

Your  CPT  dealer  offers  optional  soft- 
ire  programs  that  can  turn  your  CPT 
:trd  processor  into  a  microcomputer, 
ecords  management  system,  and  more. 


"How  do 
we  expand?" 

CPT  word  pro- 
cessing systems 
can  grow  in 
many  ways, 
beginning  with^ 
the  word  pro-  1 
cessors  them- 
selves. If  you  started 
out  with  CPT  6000's  and  8000  s,  they  can 
be  upgraded  right  in  your  office  to 
the  more  powerful  CPT  6100  and 
8100  word  processors. 

If  your  volume  of  paperwork  is 
high  enough,  you  may  wish  to  go  to 
the  next  step  in  the  CPT  system— 
called  WordPak. 

WordPak  is  a  mass  storage  device 
that  can  hold  over  24,000  pages  of 
text.  Your  typists  can  find  any  page, 
almost  instantly,  with  the  touch  of  a 
few  keys. 

CPT  systems  can  also  communi- 
cate with  word  processors  in  other 
locations  through  phone  wires  and 
telecommunication  devices. 
Clean  originals  of  documents  can  be 
in  your  client's  hand  in  minutes  instead 
of  days.  Their  response  can  be  returned 
just  as  easily. 

"We've  expanded  our  CPT  system  to  do 
bookkeeping,  inventory,  and  advanced 
accounting 


Cost-cutting  breakthrough 

CPT  has  a  new  device  that  allows  an 
IBM  60  or  75  electronic  typewriter  to 
function  as  a  printer  when  connected  to  a 
CPT  6000  word  processor.  If  you  have 
these  IBM  typewriters  in  your  office  and  are 
thinking  about  a  more  advanced  system, 
you  can  save  thousands  of  dollars. 

The  next  step  is  yours 

We  realize  a  great  deal  of  thought  must 
go  into  selecting  a  word  processing 
system  for  your  office.  That's  why  we 
offer  a  special,  20-page  booklet  called 
CPT  Takes  the  Mystery  Out  of  Word 
Processing.  It's  yours,  free  for  the  asking. 
Just  fill  out  and  mail 
the  coupon  below. 


CPT 


FS-14 


CPT  Corporation^ 
P.O.Box  17 

Minneapolis,  MN  55440 
d  like  to  get  started  in  word  processing.  Please  send 
me  your  free  booklet:  CPT  Takes  the  Mystery  Out 
of  Word  Processing 


State. 


.Zip_ 


In  the  soft-drink  business,  small  is  hardly 
beautiful.  But  a  few  savvy  regional  mar- 
keters are  plotting  strategies  to  survive. 


Bottle  scars 


By  Barbara  Rudolph 


American  Express  just  paid 
3Vz  times  book  value  to  buy 
a  Seattle-based  brokerage 
.  firm.  Regional  banks  are 
S  the  rage  on  Wall  Street. 
Everyone  envies  Sunbelt  drug  chains 
and  specialized  retailers. 

But  small  isn't  always  beautiful. 
Consider  the  $25  billion-a-year  soft- 
drink  business.  Five  corporate  giants 
market  the  top  ten  brands,  which  ac- 
count for  nearly  70%  of  total  sales — a 
level  of  concentration  that  won't  dis- 
appear. Selling  soda  is  like  selling 
beer:  Promotion  is  the  key  to  success. 

There  are,  however,  some  hundred 
other  soft-drink  manufacturers  with 
jingles  that  often  only  their  own  ex- 
ecutives can  sing.  Most  are  local 
brands,  struggling  against  big  spend- 


ers like  Coke  or  Pepsi,  and  they  aren't 
on  many  acquisition  lists.  You  don't 
read  about  tender  offers  for  Frank's 
Beverages  of  Philadelphia.  Despite  in- 
dustrywide growth  of  about  3%  last 
year,  in  fact,  no  more  than  half  the 
regionals  managed  revenue  gains. 

That  makes  the  few  pockets  of  fizz 
all  the  more  remarkable.  The  survi- 
vors are  likely  to  be  the  largest  and 
smallest  regional  companies.  "It's  the 
guys  in  the  middle  that  tend  to  get 
squeezed,"  says  Emanuel  Goldman,  a 
beverage  analyst  at  Santord  C.  Bern- 
stein. Who?  Detroit's  fruit-flavored 
Faygo  Beverages,  for  example,  is  one 
firm  that  has  been  hurting  lately. 
They're  not  tiny  enough  to  make  it  as 
specialty  drinks,  and  they're  not  big 
enough  to  go  national — which  is  still 
the  common  dream.  Take  the  case  of 
Texas'    Big   Red.    President  Donal 


Sharp  has  been  angling  for  national 
distribution  for  some  three  years,  but 
the  road  out  of  his  Waco  headquarters 
is  not  without  its  pitfalls. 

Strong  bottlers,  of  course,  are  essen- 
tial to  a  marketing  plan — and  attract- 
ing them  is  a  real  problem  for  the 
regionals.  They  aim  to  offer  a  profit- 
able add-on  for  firms  that  bottle  Coke, 
Pepsi  or  Seven-Up,  but  a  popular  soda 
is  only  a  start. 

Promotion  dollars  taste  even  better. 
A  soft-drink  company  may  pay  the 
cost  of  introducing  a  new  product  in  a 
bottlers'  area.  "It's  not  cash  under  the 
table,  it's  cash  up  front,"  says  one 
regional  manufacturer,  who  explains 
that  these  startup  barriers  limit  op- 
portunities for  expansion. 

Hanging  on  to  these  distributors  is 
no  picnic,  either.  A  bottler  will  dump 
a  failing  brand  like  a  case  of  stale 
seltzer.  "No  bottler  in  his  right  mind 
is  going  to  suddenly  drop  Coke,"  says 
another  executive.  "Lesser  brands  are 
dropped  every  day." 

The  four  privately  owned  compa- 
nies below  are  fighting — with  very 
different  strategies — to  stay  on  the 
shelves.  While  New  Orleans'  Barq's 
root  beer  has  concentrated  on  steadily 
building  its  brand  through  a  strong 
bottlers'  network,  Detroit's  Faygo  has 
taken  the  tack  of  making  all  flavors 
for  all  customers.  And  tiny  Brooklyn- 
based  Manhattan  Special  has  claimed 
a  unique  niche — making  espresso-fla- 
vored soda.  Their  battles  are  hard.  But 
small  has  its  advantages.  At  least 
these  folks  don't  have  to  listen  to  sec- 
ond guesses  from  Wall  Street  about 
buying  into  the  movie  business. 


Big  Red  President  Donal  Sharp 
Today,  Waco,  Tex.  Tomorrow. 


Barq's  Koerner  and  Oudt 

"You're  a  peddler  in  this  industry,  and  you  learn  humility  above  all. 
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Faygo's  Mort  Feigenson 

A  straightforward  strategy  to  sell  every  strange  flavor. 


Born  in  Biloxi 

After  John  Oudt  and  John  Koerner 
.acquired  New  Orleans-based 
Barq's  root  beer  in  1976,  they  were 
besieged  at  their  first  industry  con- 
vention. "Everyone  wanted  to  know," 
Oudt  recalls,  "what  on  earth  pos- 
sessed us  to  buy  a  broken-down,  78- 
year-old  family  business."  Sure,  Barq's 
held  an  impressive  30%  of  the  soft- 
drink  market  in  its  former  southern 
Mississippi  home,  but  the  brand  was 
virtually  dead  beyond  a  50-mile  radius 
of  its  Biloxi  headquarters.  "I  think  we 
had  about  12  stiff  drinks  at  that  meet- 
ing," Koerner  says.  Not  root  beer. 

The  two  former  lawyers  had  dreams 
of  rebuilding  a  once  powerful  fran- 
chise and  gradually  expanding. 
Against  long  odds  they  succeeded.  To- 
day Barq's  boasts  a  network  of  115 
bottlers.  In  1980  it  delivered  14  mil- 
lion cases  and  became  the  fastest- 
growing  soft-drink  company  in  the 
U.S.,  according  to  Beverage  Industry's 
Maxwell  Report.  Unit  volume  was  up 
a  healthy  21%  for  1981,  with  Barq's 
root  beer  readily  available  throughout 
the  Sunbelt.  Koerner  estimates  that 
gross  profit  margins  have  doubled 
since  they  acquired  the  company. 

Oudt  and  Koerner  got  their  first  big 
break  in  1977,  when  they  signed  on 
George  Downing,  Mobile's  Coke 
bottler,  then  president  of  the  National 
Soft  Drink  Association.  Says  Koerner: 
"This  industry  works  by  word  of 
mouth.  When  George  traveled  around, 
people  asked  what's  new.  Ol'  George — 
on  purpose  or  by  accident — would  give 
Barq's  a  plug.  That  helped." 
The  business  still  works  that  way. 


Now  85%  of  Barq's  franchisers  are 
Coke  or  Pepsi  bottlers.  "Guys  with 
clout,  guys  who'll  stick  around,"  Oudt 
explains.  "After  marketing  presenta- 
tions they  could  pick  up  the  phone 
and  call  their  buddy  in  Mobile  and 
say,  'George,  my  friend,  how  is  Barq's 
selling  for  you?'  " 

Now,  however,  the  easy  expansion 
is  over.  Snaring  new  bottlers  means 
stealing  from  competitors.  Just  listing 
them  is  ominous.  A&W,  the  number 
one  root  beer  nationwide,  is  part  of 
United  Brands.  Dad's,  the  number 
two  brand,  is  a  division  of  IC  Indus- 
tries. Hires,  part  of  Procter  &  Gamble, 
and  Barrelhead,  part  of  Dr  Pepper,  are 
neck-and-neck  with  Barq's  for  the 
number  three  spot  nationwide. 

Oudt  and  Koerner  are  hardly  obliv- 
ious to  these  challengers.  "You're  a 
peddler  in  this  industry,  and  you  learn 
humility  above  all  else,"  says  Oudt. 
"You  exist  at  the  pleasure  of  the 
bottler,  and  you've  got  to  convince 
him,  essentially,  to  invest  in  your 
company.  Try  anything  else  and 
you're  whistling  in  the  wind." 

Even  though  Barq's  owners  figure 
they  can  double  their  number  of 
bottlers  within  two  years,  finding  the 
funds  to  expand  may  prove  difficult. 
So  far,  growth  has  been  mostly  fi- 
nanced internally,  a  situation  that 
probably  can't  continue.  Another  big 
unknown:  the  future  of  Coca-Cola's 
Ramblin'  Root  Beer,  which  is  now 
being  marketed  in  four  states.  It  could 
knock  some  smaller  brands,  including 
Barq's,  out  of  the  market. 

Oudt,  in  fact,  admits  that  the  fear  of 
being  trampled  occasionally  haunts 
him.  "I  see  the  president  of  Dad's  root 
beer  waltzing  into  a  board  meeting  of 
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Why  go  halfway 
around  the  world 
to  find 
a  masterpiece, 
when  you  can 
acquire  one  right 
around  the  corner, 

Tanqueray  Gin, 
A  singular  experience. 

100%  GRAIN  NEUTRAL  SPIRITS,  94.6  PROOF,  - 
IMPORTED  BY  SOMERSET  IMPORTERS,  LTD.,  N.Y.  ©  1981 


IC  Industries,"  he  explains.  "And  tell- 
ing them,  'Hey  guys,  how  about 
throwing  a  few  million  this  way? 
We'd  like  to  beef  up  our  push  against 
Barq's.'  "  Oudt  shakes  his  head. 
"We're  going  to  stick  around,  but  I 
can't  honestly  tell  you  exactly  where 
that  would  leave  us." 


An  "oddball"  in  Detroit 

If  the  Detroit  Tigers  hadn't  sudden- 
ly lost  a  regular  television  sponsor 
16  years  ago,  Mort  Feigenson,  the 
president  of  Faygo  Beverages,  Inc., 
might  be  in  another  line  of  work  to- 
day. In  1965,  however,  the  ball  club 
was  angling  for  sponsors  and  Faygo 
bought  two  one-minute  spots  for  its 
line  of  12  fruit-flavored  drinks. 

Three  weeks  before  the  game,  Fei- 
genson got  a  call  from  his  advertising 
agency.  "They  told  me,  much  to  my 
horror,"  he  explains,  "that  it  was  too 
expensive  to  black  out  northern 
Michigan  and  Toledo.  So  our  com- 
mercials were  going  to  play  there  at 
no  extra  cost."  The  problem?  "There 
was  no  Faygo  soda  to  buy  outside  De- 
troit," says  Feigenson. 

Feigenson  quietly  raised  $30,000 
and  hired  a  handful  of  food  brokers  to 
get  his  drinks  into  supermarkets  in 
the '  areas  his  commercials  would 
reach.  By  the  day  of  the  game,  Faygo 
was  available — and  that  forced  expan- 
sion eventually  took  the  company 
even  further  afield.  It  now  does  busi- 
ness in  16  states. 

"The  economic  slump  has  knocked 
the  hell  out  of  Michigan,"  says  Fei- 
genson, who  also  has  been  hurt  by  a 
1978  bottle  bill  in  his  home  state. 
Faygo  reported  sales  of  $80  million  in 


1981— nearly  65%  outside  Michi- 
gan— but  its  profit  picture  is  cloudy  at 
best.  "I  guess  we'll  be  barely  in  the 
black,"  Feigenson  says.  In  a  good  year, 
he  only  manages  2%  pretax  margins. 

That's  still  a  long  way  from  Faygo's 
start  in  1907,  when  Feigenson 's  father 
and  uncle  threw  a  few  hundred  dollars 
into  the  business  and  washed  their 
bottles  in  one  big  tub.  Since  Mort 
Feigenson  joined  in  1946,  however, 
Faygo  has  been  in  the  shadow  of  Ver- 
nors,  Detroit's  other  soda,  which 
United  Brands  acquired  in  1979. 

"We've  always  been  an  oddball," 
Feigenson  explains.  Faygo's  strategy, 
however,  is  straightforward.  With  16 
flavors,  Feigenson  aims  to  "blanket 
the  specialty  drink  segment  rather 
than  relying  on  one  particular  mar- 
ket." Faygo's  most  popular  drink,  for 
example,  is  a  strawberry  soda.  "Ten 
years  ago,  we  started  calling  it  Red 
Pop,  and  everyone  laughed.  Anyone 
who  even  suggested  a  name  like  that 
at  Coca-Cola  would  have  been  fired 
on  the  spot.  For  us  it  sells." 

Faygo's  offices  have  been  in  the 
same  downtown  location  for  40  years, 
and  Feigenson  doesn't  expect  the 
dreary  view  to  change  soon.  He  sim- 
ply enjoys  the  business.  "We'll  never 
make  the  money  our  friends  in  real 
estate  do,"  he  says,  "but  I  like  the 
visibility  here.  Everyone  thinks  he 
can  sell  soft  drinks.  We  do  it."  M 


Mamma  mia 
what  a  soda 

W1  alk  into  the  Brooklyn  headquar- 
ters of  Manhattan  Special  Bot- 
tling Corp.  and  the  aroma  of  coffee  is 
everywhere.  No  wonder.  This  tiny 


company  is  the  world's  only  producer 
of  espresso-flavored  soda. 

The  business  is  decidedly  local. 
About  85%  of  the  200,000  cases  deliv- 
ered last  year  were  sold  in  New  York 
City,  largely  in  Italian  neighborhoods. 
What's  more,  no  one  confuses  coffee 
soda  with  conventional  cola.  A  28- 
ounce  bottle  costs  95  cents,  at  least 
30%  more  than  most  other  soft 
drinks.  "New  York's  best-kept  se- 
cret," ads  for  Manhattan  Special  pro- 
claim with  telling  accuracy. 

From  its  turn-of-the-century  begin- 
nings, the  company  knew  its  mar- 
ket— and  avoided  diversification. 
"What  could  be  more  natural  for  Ital- 
ians than  espresso  soda?"  reasoned 
founder  Michael  Garavuso.  In  1918, 
Garavuso  made  a  beautiful  move.  He 
merged  with  an  Irish  bottler.  "It 
didn't  much  matter  what  kind  of  soda 
they  sold,"  chuckles  Al  Passaro,  the 
company's  current  president.  "They 
had  the  Irish  market." 

Business  perked  along,  with  clever 
promotion.  Enrico  Caruso  was  a 
steady  customer,  and  Manhattan  Spe- 
cial was  a  regular  sponsor  of  fighters, 
pool  sharks  and  baseball  farm  teams. 
"They  wore  our  T-shirts  at  Sing 
Sing,"  Passaro  says. 

He  took  over  the  company  in  1970, 
and  he  runs  a  tight  ship.  Offices,  in  a 
run-down  Greenpoint  neighborhood, 
are  especially  drab,  and  pretax  profit 
margins  are  a  slim  9%  on  revenues  of 
about  $1.5  million.  Passaro  keeps 
close  tabs  on  his  25  distributors,  most 
of  whom  sell  Manhattan's  products 
exclusively.  "We've  got  to  keep  on  our 
toes,"  he  explains.  "There  are  a  lot  of 
'sunshine  only'  drivers  out  there." 

Now  Passaro  is  rocking  the  boat  a 
bit  in  hopes  of  boosting  sales.  Two 
years  ago  he  introduced  a  line  of  six 
fruit  flavors,  and  they  now  account  for 
30%  of  sales.  "Maybe  I  got  into  a  can 
of  worms,"  Passaro  admits.  "I  open 
my  big  mouth,  start  designing  labels, 
importing  extracts  from  Italy.  ..." 

Two  months  ago  Passaro  entered 
into  a  limited  partnership  with  a 
group  of  investors  who  are  putting  up 
$880,000  so  Manhattan  Special  can 
buy  some  television  time.  The  private 
placement  offering  promises  the  in- 
vestors an  immediate  tax  deduction 
plus  a  percentage  of  any  increase  in 
Manhattan  Special  sales  over  the  next 
eight  years. 

If  television  makes  coffee  soda  the 
next  Perrier,  Passaro  will  become  a 
rich  man.  He  isn't  counting  his  mon- 
ey yet,  but  he  isn't  selling  out  either. 
"I'm  44  years  old,"  he  shrugs.  "I  live 
in  a  nice  house.  I  know  this  business. 
What  would  I  do — go  and  lose  my 
money  someplace  else? "  I 
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It  makes 
mpossibel 
impossible. 


he  IBM  Display  writer  System. 

When  an  error  in  spelling  mars  an  otherwise  perfect 

ice  of  work,  a  strange  thing  happens: 

People  rememher  the  spelling  error  more  than  they 

nember  the  otherwise  perfect  piece  of  work. 

The  IBM  Displaywriter  helps  stop  spelling  errors  like 

sse  from  happening. 

Because  it's  more  than  just  a  text  processor.  Its  a  text 
□cesser  that  lets  you  check  the  spelling  of  up  to  50,000 


words  electronically.  At  up  to  1,000  words  a  minute.  In  11 
different  languages. 

The  Displaywriter  also  lets  you  edit,  revise,  change 
your  format,  do  math,  merge,  and  file  with  electronic 
speed. 

All  of  which  goes  toward  giving  you  a  flawless  finished 
document. 

Which  is  exactly  what  you  want  to  stick  in  peoples 
minds. 

As  opposed  to  the  alternatove. 


r 

1    I  am  interested  in  learni 

nfl  more  about  the  IBM  Displaywriter  System. 

Please  have  you 

1  M*MR 

r  representative  $»et  in  toueh  with  me. 
TITI  V 

1     CITY                                                                STATF  7IP 

1  HlmiNR^PHflMf 

KM)  Pa 

Fn 

l_ 

•son s  Pond  Drive—  Dept.  804  £ 
inklin  Lakes,  NJ.  07417  '° 

Call  IBM  Direct  800-631-5582  Ext.  10.  In  New  Jt'rsc)  800-352-4960  I  xt.  10. 
In  Hawaii/Alaska 800-526-2484  Exl.  10. 


Dorit  the  Japanese  realize  they  face  grow- 
ing trade  barriers?  Of  course  they  do.  Why 
do  you  think  their  exports  of  industrial 
components  are  growing  so  fast? 

dose  the  door, 
they  come  in 
the  window 


By  Norman  Gall 


THE  SOUTHERNMOST  EDGE  of 
South  America.  Beyond  the 
Strait  of  Magellan,  farther  south 
than  the  great  flocks  of  penguins  that 
breed  on  the  windy  beaches  of  Patago- 
nia. Here,  amidst  rugged  beauty  on 
the  Argentine  portion  of  the  Great 
Island  of  Tierra  del  Fuego,  Japanese 
industry  has  secured  a  significant 
beachhead  for  its  economic  penetra- 
tion of  the  New  World.  Situated  7,000 


miles  from  New  York,  2,000  from 
Buenos  Aires,  the  island  town  of 
Ushuaia  (population,  12,000)  is  worth 
visiting  for  a  firsthand  view  of  Japa- 
nese business  tactics 
and  strategy. 

About  once  a  month 
a  Japanese  steamer  of 
the  NYK  line  plies  the 
Beagle  Channel  to 
bring  machinery  and 
parts  to  a  prefabricated 
steel  shed  just  complet- 


ed at  the  water's  edge.  The  shed  is  a 
factory  for  assembly  of  color  televi- 
sion sets  built  by  Japan's  Sanyo  Elec- 
tric Co.,  which  has  been  producing 
since  September  1980  in  a  rented  two- 
story  cinder-block  building  formerly 
occupied  by  an  Argentine  electronics 
firm  that  went  bankrupt. 

Why  build  a  TV  factory  in,  of  all 
places,  Tierra  del  Fuego?  We  asked 
Yoshiaki  Yamagishi,  the  soft-spoken 
president  of  Sanyo's  Argentine  sub- 
sidiary. He  replied:  "There  were  very 
strong  incentives  for  us  to  locate  in 
Tierra  del  Fuego." 

What  incentives  could  bring  the 
Japanese  to  so  remote  a  spot?  The 
answer  is  simple:  Argentina  wants 
people  and  jobs  for  Tierra  del  Fuego, 
wants  them  more  than  it  wants  to 
keep  Japanese  industry  out.  In  1980, 
while  Sanyo  was  setting  up  in  its  rent- 
ed factory  building  in  Ushuaia,  the 
U.S.  International  Trade  Commission 
reported  that  this  kind  of  industrial- 
ization is  part  of  "a 
fundamental  relocation 
of  certain  production 
operations  in  a  new  in- 
ternational division  of 
labor."  In  this  process, 
parts  and  subassem- 
blies are  shifted  among 
production,  assembly 


Sanyo  Electrics  T\ 
A  new  international  division  of  labor. 
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ervice: 


Hertz 
announces 

the  end  of  the 


line. 


If  you're  tired  of 
standing  in  airport 
car  rental  counter 
lines,  Hertz  has  a 
way  to  beat  them. 

It's  called  #1 
Express"  Service. 

To  see  how  easy 
it  is,  pick  up  a  #1 
Express  pass  the 
next  time  you're 
at  one  of  our 
counters.  Or  ask 
your  travel  agent 
or  corporate  travel 
department. 

Hertz  #1 
Express  Service. 
It's  the  end  of  the 
line. 

For  reserva- 
tions' call  1-800- 
654-3131.  Ask  for 
#1  Express. 


Hertz*! 


#1  For  Everyone.1' 

Hertz  rents  Fords 
and  other  fine  cars. 


'Available  at  35 


and  marketing  points  several  thou- 
sand miles  apart  in  a  worldwide  net- 
work of  duty-free  zones.  These  zones 
are  helping  ereate  a  multinational  jig- 
saw puzzle.  In  Taiwan  wages  once 
were  cheap.  But  no  more.  So  Taiwan- 
ese TV  manufacturers  plan  to  shift 
production  "offshore"  to  duty-free 
zones  in  Thailand  and  India  for  export 
to  the  European  market.  To  the  highly 
protected  industries  of  India,  Brazil 
and  Argentina,  duty-free  zones  have 
become  sources  of  leakage  of  interna- 
tional prices  and  technical  standards 
into  the  national  economy.  In  Brazil's 
Amazonia  and  Argentina's  Tierra  del 
Fuego,  these  duty-free  zones  are  being 
used  to  create  industrial  jobs  artificial- 
ly in  order  to  populate  remote  areas 
for  geopolitical  reasons. 


billion,  62%  more  than  next-ranking 
Sony.  And  Sanyo  has  shifted  more  of 
its  production  overseas  than  any  oth- 
er Japanese  manufacturer. 

Japanese  color  TV  manufacture  has 
become  so  standardized  that  most 
companies  use  interchangeable  parts; 
the  main  differences  among  brands 
are  in  cabinet  cosmetics  and  market- 
ing. Western  executives  say  the  com- 
parative advantage  of  Japanese  TV 
makers  rests  on  the  quality  of  their 
components  and  on  careful  manage- 
ment of  human  and  material  resourc- 
es, which  embraces  productivity  and 
the  critical  relationship  with  outside 
parts  suppliers.  The  spread  of  Japanese 
management  techniques  and  produc- 
tion methods  actually  was  intensified 
by  the  three-year  Orderly  Marketing 


Sanyo's  Yoshjiaki  Yamagishi  (1 )  with  engineer  Ybshikazu  Kobayashi 
Patience,  perseverance, flexibility. 


Sanyo's  Yamagishi,  45,  has  been 
roaming  the  earth  in  the  service  of 
Sanyo  since  1967,  when  he  organized 
his  first  factory  in  Kenya  (TVs,  radios, 
tape  recorders). 

Sanyo  isn't  exactly  a  household 
word  in  the  U.S.,  although  it  makes 
color  TVs,  refrigerators,  microwave 
ovens  and  audio  equipment  here.  Its 
share  of  the  U.S.  color  TV  market 
under  its  own  brand  name  is  only  2%, 
although  sales  of  its  products  under 
the  Sears  label  may  add  another  7%. 
In  Japan  its  color  TV  market  share  is 
only  7%,  against  26%  for  Matsushita 
(Panasonic-National)  and  19%  for 
Sony.  But  Sanyo  competes  in  such  a 
wide  variety  of  products,  from  face 
beautifiers  to  supermarket  freezer 
showcases  to  home-use  electric  well 
pumps,  that,  adding  it  all  up,  Sanyo  is 
Japan's  number-two  consumer  elec- 
tronics manufacturer,  after  Matsu- 
shita, with  fiscal  1980  sales  of  $4.7 


Agreement  (OMA)  signed  by  Japan 
and  the  U.S.  in  1977,  limiting  Japa- 
nese color  TV  exports  to  the  U.S.  The 
1977  OMA  initially  led  to  a  huge  in- 
crease in  color  TV  exports  to  the  U.S. 
from  Japanese-owned  plants  in 
Taiwan,  Korea  and  Canada,  prompt- 
ing extension  of  OMA  limits  to 
Taiwan  and  Korea  in  1979.  Later 
these  trade  restrictions  led  more  Japa- 
nese manufacturers  to  set  up  their 
own  U.S.  assembly  plants,  resulting  in 
a  sharp  drop  in  imports  of  finished 
sets  from  Asia  and  a  big  rise  in  im- 
ports of  subassemblies. 

That  is  why  Japanese  competition 
is  frightening  to  so  many  people:  Shut 
a  door  in  their  face  and  they  climb 
through  a  window.  Tierra  del  Fuego  is 
hardly  a  large  and  hospitable  window. 
But  never  mind;  it  is  a  window,  and 
the  Japanese  have  discovered  how  to 
crawl  through  it.  They  have  learned  to 
manufacture  efficiently  in  small-scale 


factories.  These  factories  outside  Ja- 
pan frequently  are  specially  engi- 
neered for  small-scale  production.  In 
Sanyo's  Tierra  del  Fuego  plant,  tran- 
sistors are  inserted  into  printed  cir- 
cuit boards  by  special  machines  (the 
SA-300),  each  operated  by  a  woman 
assembly  worker,  using  rotating  parts 
trays  and  a  programmed  electric  eye 
to  ensure  that  the  right  transistor  is 
securely  pressed  into  the  right  hole 
before  entering  a  solder  bath.  In  Japan 
this  kind  of  work  in  Sanyo  factories 
has  been  done  for  the  past  six  years 
entirely  by  high-precision  robots,  op- 
erating 24  hours  daily,  which  has 
helped  double  electronics  industry 
productivity  since  1975. 

"Of  course  it  would  be  easier  and 
cheaper  for  us  to  produce  these  en- 
sembles in  Japan,"  Yamagishi  says. 
"But  to  get  tax  incentives  in  Tierra 
del  Fuego  we  must  do  much  work  by 
hand  to  provide  local  employment." 
Output  for  the  80  workers  in  Sanyo's 
crowded  building  in  Ushuaia  is  one 
TV  set  per  worker  per  day,  which  Ya- 
magishi hopes  to  double  in  the  new 
plant,  as  against  eight  to  ten  sets  daily 
in  Japan. 

In  all  this  the  Japanese  are  nothing 
if  not  flexible.  Low  as  it  is,  productiv- 
ity in  Tierra  del  Fuego  is  triple  the 
rate  at  Sanyo's  Brazilian  factory, 
where  a  worker  produces  a  TV  set 
every  three  days.  Labor  is  so  cheap 
and  abundant  that  Sanyo's  managers 
in  Brazil  say  it  would  not  pay  for 
them  to  install  semiautomatic  inser- 
tion equipment  like  the  SA-300  oper- 
ating in  Tierra  del  Fuego. 

What  does  it  matter  if  the  Japanese 
gam  footholds  in  remote  places  like 
Tierra  del  Fuego  and  Brazil's  Amazon 
region?  It  matters  very  much.  It  is 
part  of  a  big  and  important  strategy  by 
which  the  Japanese  are  applying  on  a 
worldwide  scale  the  same  two-tier 
manufacturing  system  used  in  Japan. 
In  the  homeland,  capital-intensive 
large  firms,  with  high  levels  of  produc- 
tivity, farm  out  labor-intensive  work 
to  low-wage  smaller  firms,  hi  the  pres- 
ent case,  the  high-end  work  is  kept  at 
home,  the  low-end  work  is  done  in 
duty-free  zones  abroad.  Duty-free 
zones  have  existed  for  roughly  a  cen- 
tury in  ports  like  Hong  Kong,  Singa- 
pore and  Hamburg.  Their  develop- 
ment as  an  overseas  extension  of  the 
Japanese  economy  began  in  1965  with 
the  opening  of  Taiwan's  Kaohsiung 
Export  Processing  Zone,  to  which  Jap- 
anese manufacturers  flocked  because 
of  labor  shortages  at  home  and  fears  of 
being  shut  out  of  the  Taiwanese  mar- 
ket. Since  then  these  zones  have  mul- 
tiplied rapidly,  especially  in  Asia  and 
Latin  America,  as  a  meeting  place  for 


What  a  burglar  knows 
about  your  home 
that  you  don't. 


[TACHED  GARAGES 
ROVIDE  BURGLARS 
ALTERED  ACCESS  TO 
HE  MAIN  HOUSE. 


HIDDEN  KEYS  ARE  AN 
ENGRAVED  INVITATH  IN 
TO  ENTER  YOUR  HOME. 


SIMPLE  SPRING  LOCKS 
AREABURCLAR'S 
DELIGHT  THEY  OPEN 
WITH  A  PIECE  OF 
PLASTIC. 


UNTRIMMED  SHRUB- 
BERY NEAR  DOORS  AND 
WINDOWS  ISA  PERFECT 
HIDING  PLACE  FOR 
BURGLARS. 


STANDARD  WIN  Di  >\\ 
LOCKS  ARE  CHILD'S 
PLAY  FOR  BURGLARS. 


BASEMENT  WINDOWS 
CAN  OFTEN  BE  OPENED 
WITHOUT  ANYONE  IN 
THE  HOUSE  HEARING. 


Learn  how  to  protect  your  home  and  family 
Aith  a  Honeywell  security  system.  Get  this  free  Portfolio. 


■  IND  OUT  how  to  deter  potential 
>urglars  with  our  16-page  Guide  to 
Protecting  Your  Home.  So  they  will 
eave  your  home  and  family  alone. 

)ISCOVER  how  much  you  should  he 
pending  on  home  protection.  Our 
'alue  Calculator  computes  the  true 
vorth  of  your  home  and  possessions. 

»EE  and  understand  the  vulnerable 
joints  burglars  look  for  in  your  home, 
rhe  Home  Protection  Survey  graphi- 
cally points  them  out  to  you. 

UVD  MUCH  MORE! 

!4  HOUR  HOME  PROTECTION! 

^  Honeywell  security  system  is  the 
inswer.  Honeywell  consultants  work 
vith  you  to  design  and  install  a  system 
hat  meets  your  specific  needs  and 


budget.  Each  system  can  be  linked 
directly  to  a  nearby  Honeywell  central 
station  and  monitored  24  hours  a  day, 
seven  days  a  week,  by  security  experts. 
Details  in  your  portfolio. 

Send  for  your  free  Home  Protection 
Portfolio  today!  There's  no  cost  and 
no  obligation. 

Call  Toll  Free 

800-328-5111, 
ext.  205 

(In  Minnesota,  call  collect, 
612/870-2142,  Ext.  205) 
or  mail  in  your  coupon  today 


Mail  to:  Honeywell 
Protection  Services, 
Honeywell  Plaza,  MN  27-4231 
Minneapolis,  MN  55408 

□  YES!  I  want  to  know  howwi 
to  protect  my  home.  Send  my 
free  portfolio  immediately. 

Have  a  Security  Consultant  call  me  at  _ 
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You  and  your  home  are  never  alone. 


cheap  labor  and  Japan's  knowhow. 

But  why  Tierra  del  Fuego?  "Argen- 
tina needs  this  region  populated," 
says  Raul  Eduardo  Suarez  del  Cerro,  a 
burly,  retired  Argentine  navy  captain 
who  holds  the  glorious  title  of  Gover- 
nor of  the  National  Territory  of  Tierra 
del  Fuego,  Antarctica  and  the  Islands 
of  the  South  Atlantic.  "To  populate 
Tierra  del  Fuego,  we  need  fast  eco- 
nomic development.  To  get  industries 
to  locate  2,000  miles  south  of  Buenos 
Aires,  we  must  provide  incentives, 
and  we  have  done  so."  The  incentives 
are  duty-free  imports  of  parts  and  ma- 
chinery, exemption  from  corporate 
income  taxes  and  free  entry  for  fin- 
ished products  shipped  north  to  the 
rest  of  Argentina.  These  incentives 
are  luring  a  large  part  of  Argentina's 
consumer  electronics  industry  south- 
ward for  assembly  of  calculators,  elec- 
tronic watches,  TV  sets,  stereos  and 
domestic  appliances.  Color  TV  sets 
also  are  being  assembled  under  the 
Hitachi  and  Telefunken  brand  names. 
Present  plans  call  for  assembly  of 
Sony  and  Grundig  kits  as  well. 

Sanyo's  factory  in  Tierra  del  Fuego 
is  almost  wholly  owned  by  Sanyo, 
while  other  Japanese  manufacturers 
merely  sell  kits  to  Argentine  compa- 
nies for  assembly.  Sanyo  employs 
wives  and  other  military  dependents 
from  the  nearby  Argentine  navy  in- 
stallations. "We  feel  we  can  generate 
more  profits  and  get  better  quality 
control  if  we  run  our  own  plant,"  Ya- 
magishi  says. 

Over  the  years,  Sanyo  has  been  very 
skillful  in  adapting  to  local  political 
conditions  and  turning  them  to  its 
own  ends.  In  Africa,  for  example, 
Sanyo  operates  factories  as  joint  ven- 
tures with  government  partners  in 
Ghana,  Kenya,  Nigeria  and,  with  ex- 
port access  to  South  Africa,  in  Zim- 
babwe as  well.  Manufacturing  usually 
begins  with  one  or  two  products  until 
a  marketing  organization  is  in  place, 
when  the  product  line  quickly  ex- 
pands. In  Ghana,  Sanyo  began  oper- 
ations in  1965  by  assembling  transis- 
tor radios  and  black-and-white  TVs, 
expanded  into  refrigerators,  washing 
machines,  air  conditioners,  color  TVs, 
commercial  refrigeration  equipment 
and,  most  recently,  special  preset  ra- 
dios that  are  bought  at  market  price 
by  the  Information  Ministry  and  re- 
sold at  a  50%  discount  to  peasants  in 
rural  areas.  From  his  own  Africa  expe- 
rience, Yamagishi  observes:  "There 
are  always  personnel  problems  be- 
cause politicians  are  always  sending 
their  friends  to  us  for  jobs.  But  we  can 
still  make  money  because  the  govern- 
ment is  our  partner  and  we  have  a 
protected  market." 


When  Charles  Darwin  first  saw  the 
inhabitants  of  Tierra  del  Fuego  in 
1832,  he  voiced  pity  and  horror  at 
"these  poor  wretches  .  .  .  stunted  in 
their  growth,  their  hideous  faces  be- 
daubed with  white  paint,  their  skins 
filthy  and  greasy."  While  Tierra  del 
Fuego's  present  inhabitants  are  some- 
what more  nourished  and  civilized, 
Argentine  workers  never  were  known 
for  their  discipline  and  productivity, 
having  come  of  age  under  the  pamper- 
ing and  pandering  of  the  late  strong- 
man, Juan  Domingo  Pero'n,  a  "friend" 
of  labor  who  dominated  Argentine 
politics  during  the  postwar  decades. 
But  in  Tierra  del  Fuego  Japanese  qual- 
ity-control methods  are  taking  root. 

Still  to  get  them  there  has  taken  all 
the  patience  and  ingenuity  for  which 

Meanwhile . . . 

WThat  the  Japanese  can  do  in 
Tierra  del  Fuego  they  can  do 
in  Arkansas,  too.  And  they  are. 
The  former  Warwick  Electronics 
plant  in  Forrest  City,  Ark.  is  now 
controlled  and  operated  by  Ja- 
pan's Sanyo  and  uses  Japanese 
technology  to  supply  Sears,  Roe- 
buck with  TV  sets.  (Warwick, 
which  had  been  controlled  by 
Whirlpool,  reportedly  was  having 
serious  quality  problems,  and 
sales  were  lagging.)  Today,  the 
plant  that  employed  500  when 
Sanyo  took  over  employs  2,100, 
supervised  by  a  president  and  a 
senior  vice  president  from  Japan. 
The  Sanyo-Sears  sets  now  have 
7.2%  of  the  U.S.  TV  market,  but 
here's  something  to  think  about: 
45%  of  what  goes  into  these 
"American-made"  sets  is  actual- 
ly made  in  Japan. 


the  Japanese  are  justly  famous.  "Ca- 
pacity for  concentration  is  much 
greater  in  Japan,"  Yamagishi  says.  "It 
takes  a  long  time  to  train  a  worker 
here,  to  change  his  mentality.  This 
involves  things  like  care  in  handling 
tools  and  punctuality.  To  reduce  late- 
ness and  absence  we  use  our  own  bus 
to  pick  up  workers  in  the  morning 
and  drop  them  off  at  night.  We  give 
bonuses  for  people  who  avoid  ab- 
sences. We  have  subsidized  meals  and 
a  supermarket  for  employees.  We  lend 
them  money  and  have  a  social  worker 
to  help  them  with  their  personal  prob- 
lems. In  other  words,  we  give  to  work- 
ers and  try  to  make  them  feel  that  it's 
right  for  them  to  give  back.  We  try  to 
attach  great  importance  to  the  job  of 
each  worker  and  of  quality  control. 
We  have  meetings  with  each  section 


periodically  to  explain  quality  prob- 
lems. We  ask  the  workers:  'What  do 
you  think?  What  can  be  done?'  " 

One  of  the  hardest  rules  to  apply 
has  been  the  Japanese  rule  of  silence 
on  the  assembly  line.  "Silence  is  im- 
portant because  it  increases  concen- 
tration and  reduces  the  number  of  de- 
fects," says  Pascual  Gargiuno,  a  27- 
year-old  supervisor. 

Not  all  Japanese  companies  are  us- 
ing Sanyo's  tactics,  but  in  every  case 
the  goal  is  the  same:  to  increase  the 
export  of  Japanese-made  compo- 
nents, especially  those  with  a  high- 
technology  content  and  high-capital 
content.  Bigger  and  more  diversified 
electronics  firms,  like  Hitachi,  seem 
to  prefer  not  to  waste  scarce  manage- 
rial talent  on  running  small  assembly 
plants  in  remote  places.  Instead,  Hi- 
tachi farms  out  technology  and  prod- 
ucts to  such  foreign  companies  as 
U.S.  General  Electric,  Brazil's  Ford- 
Philco  and  a  struggling  Buenos  Aires 
manufacturer,  Radio  Victoria.  But 
whether  through  small  local  plants  or 
through  licensing  agreements,  the 
net  advantage  for  Japan  is  the  same:  a 
tremendous  expansion  of  the  market 
for  made-in-Japan  components.  In 
the  spectacular  development  of  Japa- 
nese electronics  during  the  late  1970s 
as  Japan's  leading  export  industry, 
few  people  have  noticed  that  produc- 
tion and  exports  of  components  are 
growing  much  faster  than  the  indus- 
try as  a  whole.  Japan's  exports  of 
electronic  components  (about  $5.3 
billion  in  1980)  increased  fivefold 
from  1975  to  1980,  faster  than  elec- 
tronic exports  as  a  whole,  which 
themselves  grew  impressively  from 
S6.7  billion  to  S27.6  billion  in  the 
same  years.  The  importance  of  parts 
exports  will  continue  to  increase  as 
Japanese  manufacturers  expand  their 
own  overseas  production  and  estab- 
lish linkages  to  foreign  companies. 
This  accommodation  has  suited  Japa- 
nese manufacturers  so  well  that  in 
1981  they  assembled  in  their  own 
U.S.  plants  3.8  million  of  the  11  mil- 
lion color  TV  sets  sold  in  the  U.S., 
thus  further  broadening  the  market 
of  Japanese  TV  components  and  lead- 
ing both  Sony  and  Hitachi  to  an- 
nounce recently  that  each  will  build  a 
second  U.S.  plant.  The  cost  to  U.S. 
industry  has  been  increasing  depend- 
ence on  imported  parts  and  subas- 
semblies and  dwindling  R&D  invest- 
ment in  consumer  electronics.  Worse, 
U.S.  industry-  is  losing  vital  skills. 

Of  what  are  such  Japanese  econom- 
ic successes  made?  Not  of  miracles 
nor  antlike,  docile  workers,  but  of  al- 
most infinite  patience,  perseverance 
and  flexibility.  ■ 
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B2  VOLKSWAGEN  OF  AMERICA 


ow  the  Jetta  works: 
~\e  suspension. 


Nothing  else 
is  a  Volkswagen. 


>ple  who  have  ridden  in  a  Jetta 
Nee  how  smooth  and  responsive  it 
Is.  Like  cars  costing  three  times 
much. 

no  illusion.  It's  by  design.  The  Jetta 
;  four-wheel  independent  suspen- 
n.  Each  radial  tire  stays  in  constant 
itact  with  the  road.  And,  each 
lams  virtually  unaffected  by  the 
ions  of  the  others. 


Stabilizer  bars  minimize  body  lean  in 
turns.  And  rack-and-pinion  steering 
coupled  with  MacPherson  struts 
makes  its  maneuvering  light  and 
precise. 

The  Jetta  also  comes  packed  with 
other  standard  features  like  front- 
wheel  drive,  fuel  injection  and  a  trunk 
big  enough  to  pack  six  pullmans. 
Upright.  It  even  has  VW's  Formula-E 
System  Upshift  Light  which  has  upped 
its  mileage  by  12%  over  last  year. 

And,  speaking  of  mileage,  the  Jetta  is 


also  available  in  diesel.  So  now  you 
can  enjoy  its  incredibly  smooth  ride 
while  hardly  feeling  the  pinch. 

Diesel  EPA  58  highway  estimate,  and 
an  estimated [42]  mpg.  Gas  EPA  40 
highway  estimate,  and  an  estimated 
LH  mpg.  (Use  "estimated  mpg"  for 
comparisons.  Mileage  varies  with 
weather,  speed  and  trip  length.  Actual 
highway  mileage  will  probably 
be  less.) 


There  are  dozens  and  dozens 
of  airlines  in  this  country 
and  around  the  world  who 
want  you  to  fly  with  them. 

That's  a  lot  of  competition. 

Even  so,  for  the  third  year 
in  a  row,  more  passengers 
have  flown  Eastern  than 


any  other  airline  in  the  free 
world. 

That's  right,  Eastern. 

Why? 

Its  us,  the  people  of 
Eastern. 

We  know  you  may  fly  an 
airline  once  because  you 


have  to.  But  you  won't  com< 
back  unless  you're  treated 
right. 

So,  we  have  one  very  cles 
goal:  We're  going  to  take  car 
of  you  better  than  any  othei 
airline,  anywhere. 

If  you've  helped  make  us 


t  again! 


AERICA'S  FAVORITE  WAY  TO  FLY. 


lerica's  favorite  way  to  fly, 
thank  you.  If  you  haven't 
vn  Eastern  recently,  give 
i  try. 

Veil  show  you  that  we 
Uy  do  earn  our  wings, 
ry  day. 

32  Eastern  Air  Lines,  Inc. 


EASTERN 

America's  favorite  way  to  fly. 
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y  of  Productivity 


Consider  the  cost-saving  implica- 
tions of  MDS  Series  21  distributed 
processing  systems:  Data  processing. 
Word  processing.  Electronic  mail.  All 
at  a  single,  multifunction  workstation. 

Better  yet,  all  the  workstations  in 
your  organization  can  communicate 
with  each  other  and  with  your  central 
computer  through  WINC— the  World- 
wide Integrated  Communications 
service  from  Mohawk  Data  Sciences. 

WINC  combines  all  applications 
of  information  exchange  on  one  eco- 
nomical network.  It  provides  access 
to  telex  and  TWX  networks  to  send 


your  messages  and  data  worldwide, 
wherever  common  carriers  reach. 

And  WINC  is  a  turn-key  service. 
You  get  all  the  benefits  of  a  customized 
network,  without  high  start-up  costs 
and  long  lead  times. 

For  true  office  automation,  with  or 
without  WINC,  our  Series  21  multi- 
function workstation  handles  sophis- 
ticated word  processing  with  features 
that  can't  be  beat  by  stand-alone 
systems.  With  expandable  disk  and 
diskette  storage  and  high-level  pro- 
gramming languages,  Series  21  can 
handle  a  multitude  of  local  data 


processing  applications  as  well. 

Saving  valuable  dollars  through 
multifunction  systems  is  an  impor- 
tant aspect  of  the  MDS  Theory 
of  Productivity. 

To  learn  more  about  our  cost- 
cutting  systems,  call  (201)  540-9080. 
Ext.  282;  write  MDS,  Seven  Century 
Dr.,  Parsippany,  NJ  07054;  or  call  you 
local  Mohawk  Data  Sciences  office. 


■A^fll  MOHAWK 

SCIENCES 

Building  on  the  Theory  of  Productivity. 


One  can  work  cheaper  than  3. 


MESSAGE  FILE  -  WILY  ACTIVITY 
TRANS    SENDER    DESTINATION  ACTION 


MDS  &  Series  21  Reg  U.S.  Pal 
TM  Office.  WINC  is  a  TM  of 
Mohawfc  Data  Sciences  Corp 


Hyundai.  It's  a  name  that  soon  may  be- 
come as  familiar  to  Americans — and  as 
threatening — as  Mitsubishi  and  Sony 


The  Croesus 
from  Korea 


By  James  Cook 

BY  SOME  RECKONING,  Chung  Ju 
Yung,  66,  chairman  of  Korea's 
giant  Hyundai  group,  is  one  of 
the  richest  men  in  the  world.  A 
slight,  trim  man,  Chung  is  an  orien- 
tal blend  of  John  D.  Rockefeller  and 
Henry  J.  Kaiser.  He  is  squarely  in  the 
mold  of  the  rags-to-riches  entrepre- 
neurs who  built  the  U.S.'  industrial 
society. 

A  group  of  28  interrelated  compa- 
nies, Chung's  Hyundai  grossed  $6.7 
billion  last  year,  mainly  from  con- 
struction, shipbuilding  and  capital 
goods — a  far  cry  from  the  $2.5  bil- 
lion of  only  four  years  ago — and 
Chung  expects  to  be  up  50%  in  vol- 
ume this  year.  Not  bad  for  a  com- 
pany that  ships  80%  of  its  output 
into  a  slackening  global  market. 
"Despite  the  difficulties,"  Chung 
says,  "Hyundai  has  grown  steadily — 
from  30%  to  60%  annually — and  I 
hope  we  can  make  this  pace  several 
years  ahead." 

Chung  came  out  of  a  farm  on  Ko- 
rea's east  coast  in  the  early  1930s — 
too  poor,  or  so  the  company  mythol- 
ogy has  it,  to  afford  the  300-mile 
train  fare  to  Seoul,  and  so  had  to  walk 
to  meet  his  destiny.  Chung  set  up  his 
own  truck  and  auto  repair  shop  and, 
after  the  end  of  World  War  n,  moved 
into  the  construction  business.  When 
the  Korean  War  broke  out,  Chung 
began  building  army  camps  and  other 
military  facilities.  When  that  ended, 
leaving  South  Korea's  economy  and 
infrastructure  in  ruins,  Chung  was 
poised  to  make  the  most  of  the  op- 
portunity to  rehabilitate  his  devastat- 
ed country.  On  that  base,  he  expand- 
ed into  world  markets.  Today,  Hyun- 
dai ranks  as  Korea's  largest 
contractor  and  builder  and  among  the 
half-dozen  largest  engineering  and 


construction  firms  in  the  world. 

The  construction  business  led 
Chung  Ju  Yung  into  building  materi- 
als, cement,  asbestos,  slate,  forest 
products — "That's  to  lower  costs,"  he 
explains — and  eventually  into  every- 
thing under  the  sun:  all  the  goods, 
services  and  equipment  that  go  into 
building  his  giant  construction  proj- 
ects. Hyundai  built  a  worldwide  repu- 
tation, and  in  the  early  Seventies, 
when  OPEC  diverted  enormous 
wealth  into  the  oil-producing  Persian 
Gulf  countries,  Hyundai  became  a 
major  builder  in  countries  such  as 
Iran,  Bahrain,  Kuwait  and  Saudi  Ara- 
bia. It  built  on  a  grandiose  scale:  ports, 
shipyards,  military  installations, 
housing  projects,  including  the  $930 
million  Saudi  Industrial  Harbour  Proj- 
ect at  Jubail. 

But  today  construction  provides  no 
more  than  a  third  of  Hyundai's  vol- 
ume. Nearly  a  decade  ago,  Chung 


Hyundai's  Chairman  Chung 


Credit  is  where  it's  at. 


launched  his  most  ambitious  proj- 
ect— a  massive  $1  billion  shipyard  at 
Ulsan  on  Korea's  southeastern  coast, 
which  overnight  made  Korea  a  major 
maritime  power.  Hyundai  Heavy  In- 
dustries became  the  focus  of  all  Hyun- 
dai's industrial  activities — including 
not  only  ships  but  also  marine  en- 
gines, construction  and  building  ma- 
terials equipment,  iron  and  steel, 
petrochemicals,  cement  and  offshore 
structures.  Now  HHI  is  even  into  nu- 
clear power.  In  the  late  Sixties,  Chung 
started  Hyundai  Motors,  which  sells 
200,000  cars  and  trucks  a  year.  With 
its  Pony  and  Poter  sold  in  40  countries 
around  the  world,  Hyundai  may  even- 
tually become  an  important  force  in 
the  international  auto  market  as  pro- 
duction shifts  from  Japan  to  lower- 
wage  countries. 

In  a  normal  year,  Chung  says,  the 
company  nets  between  5%  and  6% 
on  sales — $33  to  $40  million  last 
year.  Chung  himself  owns  the  bulk  of 
the  company.  How  much  is  he 
worth?  "I  never  added  it  up,"  he  says, 
"never  calculated  it."  But  the  1980 
net  worth  of  the  group's  largest  unit, 
Hyundai  Heavy  Industries,  was  $443 
million.  Like  many  very  rich  men, 
however,  Chung  doesn't  think  in 
terms  of  net  worth.  To  him,  debt  is 
as  much  an  asset  as  equity  is,  and,  in 
an  inflationary  world,  he's  right. 
"The  way  industry  grows,"  Chung 
says,  "is  not  on  investment  of  [equi- 
ty] capital,  but,  I  think,  on  the  credit. 
Such  [borrowed]  capital  for  the  Hyun- 
dai group  is  about  $1.5  billion — all 
from  the  private  sector,  from  banks 
around  the  world." 

He  also  knows  that  Korean  society 
is  an  asset.  It's  almost  a  unique  com- 
bination of  low  wages  and  hard  work. 
"If  you  are  a  good  leader,"  Chung  says, 
"the  Korean  worker  can  be  as  produc- 
tive as  Japanese  or  Germans.  It 
doesn't  matter  how  good  a  manage- 
ment system  you  have,  if  the  worker 
hasn't  a  basic  capability  for  high  pro- 
duction, the  system  won't  work."  Ko- 
reans work  with  almost  military  pre- 
cision and  dedication,  and  at  wages 
significantly  lower  than  those  in  the 
industrial  West  or  Japan. 

Chung  concedes  that  Korea's  devel- 
opment has  been  hampered  by  the 
worldwide  recession  and  the  political 
instability  of  Korea's  new  military  re- 
gime, but  he  denies  that  that's  going 
to  slow  Hyundai's  and  Korea's  for- 
ward progress.  He  shakes  his  head, 
though,  when  he  thinks  of  the  pros- 
pects ahead  for  American  business. 
And  he  raises  a  scary  question:  Can 
Americans  any  longer  compete  even 
in  their  home  market — to  say  nothing 
of  international  markets?  ■ 
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The  industrial  revolution  never  made  the 
newspapers  of  the  time.  And  the  space  revo- 
lution isn't  making  them  today.  But  slow- 
ly, space  is  transforming  human  society.  ■ 

The  revolution 
in  space 


By  James  Cook 

F|  or  all  its  technological  and 
media  triumphs  in  the  past  25 
years,  from  Sputnik  to  Columbia, 
the  space  business  seems  so  far  to  have 
made  only  minimal  progress.  To  get 
some  sense  of  just  where  the  space 
business  is  these  days,  we  dropped  in 
last  month  at  the  green-glass  skyscrap- 
er that  houses  the  United  Nations  to 
talk  with  Marvin  Robinson,  58,  newly 
appointed  acting  chief  of  the  UN's 
Outer  Space  Affairs  Division. 

A  brisk,  bearded  man  who  looks 
more  like  the  diplomat  he's  become 
than  the  playwright,  academician,  bu- 
reaucrat and  businessman  he  used  to 
be,  Robinson  will  take  over  as  chief  of 
the  Outer  Space  Affairs  Division  coin- 
cident with  the  opening  of  the  Second 
Conference  on  the  Peaceful  Uses  of 
Outer  Space  in  Vienna  next  August. 

I  hire)/'!  the  benefits  of  everyone's  efforts 
in  space,  even  after 25 years,  been  scientific 
i  mil  technological  rather  than  utilitarian? 
Robinson:  Not  at  all.  You  feel  the  im- 
pact every  morning  when  you  turn  on 
your  television  set  to  get  the  weather 
forecast.  The  meteorology  satellite 
made  that  possible.  You  are  now  able 
to  warn  countries  of  impending  hurri- 
canes, cyclones,  things  of  that  nature. 

In  communications,  there  has  been 
a  tremendous  impact,  especially  for 
the  developing  countries.  Two  earth 
stations  anywhere  in  the  world  that 
can  see  the  same  satellite  can  commu- 
nicate directly.  The  International 
Telecommunications  Satellite  consor- 
tium, a  system  of  105  countries,  does 
a  $2  billion-a-year  business.  In  many 
countries,  it  is  simpler  to  make  an 
overseas  call  than  it  is  to  make  an 
internal  call,  the  system  works  so  effi- 
ciently. Then  too,  the  use  of  direct- 
broadcast  satellites,  beamed  to  roof- 
top antennas  of  community  receivers 


Space  Affairs  Chief  Robinson 

What  space  needs  is  entrepreneurs. 


rather  than  to  one  large  earth  station, 
has  tremendous  potential  for  educa- 
tion. In  India,  a  couple  of  years  ago, 
they  completed  an  important  Satellite 
Instructional  Television  Experiment, 
which  tied  in  New  Delhi  to  almost 
2,500  villages  throughout  India  with 
community  antennas  and  television 
sets.  It  may  take  a  country  decades  to 
build  schoolhouses  and  train  teachers, 
but  with  the  use  of  this  kind  of  satel- 
lite they  can  educate  their  people  in  a 
fraction  of  the  time.  And  not  only 
education  in  basics.  Sanitation. 
Health.  If  you  can  teach  farmers  cer- 
tain techniques,  simple  ones,  you  can 
increase  farm  productivity. 

For  the  first  time  in  history,  we 
have  a  truly  global  tool,  a  satellite, 
something  that  lifts  off  and  orbits  the 
planet  and  looks  down  upon  it  as  an 
entity.  Not  fractured  one  way  or  an- 
other. This  can  give  you  geological 
information,  topological,  hydrologi- 
cal.  Now  this  opens  up  tremendous 
opportunities  of  all  kinds.  You  can't 
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discover  a  mineral  from  space.  What 
you  can  get,  at  a  great  saving  in  time 
and  money,  is  space  imagery  from  the 
U.S.'  remote-sensing  Landsat  satel- 
lites, which  can  then  be  interpreted 
by  trained  people  to  say  that  this  is 
where  you  are  liable  to  find  whatever 
you  are  looking  for.  Conoco  drilled  its 
first  well  in  Egypt  in  1979,  after  four 
years  of  correlating  Landsat  imagery, 
aeromagnetic  surveys  and  seismic 
probing.  Landsat  imagery  has  helped 
locate  successful  oil  strikes  in  Israel, 
and  Chevron  used  Landsat  to  find  oil 
in  the  Sudan. 

For  agriculture,  there  are  ways  to 
detect  diseased  crops  even  before  you 
can  do  so  from  the  ground.  The 
amount  of  energy  radiated  from  a 
healthy  crop  is  different  from  that  of  a 
diseased  crop,  and  the  difference  can 
be  measured.  In  India  in  the  early 
years,  they  were  able  to  discover  from 
satellite  imagery  that  the  coconut 
trees  were  diseased  in  enough  time  to 
do  something  about  it.  If  they  had 
discovered  it  from  the  ground,  it 
would  have  been  too  late. 

///  effect,  businessmen  can  ride  piggy- 
back on  the  government. 
Robinson:  That's  right.  Because  you 
have  the  shuttle,  for  example,  which 
can  take  packages  into  outer  space  at 
relatively  low  cost,  and  there  will  be 
more  shuttles.  The  Europeans  are  put- 
ting up  their  own  concept  of  a  space 
transport — the  Ariane  rocket.  India 
has  launched  satellites,  and  so  have 
Japan  and  China.  And  more  and  more 
countries  will  soon  have  the  capabili- 
ty to  do  so.  So  there  will  be  many 
opportunities  for  businessmen  to  get 
whatever  it  is  they  want  into  outer 
space,  provided  it  meets  all  the  re- 
quirements, technical  and  political. 

The  data  available  from  the  remote- 
sensing  satellites  cover  only  the  U.S.? 
Robinson:  No.  At  the  moment,  this  is 
part  of  a  controversy  going  on  within 
the  United  Nations  itself,  within  the 
committee,  involving  national  sover- 
eignty over  information  about  natural 
resources.  They  have  been  working  on 
a  treaty  governing  the  use  of  the  remote 
satellites,  and  one  of  the  sticky  points  is 
that  there  are  countries  that  feel  that 
they  should  be  the  first  to  get  informa- 
tion about  their  country  received  by 
remote  sensing  satellites,  and  that  such 
information  should  not  be  made  avail- 
able to  third  parties  without  their  prior 
consent.  There  are  other  countries,  the 
U.S.  is  one  of  them,  that  feel  that  this 
kind  of  information  should  be  freely 
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How  advice  from  Morgan 
can  maximize  profit  potential 
on  large  import  projects 


Member.  FDIC 

(r  £ 


Morgan  bankers  meet  in  Rome  with  officials  of  Mediocredito  Centrale,  Italy's  export-credit  institution,  to  negotiate  for  a  corporate  sponsor  of  a  project 
involving  imports  from  Italy.  From  left  Stefano  Balsamo,  Rome  office;  Dt  Giovan  Piero  Elia  and  Dr.  RodoLfo  Banfi,  general  manager  and  chairman 
respectively  of  Mediocredito;  George  Cashman,  Multisource  Export  Credit  Group  head.  New  York;  John  Wilkie,  Milan  office  and  general  manager,  Italy 


;w  telecommunications  installations. 
:ment  plants.  Hydroelectric  power 
itions.  Coal  mines. 
Projects  like  these  are  huge.  And 
pensive.  Whether  sponsored  by  gov- 
iments  or  corporations  or  both,  they 
}uire  imports  from  other  countries  of 
ijor  equipment,  machinery,  and  engi- 
ering  and  construction  services.  The 
ality  of  advice  given  to  a  project 
onsor  on  financing  such  imports  is 
jcial  to  the  project's  profitability. 
The  Morgan  Bank  gives  you  an  expe- 
nced  team  of  experts  who  specialize 
helping  clients  arrange  the  best  pos- 


sible long-term  financing  for  imports 
on  big  projects.  These  specialists, 
located  in  New  York  and  in  Morgan 
offices  around  the  world,  have  worked 
for  many  years  with  the  subsidized 
export-incentive  programs  of  leading 
manufacturing  countries.  So  they  know 
how  to  negotiate  the  lowest  interest 
rate,  the  longest  repayment  period,  the 
best  terms  and  conditions. 
When  Morgan  is  your  advisor  we: 
□  evaluate  the  financing  alternatives 
in  all  countries  where  companies  will 
bid  on  your  project,  and  make  recom- 
mendations; 


□  analyze  the  currency  risks  of  each 
alternative  and  show  how  to  minimize 
them  within  your  exposure  manage- 
ment policies; 

□  prepare  appbcations  to  the  appro- 
priate export-assistance  agencies; 

□  negotiate  terms  and  conditions  to 
minimize  your  costs. 

For  the  best  financing  on  a  large  im- 
port project,  talk  to  the  Morgan  officer 
who  calls  on  you,  or  write  or  call 
George  D.  Cashman,  Vice  President, 
Multisource  Export  Credit,  Morgan 
Guaranty  Trust  Company,  23  Wall  Street, 
New  York,  NY  10015,  (212)  483-3721. 


The  Morgan  Bank 


available  to  everybody.  Until  this  is 
resolved,  you  can  get  data  imagery  on 
any  place  in  the  world  from  the  remote- 
sensing  U.S.  Landsat  satellites. 

/  gather  it's  possible  to  forecast  crop 
yields — the  U.S.  wheat  crop,  for  exam- 
ple— with  only  a  5%  margin  for  error. 
Robinson:  Certainly  this  is  one  of  the 
possibilities,  and  it's  one  of  the  things 
that  worry  some  countries.  They're 
afraid  that  sophisticated  countries 
like  the  U.S.  will  be  able  to  manipu- 
late the  world  market  with  this  kind 
of  information,  do  things  on  the  world 
market  that  would  lower  the  prices 
here  or  raise  the  prices  there. 

Othertvise  such  countries  believe  outer 
space  is  the  common  heritage  of  mankind. 
Robinson:  Yes.  The  common  heritage 
of  mankind  is  a  concept  whereby  if 
you  were  to  discover  a  very,  very  exot- 
ic mineral  in  outer  space  that  had 
tremendous  value,  then  under  the 
treaty  there  would  have  to  be  some 
way  whereby  the  profits  from  this 
could  also  accrue  to  other  countries  as 
the  common  heritage  of  mankind.  Ex- 
actly what  this  means  and  how  it 
would  work  out  is  something  that  is 
still  being  debated  by  many  people. 

Is  it  the  UN's  position  that  the  benefits  of 
space  exploration  should  accrue  mainly 
to  the  underdeveloped  countries? 
Robinson:  To  me  it  seems  foolish  to 
start,  almost  like  children,  talking  in 
advance  about  how  we  are  going  to 
split  the  pie.  There  is  so  much  out 
there  that  it  is  not  a  matter  of  split- 
ting. It  would  be  there  in  abundance. 
If  we  could  ever  get  out  there  and 
begin  to  tap  it,  this  would  soon  be 
apparent.  I  don't  think  you  are  going 
to  have  a  situation  where  the  majority 
of  countries  are  going  to  sit  on  the 
sidelines  and  just  a  few  countries  are 
going  to  do  all  the  work,  spend  all  the 
money  and  then  be  expected  to  share. 
No  country  can  afford  not  getting  in- 
volved in  space  technology. 

Look  at  India.  People  are  amazed 
when  we  say  that  India,  a  country 
with  the  kind  of  problems  it  has,  has  a 
space  program.  People  in  India  have 
been  wise  enough  to  understand  that 
by  getting  involved  in  this  technology 
it's  going  to  aid  tremendously  in  their 
own  problems.  It  already  has.  They 
have  an  entire  space  industry.  They 
will  have  their  own  satellites  with 
their  own  uses,  for  what  they  need 
specifically.  They  can  afford  to  do  that 
because  they  are  a  large  land  mass. 
Other  areas  will  do  it  on  the  basis  of 
region.  Indonesia  has  a  communica- 
tions satellite,  providing  nationwide 
telephone  and  television  service  for 
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the  first  time,  which  they  own  and 
which  was  launched  by  the  U.S.,  to 
connect  all  their  islands. 

An  undertaking  that  from  the  earth 
would  be  too  costly  and  too  difficult. 
Robinson:  Right.  But  they  have  it  now 
with  a  satellite. 

Space  people  often  sound  like  cargo- 
cult  people  to  me,  relying  on  things  from 
the  sky  to  solve  all  our  earthly  problems. 
Overpopulation.  Energy.  I  understand  a 
solar  power  plant  would  involve  60  satel- 
lites, 270  gigawatts  of  power  and  a  $1 
trillion  investment.  Can  the  world  afford 
to  commit  sums  like  that  to  space  when 
we  have  problems  like  poverty,  pollution 
and  defense  to  worry  about? 
Robinson:  Let's  assume  we  find  that  it 
is  technically  feasible  to  put  up  solar 
power  satellites,  that  it's  economical- 
ly feasible,  poses  no  problem  in  terms 
of  pollution.  You  are  now  talking 

"Prospecting  companies  are 
already  using  satellite 
data.  .  .  .  Landsat  imagery 
has  helped  locate  success- 
ful oil  strikes  in  Israel,  and 
Chevron  used  Landsat  to 
find  oil  in  the  Sudan." 


about  a  project  so  big  and  so  impor- 
tant that  it  is  not  going  to  be  done  by 
one  country,  or  even  by  two  coun- 
tries. There  would  have  to  be  massive 
international  cooperation,  and  the 
kind  of  interrelationships  that  would 
have  to  evolve  from  this  would  be 
such  that  tensions  would  lessen. 

Like  building  the  mediei  'al  cathedrals  or 
going  off  to  the  Holy  Land  on  a  crusade. 
Robinson:  I  think  it  was  Konrad  Lor- 
enz,  the  naturalist,  who  said  at  the 
very  beginning  of  the  space  age  that 
the  internationalization  of  outer 
space  is  a  tremendous  substitute  for 
war,  demanding  so  much  and  so  great 
an  effort  on  the  part  of  the  human 
population  that,  if  they  were  ready  to 
do  it,  they  just  wouldn't  have  any- 
thing left  over  for  war.  This  much  is 
clear.  If  the  world  enters  the  next 
phase  in  outer  space — space  colonies, 
space  exploration — it  would  have  to 
be  done  on  an  international  basis. 

But  that's  still  40  or  50  years  away. 
Robinson:  Not  40  or  50  years  away. 
Not  at  all.  If  there  is  a  political  deci- 
sion internationally  to  do  it,  it  will  be 
done,  just  as  it  was  when  President 


Kennedy  said  we  will  put  a  man  on 
the  moon  in  a  decade.  We  are  not  far 
away  from  the  decision.  What  seems 
to  be  science  fiction  can  come  about 
in  a  very  short  time.  The  only  thing 
that  is  needed  is  a  desire  to  do  some- 
thing and  the  money  to  do  it  with. 

It  would  be  very  tragic,  however,  if 
the  whole  effort  in  outer  space  be- 
comes concentrated  in  the  hands  of 
the  military.  Not  because  the  military 
is  going  to  be  aggressive,  but  because 
in  dealing  with  national  security, 
much  of  what  is  done  has  to  be  confi- 
dential. Secret.  And  you  cannot  have 
international  cooperation  if  you  can- 
not exchange  information.  That  is 
what  the  United  Nations  has  attempt- 
ed to  circumvent,  successfully,  for  a 
number  of  years.  I  think  we  are  near- 
ing  the  point  of  no  return. 

Why  do  you  feel  space  development  is 
on  the  verge  of  being  taken  over  by  the 
military?  Is  it  just  the  shuttle? 
Robinson:  As  we  see  the  budgets  of  the 
various  governments,  more  and  more 
money  is  being  given  to  the  military. 
And  this  is  not  just  here  in  the  U.S.  It's 
happened  in  the  Soviet  Union  and 
elsewhere.  You  see,  if  you  are  using 
satellites  for  communication,  and 
communication  becomes  vital  to  mili- 
tary security,  then  you  have  to  secure 
your  satellites,  find  a  way  to  defend 
them  and  destroy  any  potential  de- 
stroyer, and  once  you  are  on  that,  there 
you  go.  There  is  no  end  to  it. 

But  if  it  isn 't  military  it's  going  to  be 
government  one  way  or  another  Tfjere's 
not  much  in  it  for  private  business. 
Robinson:  There  certainly  is.  I  am  talk- 
ing about  the  ordinary  businessman, 
and  particularly  entrepreneurs,  those 
with  the  imagination  to  see  how 
things  might  be,  not  how  they  are. 
That's  what  is  needed  in  space. 

Isn't  it  beyond  the  reach  of  all  but  the 
largest  corporatiom? 
Robinson:  Not  at  all.  It's  coming  down 
in  price  all  the  time.  You  can  buy 
space  on  a  communications  satellite, 
and  you  may  not  have  to  take  it  on  a 
regular  basis.  You  may  be  able  to  take 
it  whenever  you  need  it. 

One  way  or  another  we  are  going  to 
continue  to  explore  outer  space.  One 
administration  may  decrease  the 
space  budget,  another  increase  it. 
There  may  be  competition  between 
various  segments  of  the  world.  But 
man  is  in  outer  space,  he  is  going  to 
continue  there.  If  this  century  is  re- 
membered at  all,  a  thousand  years 
from  now,  it  will  be  primarily  because 
this  was  the  century  that  man  stepped 
off  his  own  planet.  ■ 
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"My  own  IBM  computer. 
Imagine  that." 


e  nice  thing  about  having  your  own  IBM  Personal 
mputer  is  that  its  yours.  For  your  business,  your 
ject,  your  department,  your  class,  your  family  and, 
eed,  for  yourself. 

Of  course,  you  might  have  thought  owning  a 
nputer  was  too  expensive.  But  now  you  can  relax. 

The  IBM  Personal  Computer  starts  at  less  than 
600*  for  a  system  that,  with  the  addition  of  one 
iple  device,  hooks  up  to  your  home  TV  and  uses  your 
lio  cassette  recorder. 

You  might  also  have  thought  running  a  computer 
;  too  difficult.  But  you  can  relax  again. 

"1 


IBM  PERSONAL  COMPUTER  SPECIFICATIONS 
♦advanced  features  for  personal  computers 

Display  Screen 

High-resolution 

(720h  x  350v)* 
80  characters  x  25  lines 
Upper  and  lower  case 
Green  phosphor 

screen 
Diagnostics 
Power-on  self  testing 
Parity  checking* 
Languages 
BASIC,  Pascal 
Printer 
Bidirectional* 

characters/second 
12  character  styles,  up  to 

132  characters/line 
9x9  character  matrix* 


User  Memory 

16K  -  256K  bytes* 
Permanent  Memory 

(ROM)  40K  bytes* 
Microprocessor 

High  speed,  8088* 
Auxiliary  Memory 

2  optional  internal 
diskette  drives, 
5*4",  160K  bytes 
per  diskette 

Keyboard 

83  keys,  6  ft.  cord 
attaches  to 
system  unit* 

10  function  keys* 

10-key  numeric  pad 

Tactile  feedback 


Color/Graphics 

Text  mode; 
16  colors 

256  characters  and 

symbols  in  ROM* 
Graphics  mode: 
4-color  resolution: 

320h  x  200v* 
Black  &  white  resc  ilution: 

640h  x  200v* 
Simultaneous  graphics  & 

text  capability 
Communications 
RS-232  C  interface 
Asynchronous  (start/stop) 

protocol 
Up  to  9600  bits 
per  second 


The  IBM  Personal  Computer 

^1 


Getting  started  is  easier  than  you  might  think, 
because  IBM  has  structured  the  learning  process  for  you. 
Our  literature  is  in  your  language,  not  in  "computerese." 
Our  software  involves  you,  the  system  interacts  with  you  as 
if  it  was  made  to  —  and  it  was. 

That's  why  you  can  be  running  programs  in  just  one 
day.  Maybe  even  writing  your  oum  programs  in  a  matter 
of  weeks. 

For  ease  of  use,  flexibility  and  performance,  no 
other  personal  computer  offers  as  many  advanced 
capabilities.  (See  the  box.) 

But  what  makes  the  IBM  Personal  Computer  a 
truly  useful  tool  are  software  programs  selected  by  IBM's 
Personal  Computer  Software  Publishing  Department. 
You  can  have  programs  in  business,  professional,  word 
processing,  computer  language,  personal  and 
entertainment  categories. 

You  can  see  the  system  and  the  software  in  action  at 
any  ComputerLand®  store  or  Sears  Business  Systems 
Center.  Or  try  it  out  at  one  of  our  IBM  Product  Centers. 
The  IBM  National  Accounts  Division  will  serve  those 
customers  who  want  to  purchase  in  quantity. 

Your  IBM  Personal  Computer.  Once  you  start 
working  with  it,  you'll  discover  more  than  the  answers 
and  solutions  you  seek:  you'll  discover  that  getting 
there  is  half  the  fun.  Imagine  that.  ==^=l 


tThis  price  applies  to  IBM  Product  G 
Prices  may  vary  .ir  other  stores. 


For  the  IBM  Personal  Computer  dealer  nearest  you,  call  (800)  447-4700. 
In  Illinois,  (800)  322-4400.  In  Alaska  or  Hawaii,  (800)  447-0890. 


By  using  cash  flow  strategies  a  com' 
pany  can  profit  from  the  funds  moving 
through  its  insurance  program. 

IN  A  explains  how  captives,  retro- 
plans,  deductibles  and  other  risk  retention 
methods  can  affect  the  bottom  line* 


Insurance  costs  for  major 
corporations  can  run  to  tens  of 
millions  of  dollars  annually.  The 
cost  of  money,  too,  is  vastly 
higher  than  it  once  was.  Not 
surprisingly,  risk  managers  now 
seek  to  retain  as  much  of  their 
insurance  cash  flow  as  they  can 
for  as  long  as  possible. 

Cash  flow  management, 
however,  is  more  than  a  tech- 
nique for  earning  interest  on  the 
costs  of  coverage.  A  crucial  ele- 
ment is  looking  at  insurance, 
not  as  a  commodity,  but  as  a 
fundamentally  financial  tool. 

Important  tax  consider- 


ations, improved  flexibility  in 
timing  payments  and  the  chance 
to  use  insurance  cash  flow  to  fi- 
nance other  corporate  objectives 
may  be  equally  significant  for 
management. 

Overcoming  the  perils 
of  underwriting  oneself 

The  obvious  way  to  control 
cash  flow  is  to  become  one's  own 
insurer.  Almost  all  large  firms 
(see  table)  now  retain  a  portion 
of  their  risks.  Self-insurance, 
however,  may  have  unexpected 
consequences. 

First,  a  company  must  con- 


tract for  many  services— from 
loss  control  to  claims  adjust- 
ment—normally provided  by 
conventional  insurance.  Second, 
though  a  company  may  earn  in- 
terest on  the  funds  held  in  re- 
serve, it  has  to  take  this  money 
out  of  pre-tax  income.  Insurance 
premiums,  by  contrast,  can  be 
treated  as  direct  business  ex- 
penses. Finally,  few  firms,  how- 
ever large,  are  ready  to  insure 
themselves  against  a  truly  cata- 
strophic loss,  hence  major  risks 
are  still  transferred. 

Fortunately,  several  self-in- 
surance strategies  are  aimed  di- 
rectly at  these  problems.  Most 
large  companies  employ  a  com- 
bination of  techniques. 

An  ordinary  policy  with  a 
high  deductible,  for  instance, 
permits  a  company  to  self-fund 
its  frequent,  but  comparatively 
inexpensive  losses,  utilize  the 
cash  flow  that  this  generates, 


mce  Cash  Flow 


and  still  transfer  its  larger  but 
much  less  likely  risks. 

How  to  buy 
insurance  and  pay  for  it 
only  when  you  use  it. 

Another  strategy  starts  with 
a  conventional  retrospective  rat- 
ing plan.  However,  instead  of 
the  large  premium  associated 
with  conventional  plans,  the  in- 
surance company  pays  losses 
from  a  deposit  funded  by  the 
insured  from  time  to  time  and 
charges  only  for  service  and 
administration. 

Here  the  advantages  include 
convenient  scheduling  of  pay- 
ments, lowered  costs-if  the  loss 
experience  is  better  than  expect- 
ed-and  the  opportunity  for  a 
firm  to  hold  more  of  its  cash  for  a 
longer  time.  Also  important:  a 
larger  portion  of  the  cost  is  treat- 
ed as  a  business  expense. 

Lastly,  the  most  complex  of 
all  retained  risk  strategies  is  the 
captive  insurance  subsidiary.  Al- 
though the  undertaking  is  sub- 


stantial, the  benefits  are 
tangible.  A  captive  allows  a 
company  to  establish  a  structure 
for  segregating  its  risks  and 
avoiding  overlapping  expendi- 
tures. It  offers  important  tax 
considerations  and  provides 
great  flexibility  in  dealing  with 
exposures  overseas.  Reinsurance 
rates  may  well  be  lower  when 
the  coverage  is  purchased 
through  a  captive.  Income  de- 
rived from  the  investment  of  the 
captive's  reserves  is  available  to 
the  parent  corporation  for  other 
financial  needs. 

Why  would  an  insurance 
company  encourage 
self-insurance? 

Sophisticated  underwriters 
sometimes  urge  their  clients  to 
retain  more  of  their  risks.  The 
client  profits  from  improved 
cash  flow  while  the  insurer  gains 
when  it  supplies  the  added  out- 
side services  required. 

INA  is  one  of  the  leaders  in 
providing  unbundled  services  to 


self-insurers.  Among  the  most 
important:  loss  control,  engi- 
neering studies,  claims  han- 
dling, risk  management  services 
and  rehabilitation. 

Risk  retention  rises 


From  just  69?  of  all  commercial  insurance  in 
1970,  self  insurance  (including  captives)  will 
grow  to  an  estimated  28%  by  1984 


28% 

12%^ 

6%^ 

(EST.) 

1970         1975         1980  1984 

Source:  Business  Insurance  Magazine 


Risk  retention  strategies  can 
also  be  extremely  complicated. 
Insurance  companies,  with  INA 
among  the  leaders,  have  the 
broad  experience— and  financial 
creativity-to  help  develop  these 
complex  and  usually  one-of-a- 
kind  arrangements. 

The  Insurance  Company  of 
North  America  was  founded  in 
1792  in  Independence  Hall  in 
Philadelphia.  Today,  it  is  the 
largest  component  of  INA  Cor- 
poration's international  network 
of  insurance  and  financial  service 
companies.  Cash  flow  strategies 
and  risk  retention  services  are 
typical  of  the  inventive  products 
that  distinguish  INA. 

For  an  informative  booklet 
on  cash  flow  management  write 
INA,  Dept  R,  1606  Arch  Street, 
Philadelphia,  PA  19101. 


The  Professionals 


Catching  smaller  flows  of  cash 

Captives,  retros  and  the  like  once 
were  reserved  for  firms  that  spent  a 
minimum  of  a  million  dollars  annually. 
Today,  however,  companies  that  spend 
far  less  can  profit  from  cash  flow  tech- 
niques through  participation  in  trade 
association  insurance  programs.  By  com- 
bining the  insurance  needs  of  the  entire 
group,  associations  are  able  to  provide  highly 
isticated  risk-retention  plans  to  their  mem- 
A  growing  number  of  associations  even  have 
own  captives.  The  Risk  Retention  Act  of 
removes  a  number  of  legal  stumbling  blocks 
>  expected  to  hasten  this  trend. 


The  Gulf  stream  III  has  proven  that  there 
are  no  alternatives  to  its  superiority 
as  an  executive  jet  transport. 


When  other  business  jets  have  tried  to  carry 
as  many  people  as  far,  they  have  come  up 
short.  Only  the  Gulfstream  III  can  fly  at  least 
8  passengers  and  baggage  over  4.000  statute 
miles  in  about  8  hours. 
When  others  have  tried  to  find  the  power 
for  both  airport  performance  and  cruise  effi- 
ciency above  40,000feet.  they  have  come  up 
empty.  Every  time  a  Gulfstream  III  takes  off, 
every  hour  it  flies,  its  Rolls-Royce  engines 
build  on  an  amazing  record  of  reliability  that 
now  exceeds  over  two  million  engine  hours 
in  the  Gulfstream  executive  jet  fleet. 

When  others  have  tried  to  create  a  com- 
parable cabin  environment,  they  have  been 
wide  of  the  mark.  The  Gulfstream  III  still 
provides  the  most  floor  space  and  cabin  vol- 
ume in  a  shape  that  readily  accepts  interiors 
designed  for  the  optimum  comfort  and  con- 
venience of  its  passengers. 

As  we  see  it.  the  only  alternative  to  all  that 


the  Gulfstream  III  offers  is  something  less. 

Many  of  the  world's  major  corporations 
and  governments  apparently  see  it  that  way, 
too.  In  planning  for  the  most  reliable  and 
productive  means  of  transporting  key  ex- 
ecutives in  the  years  ahead,  they  are  making 
the  investment  in  the  Gulfstream  III  today. 

It  is  a  commitment  that  clearly  suggests 
confidence  in  the  continuing  superiority  of 
the  Gulfstream  III  both  as  an  airplane  and 
an  investment. 

Charles  G.  Vogeley.  Senior  Vice  Presi- 
dent of  Gulfstream  Marketing,  can  tell  you 
more  about  the  Gulfstream  III.  He  can  even 
arrange  a  full-scale  demonstration  of  the 
Gulfstream  III  on  a  business  trip  you  have 
to  take  somewhere  in  the  world.  Call  him  in 
Savannah,  Georgia,  at  (912)  964-3274. 

You'll  see  why,  as  other  business  jets 
attempt  to  approach  the  Gulfstream  III.  they 
find  they  have  a  long  way  to  go. 


The  Gulfstream  III.  The  Ultimate. 


M 
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The  Up-And-Comers 


Why  did  mail-order  mink  and  instant  fish 
bomb  out  when  Hula  Hoop  and  Frisbee 
were  world  beaters?  Because  they  were  not 
simple  enough,  says  Wham-O  Mfg.  Co. 


By  Ellen  Paris 


The  KISS 

system 


Wmm-O's  cofounder  Richard  Knerr  and  champion  Frisbee  catcher  Ashley  Whippet 
"We  damn  near  went  broke  with  the  Hula  Hoop  the  first  time  around." 


T|  his  spring  is  going  to  seem 
like  a  rerun  of  an  old  movie. 
Haberdashers  are  pushing  but- 
ton-down shirts  and  knit  neckties. 
Boutiques  are  showing  knees  and 
thighs  for  the  first  time  in  years.  Walt 
Disney  is  even  trotting  out  Cinderella 
for  its  once-in-a-decade  rerun. 

But  the  coup  de  grace  is  coming  this 
April  out  of  the  smoggy  southern  Cali- 
fornia suburb  of  San  Gabriel.  Even 
now,  daily  strategy  sessions  are  under 
way  at  San  Gabriel-based  Wham-O 
Mfg.  Co.,  plotting  for  D-day.  That's 
for  de'ja  vu  day,  when  the  people  who 
brought  you  wooden  slingshots,  Super 
Balls  and  Frisbees  will  once  again  un- 
leash the  Hula  Hoop  upon  the  land. 

Hula  Hoops?  Yep,  like  comets  and 
locusts,  hoops  return,  but  this  time 
with  a  peppermint  twist.  Think  back  to 
1958,  and  again  to  1967,  when  the 
circular  sacroiliac  strainer  burst  forth 
in  hues  of  yellow,  red  and  green,  with 
ridges  that  left  tread  marks  on  a 
hooper's  knees.  This  spring's  cam- 
paign will  feature  smooth  pink-and- 
white  swirled  hoops,  scented  with  pep- 
permint— because  peppermint-scent- 
ed powder  is  poured  into  the  hoop 
during  assembly  when  small  holes  are 
made  to  allow  the  scent  to  escape. 

Why  in  the  world  is  the  Hula  Hoop 
coming  back?  Because  noses  are 
twitching  at  Wham-O,  which  has  an 
admirable  record  for  instinctively 
picking  the  right  toy  at  the  right  time. 
Wham-O  cofounder  Richard  Knerr 
figures  it  this  way.  Half  a  generation 
has  passed  since  the  hoop's  second 
appearance  in  1967.  Plus,  conditions 
today  are  remarkably  similar  to  those 
in  1958,  when  80  million  to  120  mil- 
lion hoops  sold  in  six  months.  Then, 
as  now,  there  was  not  only  a  recession 
but  a  national  psychological  depres- 
sion as  well.  In  1958  it  was  Sputnik- 
induced.  Today  the  gloom  is  princi- 
pally economic.  So  why  not  play  it 
again,  with  the  simple,  inexpensive, 
mindless  hoop? 

Wham-O,  which  earned  $1.5  mil- 
lion on  sales  of  some  $24  million  for 
the  first  nine  months  of  1981,  is  in 
great  shape  to  fund  such  a  revivalist 
effort.  With  no  debt,  well  over  half  of 
its  total  capitalization  in  cash,  a  re- 
turn on  equity  currently  running  20% 
(and  52%  of  the  common  closely 
held),  Wham-O  can  roll  the  dice.  But 
that  does  not  mean  it  will  be  reckless. 
"We  damn  near  went  broke  with  the 
Hula  Hoop  the  first  time  around," 
says  Knerr,  a  salt-of-the-earth,  boot- 
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clad  entrepreneur  who,  with  partner 
Arthur  "Spud"  Melin,  founded 
Wham-O  in  1948.  While  competitors 
were  churning  out  unauthorized 
knockoffs,  Knerr  and  Melin  were  fran- 
tically setting  up  Hula  Hoop  factories, 
in  California,  New  Jersey,  Chicago, 
Toronto,  London  and  Germany,  pro- 
ducing up  to  100,000  hoops  daily  from 
a  single  location. 

Wham-O  had  lifted  the  hoop  idea 
from  Australia,  where  rattan  exercise 
hoops  were  popular.  The  company 
made  a  few  samples  for  its  executives 
to  try  out  at  home.  One  embarrassed 
officer's  wife  sent  her  husband  away 
to  another  room  to  practice  what  she 
judged  an  obscene,  hip-thrusting  mo- 
tion. Nevertheless,  buoyed  by  a  new 
polyethylene  plastic  compound, 
Wham-O  went  into  production  and 
began  demonstrating  Hula  Hoops  in 
department  stores.  Blessed  with 
priceless  national  publicity  from  the 
likes  of  Dinah  Shore,  Hula  Hoop  ma- 
nia took  off  in  March  1958,  faster 
than  a  speeding  Sputnik. 

Six  months  later  the  fad  died  out, 
however,  leaving  Wham-O  marooned 
on  a  mound  of  Hula  Hoops.  Though 
tiny  Wham-O  became  world  famous 
overnight,  it  garnered  an  infinitesimal 
$10,000  profit  from  those  millions  of 
Hula  Hoops  sold.  Knerr,  however, 
learned  a  lesson  worth  infinitely 
more.  "We  completely  lost  control," 
he  recalls.  "I'd  rather  lose  money  and 
know  where  I  lost  it,"  he  laments, 
"than  make  money  and  not  know 
where  I  made  it." 

Since  then,  Wham-O  has  been  mak- 
ing it,  and  rest  assured  Knerr  knows 
the  wherefores  and  the  whys.  As  with 
any  toy  company,  one  good  year  does 
not  a  trend  make.  But  since  1977  at 
least,  Wham-O's  parabola  basically 
has  been  positive,  although  nine- 
month  earnings  dropped  from  $2.51 
to  $2.04,  because  of  high  advertising 
costs  of  a  new  toy,  Magic  Sand. 

Much  of  Wham-O's  success  today 
traces  back  to  its  early  days,  when 
Knerr  and  Melin  founded  the  com- 
pany on  $600.  While  in  college,  the 
two  young  Californians  had  experi- 
mented with  mail-order  products. 
Knerr  and  Melin  had  thrashed  about 
Central  America,  looking  for  things  to 
import  for  mail  order.  They  had  tried 
Guatemalan  coats,  Mexican  chess 
sets  and  so  forth.  Some  products  sold. 
Others  didn't.  But,  more  important, 
Knerr  and  Melin  learned  that  the 
cheapest  way  to  test  a  product  was 
mail  order — much  cheaper  than  set- 
ting up  a  store  or  a  factory.  All  they 
needed  was  enough  product  to  fill  ini- 
tial orders,  and  a  few  bucks  to  place 
ads  here  and  there.  In  retrospect, 


some  of  their  ideas,  like  tomahawks 
and  blowguns,  seem  loony,  but  Knerr 
likes  to  say,  "You  can't  tell  whether 
the  fish  will  bite  if  you  don't  drop  a 
line  in  the  water." 

That  same  we'll-look-at-anything 
philosophy  prevails  at  Wham-O  to- 
day, one  of  the  few  toy  companies 
where  nearly  anybody  with  an  idea 
can  walk  up  and  get  a  hearing.  You 
don't  even  need  a  prototype.  "We'll 
even  take  a  glimmer  of  an  idea  and 
make  it  into  a  product,"  says  Barry 
Shapiro,  Wham-O's  executive  vice 
president.  That  is  how  it  came  across 
the  Frisbee  in  1 956. 

There  are  several  different  versions 
of  how  the  Frisbee  and  its  inventor, 
Fred  Morrison,  hooked  up  with 
Wham-O.  Morrison  tells  it  like  this: 
While  driving  by  a  parking  lot  one 
December  day  in  1956,  a  Wham-O 
employee  noticed  a  crowd  gathering 
around  a  pitchman.  Wondering  what 
the  attraction  was,  he  stopped  and 


While  other  toy  manufactur- 
ers slug  it  out  with  Space 
Invaders,  Asteroids  and 
trendy  electronic  games, 
Wham-O  lopes  along  with  a 
line  of  ten  products,  all  re- 
tailing under  $20. 


strolled  over.  There  was  Fred  Morri- 
son, a  carpenter  and  weekend  vendor, 
barking  the  joys  of  throwing  his  Pluto 
Platters. 

Pluto  Platters?  Morrison  had  started 
hurling  tin  cake  pans  on  the  Santa 
Monica  beach  for  fun  back  in  the 
Thirties.  Then  he  began  selling  them 
to  onlookers.  Twenty  years  later  Mor- 
rison was  still  selling  his  Pluto  Plat- 
ters, by  then  molded  into  plastic  sau- 
cers, hawking  them  at  county  and 
state  fairs. 

Wham-O  and  Morrison  arrived  at 
an  agreement,  and  Wham-O  changed 
the  name  from  Pluto  Platters  to  Fris- 
bee; the  rest  is  history.  (Morrison  says 
he  has  collected  around  $2  million  in 
royalty  payments  from  his  Frisbee, 
and  has  partially  retired  to  cash  royal- 
ty checks  and  tinker  around  with  air- 
planes in  La  Verne,  Calif.)  Frisbee 
took  years  to  catch  on,  but  with  a 
steady  return  perhaps  unmatched  in 
the  business. 

Of  course,  for  every  Frisbee  there 
are  a  few  products  (like  mail-order 
make-your-own  mink  coats — which 
sold  for  $9.95)  that  didn't  exactly  turn 
out  to  be  toyland  hall-of-famers.  Take 
"instant  fish,"  which  bwanas  Knerr 
and  Melin  found  through  a  tropical 
fish  dealer.  In  the  rainy  season  in  Afri- 


ca, certain  dry  lake  beds  sprouted 
thousands  of  tiny  fish,  hatched  from 
eggs  suspended  in  mud  left  over  from 
previous  rains.  Add  water  to  a  mud- 
cake,  and  wham-o,  you  have  an  in- 
stant fishery.  Great  idea,  right? 

Knerr  and  Melin  hawked  the  in- 
stant-fish concept  at  a  toy  show,  and 
were  swamped  by  a  tidal  wave  of  or- 
ders. Wham-O  set  up  an  instant-fish 
factory  in  San  Gabriel.  But  they  al- 
most drowned  in  warehouses  filled 
with  tanks  of  unhappy  African  fish 
that  weren't  breeding  properly,  laying 
enough  hatchable  eggs,  or  something 
like  that.  Anyhow,  Wham-O  couldn't 
fill  the  orders,  so  the  company  cut  its 
losses  in  the  early  Sixties  and  walked 
away  with  egg  on  its  face,  sort  of. 

What  Wham-O  had  done  was  vio- 
late its  own  unwritten  law,  the  KISS 
system — "Keep  it  simple,  stupid!" 
The  archetypal  example  is  the  sling- 
shot that  gave  the  company  its  name. 
Remember  those  thick-stemmed  ash 
window  breakers  with  rubber  slings? 
Knerr  and  Melin  cut  the  wood  in  their 
garage,  filling  orders  pouring  in  from 
ads  in  Field  &  Stream,  Popular  Mechan- 
ics and  even  the  Wall  Street  Journal. 
(Owing  to  a  declining  market  they 
have  since  dropped  the  slingshot.) 

Since  Wham-O  slid  out  of  mad  or- 
der in  the  Fifties,  simplicity  has  re- 
mained one  reason  it  has  been  suc- 
cessful year  in  and  year  out.  While 
other  toy  manufacturers  slug  it  out 
with  Space  Invaders,  Asteroids  and 
trendy  electronic  games,  Wham-O 
lopes  along  with  a  line  of  ten  products, 
all  retailing  under  $20.  Wham-O's  line 
is  so  simply  designed  a  kid  could 
sooner  break  a  ball  bearing  than  break 
one  of  Wham-O's  toys.  Result:  The 
company  doesn't  have  to  fool  with 
returns,  much  less  spend  big  up-front 
development  bucks,  wrestle  with  long 
lead  times  or  deal  with  zillions  of  so- 
phisticated components. 

Wham-O  also  uses  the  KISS  system 
in  its  manufacturing.  Most  of  its  prod- 
ucts are  sold  in  the  spring  and  sum- 
mer, just  when  many  of  the  seasonal 
workers  at  Christmas-oriented  toy 
manufacturers  are  being  laid  off.  So 
Wham-O  picks  up  workers  when  it 
needs  them  most,  in  the  dead  of  win- 
ter and  early  spring,  then  later  lets 
them  migrate  back  to  competitors  in 
late  summer  and  early  fall.  The  same 
is  true  with  Wham-O  manufacturers' 
reps,  who  work  for  Wham-O  in  the 
spring,  while  other  accounts  are  slack. 

To  keep  manufacturing  problems 
simpler  still,  Wham-O  contracts  out 
whatever  basic  manufacturing  it  can. 
It  contracts  the  basic  Frisbee  disc  out- 
side, then  merely  adds  the  labels  and 
packaging  in  San  Gabriel.  With  Hula 
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PITNEY  BOWES 
rRANSFORMS 

WE  WAY  THE  WORLD 
SETS  OUT  THE  MAIL 


Trust  Pitney  Bowes 
do  it  again.  Now  we 
:er  a  totally  integrated, 
^ally  electronic  mail- 
ocessing  system — a 
stem  with  so  many 
nefits  that  it's  going  to 
t  the  standard  for  effi- 
;ncy  in  mailrooms  and 
mmunications  centers 
over  the  world. 

It's  a  state-of-the-art 
velopment  that  offers 
proved  productivity  and 
rsatility  and  gives  you  more 
ntrol,  accuracy  and  speed  in  the 
ly  you  get  out  the  mail — all  of 
rich  lead  to  significant  economies  of  opera- 
>n.  Elements  of  the  system  include: 

Electronic  postage  meter  and  mailing 
achine  with  modular  weighing  and  accounting 
:erface  capability.  Fast  push-button  keyboard, 
ovides  meter-stamped  and  sealed  mail. 
Id  the  Pitney  Bowes  electronic  parcel  register 
:  shipping  parcels  via  private  shipping 


companies  such  as  U.P.S. 

Built-in  remote  meter  resetting — buy 

any  amount  of  postage  by  phone.  Saves  time 
and  trips  to  the  post  office.  High  postage 
capacity. 

Electronic  scales  with  decision-making 
capability.  Central  operator  control  saves 
steps,  minimizes  error,  and  provides  total 
communication  between  weighing,  metering, 
accounting,  and  documenting  functions. 
Entire  system  gives  total  electronic  reliability. 
Electronic  postage  accounting  sys- 
tem is  designed  for  anyone  needing  a  better  han- 
dle on  mailing  costs.  Gives  accurate,  trouble-free 
accountability  of  postage  expenditures  by  depart- 
ment or  account,  by  batch,  and  by  day,  week, 
month.  Supplies  a  printed  record. 

The  Electronic  Mail-Processing  System  from 
Pitney  Bowes.  It's  the  most  exciting  advance  in 
mailing  systems  since  we  invented  the  postage 
meter  and  metered  mail  61  years  ago.  In  119  coun- 
tries throughout  the  world,  a  company  that  services 
what  it  makes.  And  a  company  known  for  innovative 
new  products  that  help  business  and  government  do 
a  better  job. 


THE  PITNEY  BOWES  ELECTRONIC  MAIL- PROCESSING  SYSTEM. 


ELECTRONIC  POSTAGE 
ACCOUNTING  SYSTEM 


ELECTRONIC  POSTAGE  METER  AND 
MAILING  MACHINE 


m  W 

ELECTRONIC  SCALE 


Dp  Pitney  Bowes 

World  leader  in  mailing  systems 


more  information,  call  toll  free  anytime  (except  Alaska  or  Hawaii)  800-621-5199  (in  Illinois  800-972-5855)  Or  write  Pitney  Bowes,  1709  Pacific  Street.  Stamford, 
mecticut  06926  Over  600  sales  and  service  points  throughout  the  U  S  and  Canada  Postage  Meters,  Copiers,  Mailing,  Dictating,  Labeling,  Price  Marking  and 

Word  Processing  Systems,  Business  Forms  and  Office  Supplies 


Hoops,  one  worker  pours  peppermint 
resin  into  purchased  pink-and-white, 
10-foot  polyethelene  tubes,  while  an- 
other closes  them  into  finished  Hula 

Hoops. 

With  no  long-term  debt  and  a  $6 
million  cash  hoard,  Knerr  says  he's 
thinking  about  buying  some  type  of 
consumer  products  company,  and  will 
consider  most  anything — just  as  in 


the  old  mail-order  days. 

Knerr  and  Melin  control  52%  of 
Wham-O's  stock,  and  have  no  heirs  in 
the  business.  When  asked  what  hap- 
pens next,  Knerr  politely  points  out 
that  he,  56,  and  Melin,  57,  have  quite 
a  few  years  left  in  the  toy-picking 
business.  With  perhaps  the  three  best- 
selling  toys  .of  recent  times  behind 
them — the  Hula  Hoop,  Frisbee  and 


The  Up-And-Comers 


Softsoap  put  Minnetonka  on  the  map.  But 
staying  there  may  be  a  little  harder. 

Update: 
Minnetonka 
slip-slidin'  away 


THE  LAST  TIME  WE  LOOKED 
(Forbes,  Feb.  18,  1980),  Minne- 
tonka was  busting  open  a  new 
category  in  the  highly  competitive  $1 
billion  bar-soap  market.  As  revenues 
from  Softsoap,  a  liquid  hand  soap 
pumped  from  a  decorative  dispenser, 
came  flowing  in  on  a  sea  of  bubbles, 
total  sales  shot  up  from  $25  million 
to  $73  million  in  one  year.  Softsoap 
eliminated  messy  soap  dishes,  help- 
ing to  send  Minnetonka's  stock  from 
8  to  18  a  share  in  a  year.  Now?  The 
stock  was  recently  trading  at  under  4, 
prompting  a  shareholder  suit. 

"We  just  weren't  able  to  accurately 
forecast  the  market  size  or  the  num- 
ber of  competitors,"  says  Minneton- 
ka's founder  and  president,  Robert 
Taylor,  echoing  a  complaint  of  many 
small  companies  that  have  tried  to 
break  out  of  safe  niches  and  compete 
in  the  major  leagues.  While  Taylor 
expected  and  got  some  competition 
from  the  heavy  hitters,  like  Procter 
&  Gamble  and  Jergens,  he  did  not 
anticipate  the  50  brands  of  liquid 
soap  that  appeared  on  the  market 
like  mushrooms  after  a  rain.  Why  so 
many?  "Any  yo-yo  with  a  barrel  and 
an  oar  can  make  this  stuff  in  his 
backyard,"  says  Gordon  Wade  of  the 
Cincinnati  Consulting  Group.  Those 
backyard  concoctions  only  started  to 
hurt  when  they  were  sold  for  as  low 


as  25  cents,  compared  with  Soft- 
soap's  99-cent-to-$1.49  price  tag. 
Market  share  fell  and  Taylor  in- 
creased his  $10  million  advertising 
and  promotion  budget  by  at  least  an- 
other $2  million.  The  move  stabilized 
Minnetonka's  market  share  at  about 
65%,  but  third-quarter  earnings  fell 
to  1  cent  a  share,  compared  with  31 
cents  the  previous  year. 

Taylor  now  claims  the  problems  of 
Softsoap  are  behind  him  and  that  his 
marketing  blitz  has  reduced  the  threat 
from  backyard  competitors,  at  least 
for  now.  He  is  pressing  the  attack 
with  ShowerMate,  a  Softsoap  sibling 
that  hooks  on  to  shower  faucets.  Tay- 
lor plans  to  spend  $15  million  to 
launch  ShowerMate. 

The  initial  reports  are  only  luke- 
warm. But  Taylor  is  counting  on  his 
experience  with  Softsoap  to  make 
ShowerMate  a  hit  and  vows  to  increase 
spending  should  the  competition  come 
after  him.  "We  are  in  this  for  the  long 
haul,"  he  says.  "We  are  not  building 
Minnetonka  on  a  quarter-by-quarter 
basis."  He  plans  to  reduce  advertising 
support  for  the  product  once  Shower- 
Mate's  market  share  is  established — a 
risky  idea  when  the  majors  can  out- 
spend  you  any  time  they  choose.  But 
Taylor,  whose  older  lines  of  specialty 
products  have  nearly  saturated  their 
gift-store  distribution  market,  has  lit- 


Super  Ball — Knerr  and  Melin  have  al- 
ready had  their  share  of  success.  The 
secret,  Knerr  reminds,  is  looking  ev- 
erywhere, trying  all  sorts  of  ideas. 

So  the  mail-order  mink  coats  didn't 
work  out?  You  never  know.  When 
Forbes  visited  Richard  Knerr,  partner 
Melin  was  off  in  Australia  for  a  couple 
of  months.  Maybe  he  will  come  back 
with  instant  kangaroos.  ■ 


Edited  By  Paul  B.  Brown 


tie  choice  but  to  take  the  plunge  to  get 
the  growth  he  wants.  ShowerMate  is 
just  the  beginning,  says  Taylor,  who  is 
determined  to  make  Minnetonka  a 
$500  million  (sales)  company.  By 
when?  "I  won't  even  guess  at  the  time- 
table," he  dodges.  But  that  schedule 
includes  another  new  product  later  this 
year,  and  Taylor's  clearly  playing  for 
major  stakes. — Ellyn  Spragins 


Legal  aid 


Just  over  a  year  ago,  five  Intel  em- 
ployees decided  to  leave  the  Cali- 
fornia electronics  company  and  set  up 
their  own  shop,  Seeq  Technology.  But 
it  wasn't  that  easy. 

Soon  after  the  five  said  their  fare- 
wells, Intel  slapped  Seeq  with  a  lawsuit 
charging  that  the  employees  were  go- 
ing to  use  Intel's  trade  secrets  when 
they  set  up  their  own  business.  The 
suit,  fded  in  a  Santa  Clara  County 
court,  was  settled  Jan.  25.  But  until  the 
settlement  was  reached,  Seeq  had  been 
prevented  from  exchanging  technolo- 
gy with  another  company,  which 
would  hasten  work  on  its  major  prod- 
uct, a  microprocessor  and  memory- 
storage  device  for  computers. 

The  derivative  suit,  an  action  by  a 
shareholder  in  the  name  of  the  corpo- 
ration to  correct  an  alleged  harm 
against  the  company,  is  another  com- 
mon problem  for  companies.  The  law- 
suit against  Minnetonka  (see  above)  is 
an  example  of  this  action.  Derivative 
suits  generally  come  after  a  dramatic 
drop  in  the  price  of  the  company's 
stock  and  usually  charge  corporate  of- 
ficials with  mismanagement.  Miffed 
stockholders  rarely  blame  their  own 
bad  judgment. 

But  before  you  rush  out  to  learn  the 
difference  between  res  judicata  and  res 
ipsa  loquitor.  remember  that  when  it 
comes  to  potential  lawsuits,  it's  not 
so  easy  to  score  against  a  small  com- 
pany, especially  if  it  has  complied 
with  all  SEC  regulations.  "When  look- 
ing for  targets  to  sue,  we  look  for  a 
company  where  sales  are  over  $10 
million  and  preferably  over  $100  mil- 
lion," says  I.  Walton  Bader,  a  New 


inn 


EXCELLENT 
VAN  MILEAGE 


ESTIMATED 
RANGE 


26   ®    1043  <@) 


Std.  4.9L  (300  CID)  Std.  22.1-gal.  tank 

Six  with  optional  plus  optional  18-gal. 

overdrive  aux.  tank  on  138-in. 

transmission.  wb.  Total:  40.1  gal. 


Super  Van:  20  in. 

longer  inside  than 
regular  vans. 


ECONOLINE 


FORD  DIVISION  C&vkI 


k  attorney  who  handles  derivative 
suits.  Anything  under  $10  million,  he 
adds,  simply  won't  have  enough  as- 
sets to  make  the  lawsuit  worthwhile 
for  lawyers.  Bader  also  looks  for  com- 
panies that  have  been  the  target  of  an 
SEC  action.  If  the  government  has 
found  wrongdoing,  it  is  easier  to  prove 
in  a  civil  suit,  he  says. 

If  you  or  your  firm  becomes  the 
target  of  such  a  suit,  look  out! 
"Once  you're  in  a  lawsuit,  you've 
lost,  no  matter  what  the  result," 


says  Frederick  Adler,  a  lawyer  and 
venture  capitalist  who  was  Data 
General's  first  general  counsel. 
"You're  forced  to  divert  company 
assets  and  you've  kept  the  manage- 
ment from  going  ahead  with  build- 
ing the  company."  For  small  compa- 
nies that  can't  afford  to  have  a  law- 
yer on  the  .  payroll,  Adler  suggests 
relying  on  a  generalist  who  can  han- 
dle the  relatively  simple  matters  and 
can  refer  you  to  specialists. 

Will  large  firms  handle  your  prob- 


The  Up-And-Comers 


Goody  Products  may  be  the  IBM  of  bobby 
pins  today,  but  what  could  it  have  been  if 
the  Goodman  family  had  been  willing  to 
take  the  company  public  sooner? 

The  cost  of 
staying  private 


By  Steven  Flax 


Sneak  a  look  inside  any  wom- 
an's handbag  when  opportunity 
presents,  and  the  odds  are  better 
than  even  that  you  will  find  at  least  2 


or  3  of  the  450  hair-care  items 
cranked  out  by  Goody  Products  of 
Kearny,  N.J.  With  almost  60%  of  the 
market,  $125  million  (sales)  Goody  is 
the  IBM  of  bobby  pins.  Its  closest 
competitor,  the  Tip  Top  division  of 


lems?  Usually,  and  sometimes  at  less 
than  their  normal  hourly  rates.  After 
all,  that's  how  they  acquire  new  busi- 
ness. "Lawyers  have  to  take  an  ap- 
proach similar  to  that  of  venture  cap- 
italists," says  Donald  Slichter,  a  se- 
nior member  of  a  San  Francisco  law 
firm  that  represents  a  number  of  small 
companies.  "You  can't  walk  into 
Xerox  and  say,  'I'm  the  hottest  lawyer 
on  the  street,  retain  me.'  You  have  to 
get  the  companies  while  they're 
young." — Janet  Bamford 


Faberge',  has  only  12%  of  the  market. 

Who  would  want  to  be  top  frog  in  a 
little  pond  like  that?  Don't  be  too 
quick  to  hold  your  nose.  Over  the  past 
five  years  Goody's  sales  and  earnings 
have  been  growing  at  about  20%  a 
year,  and  return  on  equity  has  recent- 
ly been  running  a  respectable  16%  or 
so.  Profits  last  year  were  about  $6 
million.  It's  not  that  women  are  put- 
ting twice  as  many  barrettes  in  their 
hair.  That  growth  has  come  almost 
entirely  out  of  the  hides  of  Goody's 
competitors.  Its  market  share  has  al- 
most doubled  since  1976.  But  if 
Goody  is  sitting  pretty  today,  the  fi- 
nancing of  Goody's  development  has 
been  a  case  study  in  the  costs  of  stay- 
ing private. 

Henry  Goodman,  grandfather  of 
President  Leonard  Goodman,  got  into 
the  hair-notions  business  in  1907 
when  he  noticed  that  the  peddler  with 
the  pushcart  next  to  his  was  making 
lots  of  money  selling  ornamental 
combs.  Having  already  failed  as  a  gro- 


Leonard  Goodman  of  Goody  Products 

"Things  were  getting  stretched  tighter  and  tighter." 
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Young  man, 

your  cement  plant  is  ready. " 


Now  your  country  has 
what  it  needs  to  pursue  its 
ambitious  development  plans. 

The  cement  plant  expansion 
vIornson-Knudsen's  international 
subsidiary  (MKI)  recently  completed 
or  Indonesia's  PT.  Semen  Gresik/ 
Dersero  (PTSG)  presented  a 
ormidable  challenge 

The  Indonesian  government, 
anxious  for  increased  cement 
:apacity,  wanted  the  expansion 
yesterday." 

Working  on  the  shores  of  Java, 
nalf-a-world  away  from  equipment 
sources,  the  PTSG/MKI  team  had 
ess  than  three  years  to  engineer, 
procure,  install  and  start  up  the  million 
metric  ton  per  year  expansion  - 
without  interfering  with  the  existing 
500,000  mt/year  plant's  operations. 

And  they  did  it  -  under  budget  - 
despite  stateside  blizzards,  a  long- 
shoremen's strike  and  extended 
negotiations  involving  two  govern- 
ments and  a  dozen  private  banks. 

Their  secret?  Teamwork  Each  of 
the  team  members  understood  the 
demands  of  cement  plant  construc- 
tion, the  complexities  of  large  interna- 
tional projects  and  the  discipline  of 
PTSG's  cooperative  methods 


Nothing  illustrates  this  better  than 
the  estimated  and  actual  schedules. 
They  match  almost  perfectly 

And  that's  no  mean  feat  when  you 
consider  that  the  project  consumed 
10,000  tons  of  structural  steel,  16 
miles  of  piping  and  175,000  cubic 
yards  of  concrete.  It  took  50  freighters 
to  deliver  the  85.000  tons  of  produc- 
tion equipment,  materials  and 
supplies. 

Each  team  member  also  under- 
stood that  every  cement  plant  is  a 
one-of-a-kind.  Engineering  and 
design -done  by  two  other  Morrison- 
Knudsen  subsidiaries,  The  H.  K. 
Ferguson  Company  and  International 


Engineering  Company-and  procure- 
ment procedures  all  reflected  this  fact 

Performance  specs  were  drawn 
and  put  out  to  bid.  Responses  were 
presented  to  PTSG  management, 
with  recommendations.  Choices  were 
made,  based  on  cost  effectiveness 
and  technical  advantages  Detailed 
specs  were  written,  and  the  equip- 
ment was  ordered  "a  la  carte'.' 

"Just  like  you'd  build  a  component 
stereo  system"  says  Martin  Anderson, 
MKI  Project  Manager,  a  24-year 
veteran  who'd  worked  on  the  original 
PTSG  plant  back  in  1955.  For 
Martin,  going  back  to  Java  was  like 
"coming  home.' 

If  you're  planning  a  project 
and  you're  anxious  to  have 
it  completed  "yesterday,"  call  M-K's 
CEO,  Bill  McMurren,  at  (208) 
386-6700,  and  he'll  get  the  right 
people  to  your  office  PDQ. 

They'll  tell  you  how  M-K 
can  shave  dollars  and  days  off 
your  project,  and  they'll  take 
no  more  than  one  half  hour. 

PS.  Do  you  have  a  yen  for 
a  really  challenging  job? 
Send  your  resume  to  Tom 
Snediker,  our  Personnel 
Director. 


MORRISON-KNUDSEN  COMPANY,  INC. 

Boise,  Idaho  83729 


Engineers.  Builders.  Developers.  Managers.  Equal  Opportunity  Employers 


Energy  &  Communications: 
the  single-system  solution. 

The  Bell  System  offers  you  a  single  solution  to  two  critical 
Toblems:  how  to  reduce  energy  consumption  and  how  to  improve 
ommunications  capabilities. 

Energy  Communications  with  Dimension  PBX  is  an  innovative 
srvice  that  makes  use  of  any  building's  telephone  lines,  so  you  also  save 
onsiderably  on  the  cost  of  installation.  It  is  easy  to  operate  and  doesn't 
squire  a  special  technical  staff. 

At  Chicago's  650-room  McCormick  Inn,  the  system  paid  for 
;self  in  eight  months.  In  a  single  month,  it  saved  $9,000  in  electricity 
osts  alone. 

The  system  also  provides  businesses  with  new  communications 
exibility,  improving  overall  productivity  by  providing  greater  control  over 
eternal  and  external  communications. 

Your  Bell  Account  Executive,  an  industry  specialist,  is  ready  now 
d  discuss  the  application  that  meets  your  unique  needs. 

Put  our  knowledge  to  work  for  your  business. 

The  knowledge  business 


The  Up-And-(  Vomers 

ccr  after  his  arrival  from  the  Ukraine 
in  1906,  he  and  his  sons,  Abraham 
and  Jacob,  immediately  went  into 
competition  in  combs,  hi  the  back 
room  of  their  apartment,  whenever 
the  boarder  was  out  for  the  evening, 
they  drilled  and  set  rhinestones  into 
blank  combs  they  bought.  After  a 
while,  H.  Goodman  &  Sons  was  a 
factor  in  combs,  not  only  on  the  Low- 
er East  Side  but  in  jewelry  stores  from 
Hartford  to  Philadelphia. 

But  getting  national  chains  like 
Woolworth  and  Kresge  to  carry  its 
line  was  another  matter.  Nothing  Abe 
and  jack  Goodman  did  could  persuade 
the  powerful  buyers  at  the  large  vari- 
ety-store chains  to  carry  more  than 
just  a  few  Goody  hair  notions.  Finally, 
it  took  a  fluke,  an  event  that  had 
nothing  to  do  with  hair  accessories. 

One  day  in  1920  a  Kresge  buyer, 
Howard  Patton,  was  in  New  York 
looking  for  someone  who  could  make 
rhinestone-studded  dice.  Turned 
down  by  the  jeweler  across  the  hall 
from  Abe  and  Jack  Goodman,  Patton 
went  in  desperation  to  H.  Goodman 
&  Sons  which  used  the  snake-eyes 
contract  as  that  crucial  foot  in  the 
door  with  the  national  chains. 

Goody  did  so  well  during  the  Twen- 
ties that,  just  before  the  crash,  it 
bought  50%  of  a  floundering  plastic 
molding  company  called  Foster  Grant. 
Foster  Grant  was  hurting  so  badly 
that  Goody  often  had  to  meet  its  pay- 
roll. But  in  the  long  run  that  invest- 
ment enabled  Goody  to  remain  a  pri- 
vate company. 

After  World  War  II,  Foster  Grant 
was  flying  high,  buoyed  by  defense 
work  and  sales  of  its  sunglasses. 
Goody,  on  the  other  hand,  emerged 
from  the  wartime  deprivations  of  ma- 
terials and  manpower  as  a  barely  prof- 
itable company.  For  the  next  20  years 
it  was  only  marginally  profitable.  Nev- 
ertheless opportunity  was  knocking 
at  Goody's  door.  As  the  owner- 
founders  of  some  of  Goody's  small, 
private  competitors  got  older,  they  let 
their  businesses  run  down  or  collapse. 
There  was  all  their  market  share  to 
gain  in  addition  to  the  general  growth 
of  the  market,  but  that  required  cap- 
ital. Where  to  get  it? 

Len  Goodman's  father  and  uncle  ig- 
nored the  chilling  lesson  of  their  pri- 
vately owned  competitors  and  insist- 
ed on  remaining  private.  Like  a  ne'er- 
do-well  who  repeatedly  pawns  and  re- 
deems his  gold  pocket  watch,  Goody 
constantly  went  to  the  banks,  using 
its  high-flying  Foster  Grant  stock  as 
collateral  for  the  painstaking  develop- 


ment of  its  product  line.  "We  were 
never  out  of  debt  on  that  stock,"  ad- 
mits Len  Goodman.  "We  were  adding 
equipment  in  all  buildings,  borrowing 
as  we  went.  At  no  time  did  we  have  a 
good  balance  sheet.  Things  were  get- 
ting stretched  tighter  and  tighter.'' 

By  1970,  when  Goody's  lenders  at 
First  National  Bank  of  Boston  learned 
that  United 'Brands  had  purchased  a 
big  block  of  Foster  Grant  stock  from 
the  estate  of  Joe  Foster,  Len  Goodman 
was  called  on  the  carpet.  "These 
bankers  were  sitting  there  glaring  at 
me  as  I  walked  in,"  remembers  Good- 
man, a  reserved  man  who  enjoys  play- 
ing the  cello  in  his  spare  time.  Wasn't 
Goody  worried,  they  asked,  that  a 
wheeler-dealer  like  Eli  Black,  then 
chief  executive  of  United  Brands,  was 
not  the  sort  of  partner  Goody  should 
have  in  Foster  Grant?  It  looked  to 
them  as  if  Goody's  collateral  was  de- 
teriorating by  the  minute.  . 

Then  Black  made  an  open  market 
tender  offer  for  more  Foster  Grant. 
"Our  collateral  was  becoming  less  and 


"J'd  have  no  qualms  about 
throwing  them  out  if  they 
weren't  performing  for  us," 
says  a  customer.  "But  I 
cant  match  up  the  quality 
and  price  to  beat  Goody." 


less  liquid,"  says  Goodman.  "We  were 
really  in  serious  danger." 

This  time  it  took  an  act  of  God  to 
bail  Goody  out.  In  September  1974 
hurricane  Fifi  hit  Honduras,  destroy- 
ing United  Brands'  vast  banana  plan- 
tations there.  Black  was  forced  to  sell 
Foster  Grant  to  American  Hoechst. 
Goody  also  sold  its  Foster  Grant 
stock,  raising  $24.6  million  before 
capital  gains  taxes.  For  the  first  time 
since  before  the  war,  it  had  capital. 

Unfortunately,  Goody's  manage- 
ment didn't  show  very  good  judgment 
in  spending  it.  First  it  lent  $1.3  mil- 
lion to  officers,  directors  and  asso- 
ciates. Then  Abraham  Goodman, 
now  in  his  80s,  got  Goody  mired  in  a 
real  estate  deal  in  Jacksonville,  Fla. 
that  was  losing  more  than  $600,000  a 
year.  Finally,  Abe  Goodman  pledged 
stock  and  had  Goody  guarantee  loans 
for  the  Hebrew  Arts  School  in  New 
York  City,  which  had  amassed  about 
$4  million  in  operating  deficits  and 
building  costs. 

As  the  real  estate  deficits  began  to 
mount  and  defaults  at  the  Hebrew 
Arts  School  began  to  look  inevitable, 
it  became  clear  that  only  by  going 
public  could  Goody  shoulder  its  ever 
increasing  liabilities.  "It  was  an  un- 


tenable situation,"  admits  Hiram  Sil- 
verman, Goody's  chief  financial  offi- 
cer. Swallowing  his  stubborn  pride, 
Abe  Goodman  went  public,  raising 
$4.4  million  in  July  of  1980  by  selling 
500,000  shares,  24%  of  the  outstand- 
ing stock. 

In  fact,  for  the  first  time  in  its  75- 
year  history,  Goody  Products  is  now 
adequately  capitalized,  and  Leonard 
Goodman  is  determined  to  take  full 
advantage  of  it.  He  has  quickly  spent 
some  of  the  proceeds  automating 
Goody's  production  line  and  ware- 
house system.  As  the  lowest-cost, 
most  integrated  supplier  of  hair  acces- 
sories, Goody  is  secure  in  its  core 
business.  It  can  offer  retailers  margins 
that  are  56%  more  profitable  than 
shampoos,  68%  more  profitable  than 
hair  colorings  and  300%  more  profit- 
able than  hair  sprays.  Incentive  like 
this  is  leading  more  stores  to  give 
Goody  more  selling  space,  often  at 
competitors'  expense. 

Goody  is  so  efficient  a  producer 
that  its  accessories  compete  success- 
fully in  Japan,  Hong  Kong  and  Korea, 
where  many  of  Goody's  competitors 
have  their  products  manufactured.  Ex- 
ample: "Believe  me,  I'd  have  no 
qualms  about  throwing  them  out  in  a 
second  if  they  weren't  performing  for 
us,"  says  Don  Green,  a  cosmetics  and 
toiletries  buyer  for  Thrift  Drug.  "Be- 
ing part  of  J.C.  Penney,  we  are  able  to 
direct  import  merchandise  for  our- 
selves, so  I  looked  into  the  feasibility 
of  doing  that  for  hair  accessories.  But, 
quite  frankly,  I  can't  match  up  quality 
and  the  price  to  beat  Goody." 

Now  Goodman  has  introduced  an 
ambitious  new  75-product  line  of 
higher-priced  accessories  with  a  high- 
fashion  look,  called  the  Marvelle  In- 
ternational Collection.  Marvelle  is  in- 
tended to  give  retailers,  now  more 
than  ever  including  supermarkets,  the 
type  of  merchandise  normally  found 
in  department  stores  and  in  fancy 
boutiques. 

To  support  the  new  product  line 
and  maintain  momentum  in  tradi- 
tional lines,  Goody  has  embarked  on 
the  industry's  first  consumer  advertis- 
ing campaign,  with  $75,000  television 
commercials  by  photographer  Rich- 
ard Avedon  and  a  barrage  of  print  ads. 
Going  public  isn't  the  solution  to  ev- 
ery company's  problems,  but  it  cer- 
tainly was  for  capital-starved  Goody. 
"We  think  we  could  reach  $200  mil- 
lion in  sales  in  1985,"  says  Leonard 
Goodman,  "and  possibly  S400  million 
by  1990."  Goody  Products  is  clearly 
an  enterprise  where  the  pleasures  of 
remaining  private  were  simply  in- 
compatible with  the  building  of  a  tru- 
ly large  company.  ■ 
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Some  of  our  Quicks  use  very  little  gas. 


And  some  of  our  Uuichs  use  none, 


A  Buick  that  uses  very  little  gas  is  a 
description  which  most  certainly  befits  our 
Skylark,  as  you  can  readily  see  in  the  chart 
at  right. 

And  the  ones  which  use  none  are,  of 
course,  our  diesel-powered  Buicks. 

Since  we  don't  feel  that  the  economies 
of  diesel  power  should  be  offered  only  to  the 
buyers  of  a  limited  number  of  Buick  models, 
we  make  the  5.7  liter  diesel  engine  available 
on  Buick  Riviera,  Electra,  LeSabreand  Regal. 
And  we  offer  the  4.3  liter  diesel  as  an  option 
on  Regal  and  Century.  The  mileage  and  range 
estimates  for  these  cars  tell  their  own  persua- 
sive story  about  the  thriftiness  of  diesel  power. 

The  point  is,  you  can  pick  out  whichever 
Buick  you  like,  knowing  it  can  be  a  very 
economical  diesel-powered  Buick  if  you  so 
choose.  All  except  for  our  Skylark,  which, 
after  all,  uses  very  little  gas  to  begin  with. 

Use  the  estimated  MPG  for  comparison  Your  mileage  and 
range  may  differ  depending  on  speed,  distance,  weather  Actual 
highway  mileage  and  range  lower  Estimated  driving  and  high 
way  range  obtained  by  multiplying  mileage  estimates  by  fuel 
tank  capacity  Estimates  and  range  lower  in  California  Some 
Buicks  are  equipped  with  engines  produced  by  other  GM  Divi- 


sions, subsidiaries,  or  affiliated  companies  worldwide  See  your 
Buick  dealer  for  details  *Buick  projection  of  1982  EPA  V-6  diesel 
estimates.  See  your  dealer  for  actual  EPA  estimates 


EST. 

HWY 


EPA        EST  EST.  FUEL 

EST.       HWY.     DRIVING  TANK 
MPG     RANGE     RANGE  CAPACITY 


Skylark  41  |26| 

Diesel  Riviera  35  [20] 

Diesel  Electra  36  [22] 

Diesel  LeSabre  36  [22] 

Diesel  Regal  36  [25] 

(4.3  Liter) 

Diesel  Century*  42  [26]  697 

(4.3  Liter) 


599 
798 
936 
936 
713 


|456l 


^721 


[495] 


14.6 
22.8 
26.0 
26.0 
19.8 

16.6 


Wouldn't  you  really  rather  have  alSuick? 


Is  interstate  banking  legal?  A  tough  ques- 
tion— but  not  for  three  holding  companies 
that  slipped  through  a  Florida  loophole. 


The  best  spots 
on  the  beach 


By  Jayne  A.  Pearl 


W'  HILE  REGULATORS  WRESTLE 
with  the  concept  of  inter- 
state banking,  bankers  are  al- 
ready picking  off  the  choicest  mar- 
kets. Nowhere  is  this  back-door 
branching  more  prevalent  today  than 
in  Florida — and  a  close  look  at  what's 
happening  there  helps  to  point  up  the 
problems  with  this  catch-as-catch- 
can  expansion. 

The  Sunshine  State  is  one  of  the 
country's  choicest  growth  pockets, 
flush  with  well-heeled  retirees  and 
hustling  small  businessmen.  Unlike 
California  or  Texas,  banking  there  is 
relatively  unconcentrated,  making 
the  potential  even  juicier. 

New  York's  Chemical  Bank  is  espe- 
cially eager  to  get  a  foot  in  the  door.  It 
is  proposing  to  buy  a  $70  million 
stake  in  Florida  National  Banks,  a 
holding  company  that  has  25  subsid- 
iaries with  93  offices — thereby  pro- 
tecting FNB  from  a  hostile  takeover 


attempt  by  a  Venezuelan  shareholder. 
Should  interstate  expansion  be  per- 
mitted, Chemical  has  agreed  to  pur- 
chase the  remaining  shares  at  a  hefty 
1.5  times  book  value. 

That  has  bankers  everywhere  in  an 
uproar.  But  the  real  Florida  story  isn't 
Chemical's  bold  acquisition  strategy. 
Instead,  it's  that  legal  loopholes  give 
three  out-of-state  banks  carte  blanche 
to  expand  there  right  now.  To  under- 
stand this  anomaly,  however,  you 
need  some  history. 

In  1972  Florida's  legislature  passed  a 
law  prohibiting  out-of-state  institu- 
tions from  opening  trust  company  af- 
filiates there.  Local  bankers  who 
sought  the  ban  wanted  to  protect 
their  lucrative  trust  business.  The 
three  institutions  with  trust  affiliates 
already  set  up — NCNB  Corp.,  North- 
ern Trust  Corp.  and  Royal  Trustco — 
were  grandfathered  under  the  1972 
law.  That  didn't  exactly  please  the 
Florida  Bankers  Association.  But  why 
worry?  The  "loophole"  involved  only 


three  banks,  and  the  Federal  Reserve 
bans  interstate  branching  anyway. 

Or  does  it?  Last  December  the  Fed 
interpreted  the  loosely  drafted  grand- 
father clause  to  entitle  NCNB,  North- 
ern Trust  and  Royal  Trustco  to  full 
banking  privileges  in  Florida.  They 
moved  quickly  to  exploit  them.  In 
January,  NCNB  acquired  First  Nation- 
al Bank  of  Lake  City.  "Obviously,  we 
would  like  to  expand  on  what  we  have 
here,"  says  Chairman  Thomas  Storrs, 
"but  we  will  do  it  only  after  we've 
taken  a  careful  look  at  other  mar- 
kets." Meanwhile,  Northern  Trust 
Corp.,  which  has  trust  affiliates  in 
Miami,  Sarasota,  Palm  Beach  and  Na- 
ples, plans  to  open  a  full-service  sub- 
sidiary in  Miami. 

Even  more  aggressive  is  Royal 
Trustco,  Canada's  largest  bank,  which 
has  fewer  regulatory  restrictions  than 
a  U.S.  institution.  Its  Florida  bank- 
holding  subsidiary,  the  Royal  Trust 
Bank  Corp.,  owns  banks  in  seven 
cities,  with  a  24-branch  network  and 
consolidated  assets  of  $410  million. 
Royal  Trust  Bank  President  Jerry  Gil- 
liam says,  "We're  always  looking  at 
potential  candidates  for  acquisition." 

The  confusion  will  soon  increase, 
however.  Florida's  1972  law  was  con- 
siderably weakened  by  a  1980  U.S. 
Supreme  Court  ruling.  A  federal  mora- 
torium on  out-of-state  trust  compa- 
nies also  expired  last  October,  so  the 
welcome  mat  is  out.  As  of  last  month, 
8  non-Florida  banks  had  applied  for 
state  trust  charters  and  14  have  filed 
for  national  charters.  Manufacturers 
Hanover  and  Continental  Illinois  are 
already  doing  business  in  Florida. 
These  latecomers,  of  course,  won't  be 
allowed  the  luxury  of  full  banking 
powers  enjoyed  by  NCNB,  Northern 
Trust  and  Royal  Trustco.  But  with  or 
without  trust  charters,  non-Florida 
bankers  are  still  free  to  set  up  loan 
production  offices,  consumer  finance 
departments,  Edge  Act  corporations 
and  international  banking  facilities. 

Not  surprisingly,  the  locals  aren't 
pleased  by  all  this  expansion.  South- 
east Banking  Corp.,  for  example,  the 
largest  bank  in  Florida,  made  a  pre- 
vious bid  for  Florida  National  Banks 
and  is  now  contesting  Chemical's 
proposal.  But  John  Milstead,  who 
manages  the  Florida  Bankers  Associ- 
ation, admits  that  the  tide  can't  be 
reversed.  "We've  just  got  to  get  off  a 
one-way  street,"  he  concludes. 

Today  the  Sunshine  State,  tomor- 
row the  world.  Interstate  banking  is 
upon  us — a  change  that's  probably  for 
the  better.  Sadly,  however,  too  much 
of  the  revolution  is  coming  by  luck 
and  by  loophole,  instead  of  through 
direct  deregulation.  ■ 


We  can  show  your  company  how  to  get 
an  effective  tax  rate  of  2.40/o"4.50/o 


WHAT  TAX  RATE  WOULD  YOUR  COMPANY  GET? 
COMPARE  YOUR  OWN  PROJECTION  WITH  THIS 
TYPICAL  HYPOTHETICAL  EXAMPLE  SHOWING 
AN  EFFECTIVE  TAX  RATE  OF  2.5% 

Sales 

Profit  before  tax 

Production  worker  payroll  $500,000 
5%  Payroll  deduction  (25,000) 

Adjusted  Taxable  income 


$5,000,000 
500,000 

-25,000 
$475,000 


ANNUAL  INCOME  TAX  CALCULATION  BY  PERIOD 


Years 

1-5 

6-10 

11-15 

16-20 

%  Tax  Exempt 

90% 

75% 

65% 

55% 

%  Taxable  Income 

10% 

25% 

35% 

45% 

Taxable  Income 

$47,500 

118,750 

166,250 

213,750 

Calculated  Tax 

$12,475 

36,438 

56,075 

76,163 

Effective  Tax  Rate 

2.50% 

7.29% 

11.22% 

15.23% 

*Tax  exemption  duration  depends  upon  zone  in  which  firm  is  located  The  U  S 
Internal  Revenue  Code  Section  936  lets  you  bring  current  profits  home  without 
US  taxes  However,  a  Puerto  Rican  tollgate  tax  of  between  5%  and  10%.  depending 
on  the  conditions  under  which  funds  are  repatriated,  will  be  levied 
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But  here's  the  real  bottom  line. 


Over  2600  mainland  American  companies  have  set  up  shop 
i  Puerto  Rico.  Most  came  for  the  very  low  effective  tax  rates,  the 
>est  under  the  American  flag.  In  1980  they  netted  a  total  of  $3.2 
lillion  in  profits. 

If  that  isn't  the  bottom  line,  what  is? 

In  Puerto  Rico,  it's  people  — our  greatest  natural  resource. 

Manufacturers  quickly  learn  that  Puerto  Rico's  work  force  is 
itelligent,  skilled,  loyal  and  productive.  Our  workers  have 
Timense  pride  in  their  accomplishments.  They  are  quick 
earners.  Fast  business  start-ups  are  the  rule,  not  the  exception. 


As  D. V.  d'Arbeloff,  Chairman-CEO,  Millipore  Corp.  puts  it: 
"Puerto  Rico  has  been  an  extremely  happy  situation  for  Millipore. 
The  tax  break  is  great.  But  the  key  to  it  all  is  that  loyal,  intelligent, 
responsive  work  force." 

Puerto  Rico  is  the  ideal  second  home  for  American 
business.  Because  we  get  things  done. 

Puerto  Rico,U.S.A. 

The  ideal  second  home  for  American  business. 


We  get  things  done* 

For  more  information,  write  us  on  your  company  letterhead  Puerto  Rico  Industrial  Development,  Depl.  FB-23,  1290  Avenue  of  the  Americas,  New  York,  NY  10104  Or  call  us  toll-free  (800)  223-0699 

Ask  for  Carlos  Marquez,  Deputy  Administrator  In  New  York  State,  call  (212)  245-1200 


Want  to  see  air  conditioning  that  meets 
the  demands  of  the  silent  service? 


Borg -Warner's  York  Division  supplies  our  nuclear  submarine  fleet  with  cooling  systems  that  ^^fJvARNER 
stand  up  to  the  U.S.  Navy's  demanding  specifications.  That's  Borg-Warner  today.  And  there's  more  — ^^=— 
to  come.  In  eight  major  markets,  Borg-Warner  is  a  company  to  watch. 


Watch 
Borg-Warner 

For  an  annual  report  write:  Borg-Warner,  Dept.  50, 200  South  Michigan  Avenue,  Chicago,  Illinois  60604 


Like  cars  in  the  Twenties,  radio  in  the  Thirties  and  TV  in  the  Fifties, 
Personal  computers  are  a  giant  business  that  is  fast  becoming  mass. 


Tomorrow  has 
arrived 


By  Kathleen  K.  Wiegner 

Snapshots  from  the  big  pic- 
ture: The  kid  in  Los  Angeles  is 
already  outgrowing  his  $895 
TRS-80  personal  computer.  He  tells 
the  ComputerLand  store  manager 
that  he  intends  to  trade  up  to  a  larger 
system — "with  disks,  because  cas- 
settes are  too  slow" — that  will  cost 
around  $2,500.  "But  I  could  use  it  for  a 
long  time  because  the  system  is  easily 
expandable,"  adds  the  kid.  The  dealer 
smiles.  The  kid  is  just  14. 

Across  the  country  in  Cos  Cob, 
Conn.,  an  audience  of  some  60  par- 
ents— potential  computer  buyers  all — 
listen  to  the  junior  high  school  math 
teacher  explain  the  personal  system 
he  has  put  together  from  an  Apple  II 
(cost:  $1,530),  a  green-screen  monitor 
($219),  a  disk  drive  ($640)  and  a  print- 
er ($645). 

In  Dallas,  the  CompuShop  is  selling 
Apples  to  small  business  owners,  cor- 
porate middle  managers,  lawyers  and 
financial  analysts  who,  along  with 
software  programs  for  accounting  and 
inventory-keeping,  purchase  a  couple 
of  video-game  packages,  paying  for 
the  lot  with  company  checks.  "Obvi- 
ously the  rationale  is  that  it  is  a  busi- 
ness tool,"  observes  the  proprietor 
sagely.  And  so  it  is. 

In  Anaheim,  Calif.,  savvy  engineers 
from  nearby  Rockwell  International 
shop  around  for  personal  computers  to 
help  them  in  their  work.  When  they^ 
find  one  that  they  like,  they 
put  in  a  requisition  to  the  pur- 
chasing department  for  "test 
equipment." 

The    personal  computer 
business,  in  short,  is  boom- 
ing. Last  year  there  were  1 
million  units  sold,  which, 
when  you  include  peripher- 
al equipment  and  programs 


sold  along  with  the  computers, 
brought  total  revenues  to  $2  billion — a 
new  industry  already  as  large  as  the 
dog-food  business. 

If  you  don't  already  know,  a  person- 
al computer  is  simply  this:  At  the 
heart  of  computing  power  is  a  tiny 
microprocessor,  which  sells  for 
around  $3  to  $5.  Wrapped  around  the 
microprocessor  chip  are  a  handful  of 
other  miniature  components  and  a 
keyboard  for  entering  information. 
Add  a  monitor  (or  your  own  TV  set) 
and  a  way  to  load  programs  into  the 
computer  (a  cheap  cassette  tape  re- 
corder will  do)  and  you  are  in  the 
computer  game,  just  like  the  big  folks. 
By  switching  from  tape  to  record-like 
disks,  a  user  can  store  enough 
information  to  run  a  small 
business  or  control  a  sophis- 
ticated piece  of  machinery. 
Add  a  printer  and  out  come 
printed  letters  or  parts  in  in- 
ventory. Attach  a  modem 
(short  for  modulation/demodu- 
lation) and  you  can 
data  stored  in  other  com. 


puters  over  a  phone  line.  Finally,  there 
are  the  thousands  of  software  pro- 
grams (which  tell  the  computer 
whether  it  is  processing  a  letter  or 
playing  Space  Invaders)  for  building  a 
library  of  computer  uses.  Things  like 
home-budgeting  or  managing  a  stock 
portfolio. 

Retailers  have  not  seen  a  market 
like  personal  computers  since  the 
great  days  of  the  automobile.  The 
markups  run  well  over  30%,  and  the 
computer  itself  is  only  the  start  of  the 
sale.  There  are  the  options,  sold  a  la 
carte — floppy  disk  drives,  video  moni- 
tors, high-speed  serial  interface  cards. 
And  there  is  the  necessary  software. 
A  popular  program  called  Visi- 
Calc,  a  computerized  model 
of  a  ledger  spread  sheet, 
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Retailers  have  not  seen  a 
market  Wee  personal  com- 
puters since  the  great  days 
of  the  automobile.  Dealer 
markups  run  well  over  30%, 
and  the  computer  itself  is 
only  the  start  of  the  sale. 


costs  around  $200.  It's  like  selling  a 
film  of  the  Super  Bowl  and  a  TV  set  on 
which  to  watch  it  at  the  same  time. 

The  projections  are  simply  breath- 
taking: By  1985,  reckon  analysts  of 
the  new  industry,  personal  comput- 
ers— machines  selling  for  less  than 
$10,000  that  are  designed  to  be  used 
primarily  by  one  person — will  be  an 
$8  billion  to  $10  billion  market. 

The  existing  distribution  system — 
1,500  computer  stores,  led  by  the  655 
Radio  Shacks  and  the  220  Computer- 
Lands— couldn't  begin  to  handle  that 
kind  of  volume.  But  the  nation's  larg- 
er retailers  are  aware  of  the  opportuni- 
ties. R.H.  Macy  has  begun  to  sell  Atari 
and  TI  computers,  and  in  the  spring 
will  begin  selling  Apple,  Xerox  and 
Osborne.  Carter  Hawley  Hale's  Wem- 


stock  stores  and  the  Dayton- Hudson 
chain  are  carrying  personal  comput- 
ers, and  Sears  business  stores  will 
handle  the  new  IBM  product.  Inde- 
pendent sales  outfits  (akin  to  systems 
houses  that  handle  larger  computers) 
package  personal  computers  with  ap- 
propriate software  and  sell  them  to 
doctors,  lawyers,  accountants  and 
even  farmers. 

Alas,  a  boom  is  not  healthy  for  ev- 
eryone in  the  business.  As  autos 
boomed  into  a  mass  market,  the  Peer- 
less, the  Huppmobile,  the  Pierce-Ar- 
row,  Auburn-Cord  and  many  other 
early  starters  fell  by  the  wayside. 
There  is  something  about  growth  that 
leads  to  concentration.  As  the  original 
Henry  Ford  and  GM's  legendary  Al- 
fred P.  Sloan  demonstrated  almost  60 
years  ago,  nothing  is  more  uncertain 
than  the  early  days  of  a  giant  market. 

This  time  the  pioneers  are  Cuper- 
tino, Calif. 's  Apple  Computer  Inc., 
where  two  entrepreneurs  brought  out 
the  first  personal  computer  in  1976; 
Tandy  Corp.,  owners  of  Radio  Shack; 
Commodore  International;  the  Atari 
division  of  Warner  Communications 
Inc.  These  bold  beginners  had  the 
field  pretty  much  to  themselves  while 
the  market  remained  largely  one  of 
the  small  businessmen,  professionals 
and  video-game  players.  Some  of  the 
computers  sold  for  as  little  as  $500 
and  were  thought  to  be  beneath  the 
dignity  of  the  data-processing  giants. 

But  the  market  was  destined  not  to 
remain  small.  In  an  age  of  soaring 
costs  for  raw  materials  and  labor,  the 
computer  remains  one  of  the  last 
means  of  reducing  costs  and  increas- 
ing productivity.  Using  manual  meth- 


yl Dal  Berry  with  Xerox  820 
Xerox  has  taken  a  safe 
route,  offering  a  "me,  too" 
Apple.  Any  excitement  was 
quickly  drowned  in 
IBM's  announcement. 
But  Xerox  can  give 
customers  a  plan  for 
linking  the  820  with  its 
other  office  products. 


ods,  it  would  cost  a  business  $233,000 
a  year  to  match  what  a  $15,000  com- 
puter can  do.  And  not  only  does  a 
computer  save  money:  It  greatly  in- 
creases the  range  of  what  a  single  in- 
dividual can  do  unaided.  The  market 
therefore  would  not  forever  be  limited 
to  small-time  users. 

Last  August  mighty  IBM  intro- 
duced its  first  personal  computer. 
Xerox  entered  the  market  last  year  as 
well.  "Our  move  was  partly  defen- 
sive," acknowledges  W.  Dal  Berry, 
vice  president,  office  products  busi- 
ness unit.  "We  were  beginning  to  see 
Apples  and  Tandys  used  by  our  major 
accounts."  The  minicomputer  mak- 
ers Hewlett-Packard,  Digital  Equip- 
ment and  Data  General  jumped  into 


the  fray.  Texas  Instruments  regrouped 
after  an  initial  marketing  mistake 
with  its  personal  computer  and  is 
back  in  the  marketplace;  Nippon  Elec- 
tric is  the  most  advanced  Japanese 
entrant  in  personal  computers,  but 
only  the  first  of  an  anticipated  pha- 
lanx of  competitors  from  Japan.  Ze- 
nith Radio,  which  makes  computer 
terminals,  brought  out  its  own  per- 
sonal computer  in  1979. 

Competition  is  expensive.  Adver- 
tising budgets  are  up,  prices  for  hard- 
ware are  being  trimmed  here  and 
there.  The  cost  of  developing  new  and 
better  products  is  rising.  Tandy  spent 
an  estimated  $150,000  developing  its 
first  personal  computer  in  1977;  for 
its  latest,  the  TRS-80  Model  16  an- 


nounced last  month,  the  development 
cost  was  not  thousands  but  millions. 

At  the  beginning  of  1982  the  per- 
sonal computer  market  appeared  to  be 
dividing.  On  one  hand,  the  high  end — 
targeting  the  large  corporations  where 
banks  of  the  little  machines  might  be 
linked  to  the  firm's  mainframe  com- 
puter system.  On  the  other  hand,  the 
low  end,  the  still  emerging  personal 
and  home  market.  Companies  were 
choosing  their  turf  and  readying  for  a 
battle  that  would  undoubtedly  change 
the  current  rankings  in  the  market. 

The  industry  is  still  so  new  that 
estimates  of  market  share  depend 
somewhat  on  who  is  doing  the  esti- 
mating. The  Dallas  research  firm  Fu- 
ture Computing  counts  orders  as  well 


Rising  expectations 


Units  sold*  (millions) 


If  you  own  a  personal  computer,  you  are  undoubt- 
edly the  first  on  your  block.  One  million,  by  con- 
servative estimate,  have  been  sold.  Meanwhile,  a 
list  of  worldwide  sales  last  year  reveals  two  inter- 
esting names:  Nippon  Electric,  tops  in  Japan  but 
less  in  evidence— so  far — in  the  U.S.;  and  IBM,  in 
the  market  four  months  and  already  4%  of  it. 


Market  share  oi  1981  retail  sales  of  $2.2  billion 


Tandy /Radio  Shack:  23% 


Commodoie:  10% 


Nippon  Electric  Co.:  7% 
Hewlett-Packard:  5% 


IBM:  4%  .<\  


Others:  28% 

(Including  Xerox,  Digital  Equipment, 
Zenith,  Texas  Instruments.) 


Source:  Gartner  Croup 


'Based  on  retail  price  under  SI 


'76    '77     78    '79    '80    '81    '82    '83     '84  '85 


Source:  Dataquest 


Richard  Moore  with  H-P  85 
Hewlett-Packard  is  not 
changing  its  corporate  phi- 
losophy: Sell  to  customers 
with  some  technical 
know-how  who  will  pay 
a  bit  more  for  an  H-P 
product.  So  far,  H-P  has 
sold  around  $125  mil- 
lion worth  of  H-P  85s 
and  peripherals, 
good  enough  for  p 
sonal  computers  t 
be  given  divisionc 
status. 


as  computers  shipped  to  compile  the 
following  line-up  for  1981  sales  and 
installed  bases: 

•  Apple,  an  entrepreneurial  com- 
pany that  had  $335  million  revenues, 
$39.4  million  net  income  last  year, 
180,000  machines  sold  in  1981,  in- 
stalled base  of  350,000. 

•  Tandy  Corp.,  a  retailing  company 
of  $1.7  billion  revenues  and  $170  mil- 
lion net  income,  170,000  sold  last 
year,  installed  base  of  400,000. 

•  Commodore  International  Ltd.,  a 
King  of  Prussia,  Penna.  company  of 
$187  million  sales,  $24.9  million  in- 
come, 150,000  sold  last  year,  300,000 
installed  base. 

•  IBM,  the  world  leader  in  data  pro- 
cessing, $26  billion  revenues,  $3.5  bil- 
lion net  income,  sold  40,000  ma- 
chines from  August  through  Decem- 
ber 1981. 

•  Texas  Instruments,  the  big  semi- 
conductor manufacturer,  $4  billion 
revenues,  $212  million  net  income, 
30,000  unit  sales  in  1981,  45,000  ma- 
chines in  the  field. 

•  Atari,  a  division  of  Warner  Com- 
munications, estimated  personal 
computer  revenues  $10  million, 
30,000  sold  last  year,  40,000  comput- 
ers in  the  field. 

•  Hewlett-Packard,  the  leading 
maker  of  scientific  instruments,  $3.6 
billion  revenues,  $312  million  net  in- 
come, 26,000  units  sold  in  1981, 
36,000  in  the  field. 

•  Others — including  such  promi- 
nent names  as  Digital  Equipment, 
Xerox,  Data  General,  Zenith,  Nippon 
Electric — sold  among  them  129,000 
machines  in  1981,  with  a  total  of 


some  180,000  computers  in  the  field. 

Who  among  the  above  will  be  on 
top  in,  say,  1985?  Who  among  them 
may  not  even  survive,  at  least  as  an 
independent  company?  A  lot  depends 
on  how  each  company  approaches  the 
developing  markets.  If  this  were  the 
1960s  era  of  mainframe  computers, 
the  pioneers'  large  bases  would  give 
them  a  hard-to-challenge  lead.  But  in- 
stalled base  is  less  of  an  advantage  in 
personal  computers  than  it  was  in 
mainframes.  Then  a  customer  had  to 
transform  its  entire  data-processing. 
With  the  personal  machine,  an  indi- 
vidual customer  may  trade  in  or  trade 
up  to  the  latest  hot  product — as  with 
autos  in  the  golden  days  of  Detroit — 


since  his  overall  investment  is  consid- 
erably less. 

And  that  is  but  one  reason  why  the 
company  that  has  all  other  personal 
computer  makers  frightened  is  IBM. 
"The  marketplace  is  in  such  turmoil 
that  customers  go  with  the  hottest, 
newest,  most  powerful  product,"  says 
David  Crockett,  senior  vice  president 
of  the  Cupertino,  Calif,  market  re- 
search firm  Dataquest. 

IBM  is  gearing  its  marketing  strate- 
gy to  entice  everyone  from  chief  ex- 
ecutive to  adolescent  to  "own  a  little 
IBM."  To  get  into  the  market  quickly 
and  in  a  way  calculated  to  give  it  the 
broadest  possible  acceptance,  the  big 
company  violated  many  of  the  rules 
that  were  always  said  to  be  graven  in 
Armonk  stone.  In  big  computers  IBM 
develops  its  own  software,  for  in- 
stance. But  IBM  designed  its  personal 
computer  to  run  the  most  popular  in- 
dependently produced  programs — 
Easy  Writer  by  Information  Unlimit- 
ed Software,  VisiCalc  by  Personal 
Software.  Another  rule:  IBM  makes 
its  own  parts.  Not  so  in  personal  com- 
puters. "One  critical  decision  was  not 
to  manufacture  some  of  the  hardware 
ourselves,"  says  P.  Don  Estridge,  who 
is  in  charge  of  developing  and  market- 
ing the  IBM  PC.  "We  wanted  to  intro- 
duce a  machine  that  customers  and 
hardware  and  software  vendors  used 
to  working  with  Apple  and  Tandy 
were  familiar  with.  Unfamiliar  tech- 
nology would  have  taken  time  for  peo- 
ple to  learn." 

Most  ominous  perhaps  for  IBM's 
competitors  is  how  quick  and  entre- 
preneurial it  was  in  bringing  out  the 
PC.  It  is  selling  through  retail  stores — 
ComputerLand  and  Sears  special  out- 
lets— as  well  as  through  the  com- 


James  Finke  with  Commodores 
Commodore  aims  to  out- 
Japanese  the  Japanese  by 
being  the  low-cost  manufac 
turer  and  developing  a 
more  universal  person- 
al computer  that  can 
use  other  people's 
software.  The  VIC -20, 
far  right,  is  a  home 
hit  at  only  $300. 
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)any's  vaunted  direct  sales  force  (for 
he  larger  corporate  accounts).  Ana- 
ysts'  estimates  are  that  IBM  will  sell 
it  least  100,000  of  the  $1,565  to 
56,300  PCs  this  year  and  The  Gartner 
^roup  projects  that  by  1985  the  com- 
>any  will  have  14%  of  the  market. 

Still,  even  the  New  York  Yankees 
md  Dallas  Cowboys  can  be  beaten, 
md  competitors  are  not  wilting  in 
ear.  Xerox  is  aiming  for  the  same 
)ffice  automation  market  as  IBM. 
/ice  President  W.  Dal  Berry  views 
Cerox'  820  personal  computer  as  an- 
)ther  work  station,  along  with  elec- 
ronic  typewriters  and  word  proces- 
ors  that,  connected  together,  can 
;hare  storage  and  central  data  bases. 
5ut  Xerox  has  also  set  up  a  separate 
iales  organization  to  sell  to  small  busi- 
lessmen.  While  Xerox'  820,  which 
:ame  out  last  June,  is  no  breakthrough 
n  technology,  the  company  can  back 
t  up  with  a  vast  sales  and  service 
>rganization,  an  overall  office  auto- 
nation  strategy  and  the  leverage  it 
;ets  from  divisions  that  make  disk 
Irives  and  printers. 

Minicomputer  makers  Digital 
equipment  and  Data  General  are  still 
leveloping  strategies.  Data  General 
vas  late  with  its  business  oriented 
enterprise  system  and  with  the  soft- 
vare  to  support  it.  Digital  has,  in  the 
vords  of  an  analyst,  "announced  its 
ntention  to  announce"  by  offering 
>wners  of  one  of  its  terminals  the 
:quipment  to  convert  it  into  a  com- 
mter.  Further  along,  Hewlett-Packard 
las  adopted  a  more  narrow  marketing 
trategy.  Marketing  Manager  Dean 
Hainos  sees  the  fastest  growth  be- 
ween  now  and  1985  in  office,  small 
msiness  and  scientific  uses.  H-P, 
vith  its  strong  instruments  business, 
s  already  solid  in  the  scientific  mar- 
ket and  is  aiming  at  what  H-P  calls 
he  analytical  professional  market — 
e.,  financial  analysts,  planners  or  en- 
sneers.  H-P,  says  Clainos,  is  not  mar- 
keting to  small  business  at  present 
>ecause  often  these  businessmen 
vant  a  low  price  and  then  require  lots 
)f  hand-holding  afterwards.  "Scien- 
ists,  on  the  other  hand,  see  comput- 
:rs  as  tools,"  says  Clainos. 

Whatever  happened  to  the  home 
narket,  which  both  Apple  and  Tandy 
alked  about  back  in  1977?  The  prob- 
em  with  the  home  market  is  that  the 
:omputer  has  been  a  solution  looking 
or  a  problem.  Suggestions  that  people 
lse  a  computer  to  balance  their 
:heckbooks  or  file  recipes  are  akin  to 
>ffering  a  V-8  automobile  for  a  trip  to 
he  corner  mailbox.  The  public  under- 
standably was  not  interested.  Except 
or  games. 

The  video  games  have  been  the 


door-opener  for  Atari,  and  it  contin- 
ues to  place  its  bets  on  the  home 
market — only  $200  million  in  sales 
last  year  but  potentially  a  market  of 
over  80  million  households.  Atari  is 
hoping  that  by  bringing  down  the 
price  of  its  computer  (it  recently 
dropped  its  lowest  model  to  $399)  and 
spending  millions  on  developing  the 
right  software,  it  can  turn  its  video- 
game computers  into  the  computer  of 
choice  for  wide  home  use. 

Another  company  banking  on 
games  to  lead  ultimately  to  a  broad 
consumer  market  is  Commodore,  the 
current  number  three  contender. 
"Those  games  will  move  computer 
literacy  into  the  home,"  says  Com- 
modore President  H.E.  James  Finke. 
"A  game  computer  can  become  a 
computer  for  educational  programs 
and  also  for  accessing  data  bases." 

Commodore's  PET  computer  was 
an  early  success  in  the  U.S.,  but  while 
Commodore  did  a  first-class  selling 
job  in  Europe — where  it  could  charge 
more — the  company  left  U.S.  dealers 
without  sufficient  product,  parts  or 
service.  Now,  with  60%  of  sales  out- 
side the  U.S.,  Commodore  is  moving 
back  home. 

"We're  the  1955  Volkswagen," 
Finke  declares,  "the  low-cost,  reliable 
product  coming  from  abroad."  At  the 
Winter  Consumer  Electronics  Show 
in  Las  Vegas  last  month,  Commodore 
dazzled  the  crowd  with  a  $595  com- 
puter that  appears  to  match  the  per- 
formance of  a  $1,650  Apple  II.  Later 
this  year  Commodore  plans  to  offer  a 
plug-in  circuit  that  will  enable  this 
Commodore-64  to  run  software  de- 
signed for  other  personal  computers. 

Because  it  manufactures  its  own 
microprocessor  (which  it  also  sells  to 
Apple  and  Atari)  and  has  other  semi- 
conductor capability,  Commodore 
has  low  manufacturing  costs. 

But  the  true  home  computer  will 
require  special  software  written  for 
such  uses  as  tax-planning  or  learning  a 
foreign  language.  To  date,  most  pro- 
grams are  written  for  business  appli- 
cations. With  this  in  mind,  Texas  In- 
struments is  encouraging  software  in- 
dependents to  write  home-oriented 
programs  for  the  machine  it  attempt- 
ed to  sell  to  the  home  market  in  1979. 
That  earlier  attempt  failed  because 
the  company  had  little  software, 
charged  too  high  a  price  and  did  not 
distribute  the  99/4  properly.  Now  it  is 
back  knocking  at  the  door  with  the 
99/4A,  at  a  price  reduced  from  $650  to 
$525  and  a  redesigned  keyboard. 

Tandy  has  just  brought  out  its  new 
computer,  a  powerful  machine  aimed 
at  the  upper-end  professional  and 
business  market  that  is  priced  corn- 


Whatever  happened  to  the 
home  market?  The  computer 
has  been  a  solution  looking 
for  a  problem.  Suggesting 
that  people  use  a  computer 
io  balance  their  check- 
books is  like  offering  a  V-8 
car  for  a  trip  to  the  mailbox. 


petitively  with  IBM's  personal  com- 
puter. The  announcement  represents 
a  clear  market  choice  for  the  Ft. 
Worth,  Tex. -based  company,  whose 
traditional  buyer  has  been  in  the  small 
business  and  computer-hobbyist 
range.  "Now  Radio  Shack  has  a  com- 
puter to  sell  to  go  against  IBM,"  says 
one  analyst.  To  further  the  drive  into 
the  office  market,  Tandy's  new  ma- 
chines can  be  linked  using  the  Arch- 
net  network  developed  by  Tandy  and 
San  Antonio-based  Datapoint. 

Jon  Shirley,  Tandy's  vice  president 
for  computer  marketing,  believes  the 
company's  strengths  lie  in  its  broad 
product  line — it  sells  everything  from 
a  $200  hand-held  computer  to  an 
over-$  10,000  business  system — and 
its  6,000-store  Radio  Shack  chain,  655 
of  which  specialize  in  computers.  Per- 
haps the  company's  greatest  strength 
lies  in  the  fact  that  its  executives, 
from  President  John  Roach  down, 
keep  saying,  "First,  we're  retailers."  If 
at  some  future  time  a  competing  man- 
ufacturer has  a  hot  new  product  but 
needs  distribution,  would  Tandy  sell 
that  competitor's  product  through  its 
Radio  Shack  chain?  You  bet  it  would, 
Shirley  declares. 

Which  brings  the  question  of  the 
moment  to  the  market  leader,  Apple 
Computer,  the  originator  of  the  per- 
sonal computer  and  the  company  that 
had  the  most  instantly  recognizable 
trademark  in  the  field — before  IBM 
came  in. 

Apple  is  clearly  under  pressure.  It 
has  strength — its  Apple  H  model  is  a 
honey  of  a  product,  the  personal  com- 
puter with  the  largest  base  of  available 
software.  The  Apple  II  has  sold  over 
350,000  units  to  date,  and  still  sells  an 
estimated  15,000  a  month,  but  is  sev- 
eral years  old.  And  Apple's  manage- 
ment, trying  to  follow  it  up,  rushed 
out  the  Apple  III  in  May  of  1980  and 
immediately  ran  into  manufacturing 
and  technical  problems.  The  IE  was 
withdrawn  and  reintroduced  last  No- 
vember at  a  lower  price  and  with 
more  software,  but  to  date  only 
around  10,000  of  these  machines  have 
been  sold. 

Can  Apple  hold  its  old  lead,  now 
that  IBM  is  in  the  field?  "I  get  really 
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Most  people  think 
of  Continental  as  a  phone 
company  We  are.  But  that's 
not  all  we  are. 

Today  we  offer  sophisticated 
voice,  data  and  image  business 
communications  services. 

Satellite  communications, 
our  mirror  in  the  sky  some 
22,400  miles  above  the  earth 
transmits  voice,  data  and  visual 
images  in  milliseconds  with 
99.009%  accuracy 

we  provide  telecommunica- 
tions planning  and  network 
analysis.  We  design  complete 
usiness  information  networks, 
integrating  voice  and  data,  and 
ultimately  linking  telephone 


terminals  in  multiple  locations 

Our  state-of-the-art  digital 
business  telephone  equipment 
offers  intercom,  paging,  elec- 
tronic switching  systems  and 
other  time  and  money-saving 
devices. 

Continental  will  show  you 
ways  to  design  a  complete 
computer  system  integrated 
with  your  business  telephone 
system.  Or,  we  will  link  your 
existing  computer  system  witt 
your  present  telephone  system 
Depending  on  your  needs, 
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'  our  sys- 
ms  and  services 
•  work  for  you.  And 
re  will  adapt  our  services  to 
xir  communications  require  - 
Lents.  Continental  also  offers  a 
iriety  of  financing  options  that 
rill  help  your  company  pay  for 
xx  seivices.  Continental  s  two 
xades  of  experience  in  the 
lid  of  communications  will 
Lake  your  business  more  effi- 
ent,  more  profitable  through 
tegrated  telecommunications 


For  inquiries  about 
our  top  or  the  line  technology 
for  a  better  bottom  line,  please 
write  to  Continental  Telephone 
Corporation,  BES,  245  Perim- 
eter Parkway,  Atlanta,  Georgia 
30346. 
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Look  for  the  kid  with  the  screwdriver 


W'elcome  to  the  world  of.  ..."  That  is  "user  friend- 
ly" talk,  something  writers  of  home  computer 
program  manuals  use  to  reach  across  the  abyss  between 
your  ignorance  and  their  arcane  expertise. 

Friendly  lasts  about  to  the  end  of  Chapter  I  jn  the 
manuals.  Then,  bored  with  "C  is  for  CAT,"  the  writer 
degenerates  into  hard-edge  explanation.  And  the  reader 
into  bafflement. 

That,  in  fact,  is  where  America's  premier  growth 
industry,  the  home  computer,  is  at.  There  are,  perhaps, 
150  companies  making  them.  Most  probably  work. 
There  are  literally  thousands  of  individuals  and  compa- 
nies writing  software  for  them.  It  is  the  greatest  boon 
to  cottage  industry  since  the  spinning  wheel. 

The  problem  remains — how  to  convey,  in  humanly 
intelligible  terms,  the  genuine  complexity  of  using  a 
computer  program.  No  consumer  industry  has  ever 
tried  anything  like  it  before.  The  traditional  office 
equipment  makers  built  instruction  and  handholding 
into  their  pricing  struc- 
ture. Retailers,  the  new 
channel,  have  not  come 
fully  to  grips  with  the 
problem.  How  do  you 
cope  with  a  fellow  like  me 
that  wipes  out  two  pro- 
gram disks  the  first  day 
out?  That  is  supposed  to 
be  almost  impossible. 
The  people  at  Computer- 
Land, the  store  where  I 
bought  mine  in  Stamford, 
Conn.,  were  infinitely  pa- 
tient. But  it  was  not  easy 
for  them.  Or  me. 

Initially,  of  course,  we 
all  start  off  wrong.  We 
think  we  want  to  buy  a 
computer,  so  the  ques- 
tion is  which  brand  and 
model.  That  is  the  wrong  question. 

The  question  is,  what  do  we  want  to  do  with  the 
thing?  If  it  will  be  used  only  to  fool  around  with  a  few 
computer  games  and  to  try  writing  some  software, 
almost  anything  will  do.  Word  processing,  VisiCalc 
(that  is  the  electronic  spread  sheet  program  nearly 
everybody  buys)  and  the  host  of  programs  available  for 
accounts  receivable,  real  estate  management,  etc.,  im- 
ply a  more  earnest  decision. 

So  the  first  question  is  not  which  computer,  it  is 
which  software.  If  the  software  you  need  is  not  avail- 
able for  a  brand  of  computer,  you  don't  want  the 
computer.  But  mere  availability  is  not  enough.  You  also 
have  to  be  able  to  understand  the  manual. 

After  humanly  intelligible  manuals,  the  next  consid- 
eration is  the  store.  There  are  two  kinds.  The  older 
ones,  some  dating  to  the  misty  late  1970s,  are  generally 
run  by  computerniks,  fellows  fascinated  by  bits,  bytes 
and  bauds.  The  owner  sports  a  beard  and  has  no  inter- 

Tbomas  P.  Murphy,  who  will  return  to  Forbes  as  a  columnist  Mar. 
29,  Ijeads  a  venture  capital  firm.  Partnership  Dankist,  in  Stamford, 
Conn.  This  text,  Murphy  says,  was  "written  entirely  by  computer, 

and  not  without  difficulty. " 


Murphy  and  his  IBM  computer 
"Friendly"  lasts  to  the  end  of  Chapter  I. 


est  in  talking  to  anyone  wearing  a  necktie.  Forget  that 
kind  of  store. 

The  newer  ones,  circa  1980,  are  generally  part  of 
franchise  chains  that  are  growing  up,  and  they  are  run 
by  merchants.  You  can  talk  to  them.  And  they  do  start 
with  the  right  question:  "What  are  you  going  to  use 
your  computer  for?" 

The  real  expertise  in  the  stores,  though,  is  not  man- 
agement. Look  for  the  kid  with  acne  and  a  screwdriver. 
He  knows.  Trouble  is,  he  comes  in  to  work  only  after 
school. 

The  other  store  resource,  even  more  important,  is 
the  girl  who  works  there.  The  girl  knows  software,  she 
can  actually  run  most  of  the  popular  programs,  and  she 
can  straighten  you  out  when  you  have  reached  exas- 
peration in  trying  to  fathom  the  manual.  Without  her, 
you  may  as  well  save  yourself  money  and  buy  a  dis- 
count computer  from  a  catalog. 

Price  is  a  bit  illusory  in  home  computers.  It  is  one  of 

those  $500-and-up  in- 
dustries. Forget  $500  if 
your  ambitions  go  be- 
yond twiddling  with  a 
space  invader  game.  A 
computer  system  big 
enough  for  any  serious 
use — i.e.,  word  process- 
ing, VisiCalc,  etc. — costs 
around  $5,000  by  the 
time  you  buy  the  soft- 
ware. And  if  you  want 
typewriter-quality  print- 
ing, add  $3,000  more. 

Don't  imagine  mere 
money  is  enough.  I  came 
close  to  ordering  three 
different  brands  of  com- 
puters, all  the  big  names 
in  the  industry.  In  no  in- 

  stance  could  any  store 

actually  put  together  what  I  wanted.  The  essential  part 
was  always  expected  next  week. 

There  was  nothing  exotic  about  my  needs,  either.  It 
is  just  that  in  a  young  and  booming  industry,  some 
critical  piece  of  hardware  or  software  is  always  out  of 
stock,  recalled  by  the  manufacturer  or  withdrawn  be- 
cause it  doesn't  work.  Next  week,  you  should  under- 
stand, has  a  special  definition  at  computer  stores:  It 
means  30  or  more  working  days. 

Problems,  yes,  but  to  be  honest,  I  would  not  have 
missed  it  for  the  world.  Personal  computers,  I  discov- 
ered, have  cocktail-party  value.  It  is  what  "they"  are 
talking  about.  One  friend  spent  last  winter  program- 
ming tic-tac-toe  on  his  computer.  How  long  did  it  take 
him?  "Shh,"  he  said,  "my  wife  might  hear.  It's  a  sore 
subject  at  home."  Sore  or  not,  he  is  now  working  on 
blackjack. 

Too,  personal  computers  offer  that  great  human  sat- 
isfaction of  actually  mastering  something  new.  We 
don't  really  do  that  many  times  in  our  adult  lives.  Are 
they  genuinely  useful?  Yes,  they  just  turn  out  to  be  a  lot 
more  work  and  a  lot  more  fun  than  you  expected.  I 
haven't  touched  my  Rubik's  Cube  since  buying  the 
IBM  — Thomas  P.  Murphy 


John  Roach  with  TRS-80  111 
Tandy  competes  in  the 
broadest  market  from  home 
to  school  and  office.  With 
400,000  computers  in 
place  and  its  vast  Radio 
Shack  chain,  Tandy  has 
as  much  clout  as  fancier 
nameplates.  its  new 
Model  1 6  looks  like  a 
winner. 


.  .  .  acquisition  by  one  of 
data  processing's  big-tim- 
ers not  presently  in  person- 
al computers.  Regardless, 
Apple  remains  a  monument 
to  what  daring  and  bril- 
liance can  still  accomplish 
within  the  American  busi- 
ness system.  Independent 
or  as  part  of  something  big- 
ger, Apple  has  forced  the 
big  boys  to  open  the  circle. 


aggravated  when  people  ask  me  how 
we're  going  to  respond  to  IBM."  Presi- 
dent A.C.  (Mike)  Markkula  Jr.  is  clear- 
ly irked  by  the  suggestion  that  IBM  is 
invincible.  "IBM  was  responding  to 
us!  There's  no  substitute  for  time. 
You  can't  just  throw  corporate  re- 
sources at  a  problem  and  get  immedi- 
ate results.  With  our  installed  base 
and  vast  software  for  Apple  II,  we're  at 
the  top." 

Staying  there  will  not  be  easy, 
though.  Apple  is  a  year  late  in  bring- 
ing out  its  new,  more  powerful  com- 
puter, code-named  Lisa  and  reported- 
ly developed  at  a  cost  of  $30  million. 
Markkula  explains  that  Lisa — which 
analysts  predict  will  cost  over 
$5,000 — will  use  its  extra  power 
not  so  much  to  do  more  calcula- 
tions as  to  make  it  easier  for  users 
to  operate. 


That  is  an  intelligent  approach  to  a 
market  where  even  potential  business 
users  remain  a  little  afraid  of  the  com- 
puter. A  "friendly"  machine  could 
keep  Apple  among  the  front  runners 
in  a  business  that  it  and  Tandy  have 
dommated  until  recently.  But  the 
small  company  still  will  have  a  hard 
road  to  travel.  It  lacks,  of  course,  the 
financial  and  marketing  muscle  of  the 
larger  companies. 

Apple's  essential  problem  is  that  it 
could  find  itself  squeezed  from  below 
by  Atari,  Commodore  and  Tandy  and 
from  above  by  the  big  battalions  of 
IBM,  Digital,  Xerox,  H-P  and  others. 

Would  it  seek  help — a  joint  ven- 
ture? A  merger?  Markkula  says,  "We 
want  to  be  in  business  ten  years  from 
now."  As  an  independent  company? 
Markkula  pauses,  smiles  and  answers 
"yes."  Nevertheless,  industry  observ- 
ers are  already  talking  up  Apple  as  a 
candidate  for  acquisition  by  one  of  the 
data-processing  big-timers  not  pres- 
ently in  the  personal  computer  field. 
Regardless,  Apple  remains  a  monu- 
ment to  what  daring  and  bnllance  can 
still  accomplish  within  the  American 
business  system.  Independent  or  as 
part  of  something  bigger,  Apple  has 
forced  the  big  boys  to  open  the  circle 
and  let  it  in. 

The  personal  computer  field.  It 
seems  odd  still  to  speak  of  a  five-year- 
old  industry  as  a  giant,  as  bringing 
something  profound  to  the  lives  of  all. 
But  that  is  the  feeling  one  gets  about 
personal  computers,  which  represent 
nothing  less  than  the  democratization 
of  computing  power.  You  may  not  yet 
know  what  you  could  use  one  of  these 
products  for,  but  you  feel  sure  that, 
sooner  or  later,  you  are  going  to  have 
to  learn.  ■ 


Mike  Markkula  with  Apple  HI 
Apple  is  the  industry  legend 
with  its  Apple  II,  and  offers 
more  software  than  the 
competition.  A  favorite 
among  professionals  and 
small  businesses,  Apple 
hopes  to  be  a  winner  in 
the  office  with  a  new 
product  due  this  year. 


Profiles 


Do  you  dream  of  building  a  successful 
business,  and  having  time  to  enjoy  it?  Read 
about  Chet  Karrass,  who  negotiated  both. 


Using  his  head 


By  John  Merwin 

EARLY  MORNING  SUNSHINE 
breaks  across  the  water  and 
shimmers  along  Florida's 
coastline,  silhouetting  Chet  Karrass 
as  he  walks  along  the  beach,  deep  in 
thought.  He  is  mulling  over  some 
new  ideas  for  his  popular  negotiating 
seminars. 

Elsewhere  this  very  morning,  Kar- 
rass' videotaped  visage  is  beaming  at 
hundreds  of  executives  in  classrooms 
at  IBM,  General  Motors,  General  Elec- 
tric and  140  other  big  corporations. 
Like  tens  of  thousands  of  others  who 
have  become  Karrass  disciples, 
they're  learning  how  to  squeeze  the 
most  out  of  a  deal  from  a  guy  who 
only  17  years  ago  was  just  another 
aerospace  contract  negotiator  in  Los 
Angeles.  Now  he's  a  multimillionaire 
lecturer  to  American  business,  driving 
a  Rolls  and  living  in  Los  Angeles'  ele- 
gant Bel  Air  section. 

Who  is  Chet  Karrass,  or  more  prop- 
erly, Dr.  Chester  Karrass?  Put  simply, 
he  is  a  sort  of  industrial  Dr.  Spock, 
teaching  a  generation  of  employees  at 
America's  major  companies  how  to 
negotiate.  Sure,  there  are  dozens  of 
guys — too  many — running  around  giv- 
ing seminars.  But  Karrass'  client  list  is 
a  breed  apart:  Mobil,  General  Motors, 
Ford,  LBM,  General  Electric,  Arco, 
Shell,  ITT,  Phillips  Petroleum— 9  of 
the  nation's  15  largest  companies — 
plus  140  others.  Recession  or  no, 
they're  paying  an  initial  $8,800  fee 
plus  $65.50  a  head  to  send  thousands  of 
their  employees  through  Karrass'  24- 
hour  Effective  Negotiating  seminars. 

What  does  this  mean  to  Chet  Kar- 
rass? First,  it  means  a  personal  in- 
come of  close  to  $700,000,  he  says,  on 
company  revenues  of  $2.25  million. 


That  income  thrusts  Karrass  into  a 
financial  class  with  CEOs  of  the  bil- 
lion-dollar companies  that  lease  his 
videotapes. 

But  Karrass  chairs  no  difficult  board 
meetings,  fears  no  sudden  drop  in  his 
stock  price,  endures  no  boring  annual 
meetings.  While  the  big-time  execu- 
tives are  flying  around  the  world, 
fighting  headache,  indigestion  and  jet 
lag,  Karrass  is  brooding  on  the  beach, 
thinking  in  his  bungalow  high  on  a 
hillside  behind  his  Bel  Air  home  or 
perhaps  sailing  his  33-foot  sloop  off 
Marina  del  Rev.  His  entire  seminar 
operation,  which  collects  most  of  its 
income  from  royalties  on  long-term 
videotape  contracts,  is  run  by  just  ten 
people. 

The  blue-chip  companies  not  only 
pay  Karrass  for  his  videotapes,  they 
supply  at  their  expense  a  live  instruc- 
tor to  introduce  and  elaborate  on  the 
master's  message. 

How  did  entrepreneur  Karrass  build 
himself  to  this  status?  It  all  started 
during  the  15  years  that  Karrass,  who 
is  57,  spent  negotiating  procurement 
contracts  for  Hughes  Aircraft  and  Lit- 
ton Industries.  He  was  well  trained  for 
the  job  with  business  and  engineering 
degrees  from  the  University  of  Colo- 
rado and  an  M.B.A.  from  Columbia 
University  in  his  native  New  York. 
But  something  about  his  negotiating 
job  puzzled  him.  "There  were  so 
many  times  when  I  thought  we  had  so 
little  power,  and  yet  came  out  so 
well,"  he  recalls.  "Other  times  I 
thought  we  had  a  great  deal  of  lever- 
age and  came  out  poorly." 

Karrass  searched  the  library'  to  dis- 
cover why  some  people  proved 
good  negotiators  while  others  gave 
away  the  farm.  "There  wasn't  a  thing 
written  on  that,"  he  recalls.  A  prob- 


lem? No,  an  opportunity. 

First  he  got  a  great  break.  In  1965 
Karrass  won  a  Howard  Hughes  doc- 
toral fellowship — three  years  of  study 
at  the  University  of  Southern  Califor- 
nia, while  on  full-paid  leave  from 
Hughes.  He  didn't  waste  the  opportu 
nity.  "When  I  get  out  of  here,"  he 
promised  himself,  "I'm  going  to  know 
more  about  one  thing — negotiation — 
than  anybody  else.  I'm  going  to  know 
something  marketable." 

So  for  the  next  three  years  Karrass 
ran  experiments  with  aerospace  vol- 
unteer negotiators,  defining  what 
makes  for  good  negotiating  tactics, 
and  wrote  his  dissertation  on  what  he 
found.  Then,  after  turning  his  disser- 
tation into  a  book  manuscript,  Kar- 
rass flew  off  to  New  York,  telling  his 
wife  he  wouldn't  be  back  until  his 
book  sold.  After  cold-calling  at  nine 
publishers,  he  closed  a  deal  for  a 
$7,500  advance — yes,  he  dickered 
that  up  from  an  initial  offer  that  was 
$5,000  lower. 

Returning  to  Hughes,  Karrass  dis- 
covered within  a  matter  of  months 
that  he  could  captivate  employee  au- 
diences with  his  speeches  on  negoti- 
ating tactics.  "Suddenly  I  had  some- 
thing to  say,"  he  recalls  with  pride.  "I 
was  talking,  and  they  were  taking 
notes!"  Karrass  began  giving  speeches 
outside  Hughes;  a  few  months  later  he 
resigned,  to  start  teaching  public 
seminars  on  negotiation.  Business- 
men who  liked  Karrass'  platform 
manner  at  the  public  seminars  hired 
him  to  do  seminars  at  their  corporate 
offices.  He  was  in  business,  and  soon 
his  calendar  was  filled  with  $3,500 
speeches  and  $12,000  seminars. 

But  that  also  meant  a  killing  sched- 
ule, too  many  nights  on  the  road, 
too  many  hours  on  the  platform.  Kar- 
rass was  looking  for  a  better  way 
when  Phillips  Petroleum  asked  him  to 
spend  about  six  weeks  holding  semi- 
nars in  its  Bartlesville,  Okla.  head- 
quarters. Karrass  shrugged.  Phillips 
people  were  familiar  with  that  shrug. 
"I  spent  two  weeks  in  Bartlesville  one 
weekend,"  goes  the  old  line.  So  man- 
agement came  up  with  a  bright  sug- 
gestion: Would  Karrass  videotape  a 
seminar  so  they  could  play  it  for  their 
employees  whenever  they  wished? 

Without  knowing  it,  Phillips  was 
offering  Karrass  the  opportunity  to 
leverage  his  skills.  He  taped  his  next 
performance,  delivered  it  to  Phillips 
and  retired  from  the  road  to  expand 
his  operation.  Soon  companies  dis- 
covered that  Karrass  was  more  useful 
on  tape  than  in  person. 

Why?  Because  for  $65.50  per  head, 
Karrass  throws  in  textbooks,  work- 
books   and    audiotapes  (car-bound 
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"Good  morning,  ladies  and  gentlemen. 

On  behalf  of  41  airlines  we  would  like 
to  welcomeyou  aboard  the  Airbus" 
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Front  Row:  Olympic  Airways  Air  France  Lufthansa  KLM  Royal  Dutch  Airlines  Alitalia  Scandinavian  Airlines  System 

British  Caledonian  Swissair  Korean  Airlines 
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salesmen  love  them),  plus  the  video 
performance.  His  margin  obviously  is 
astronomical — though  he  won't  speci- 
fy how  high.  GM  or  GE  is  doing  most 
of  the  legwork  and  half  the  teaching. 
On  the  other  hand,  it's  a  fair  price, 
because  GM  or  GE  would  spend  per- 
haps six  times  as  much  to  engage  a 
live  seminar  or  infinitely  more  devel- 
oping their  own  material. 

Karrass  is  portable,  an  important 
point  to  Bechtel,  which  uses  him  in 
Saudi  Arabia,  or  GM,  which  plays 
Karrass  in  Sao  Paulo.  Instructors,  who 
throw  in  material  relevant  to  their 
industry,  appreciate  not  having  to  talk 
all  day  long.  Karrass  does  half  the  talk- 
ing and  provides  most  of  the  sub- 
stance. Nearly  anybody  can  teach  Kar- 
rass with  some  practice. 

What  does  Karrass  teach?  At  the 
outset  he  urges  negotiators  to  aim  high . 
Those  with  lower  expectations  invari- 
ably achieve  them.  He  also  tells  negoti- 
ators to  plan  weeks  in  advance:  Is  an 
opponent's  production  line  slowing  for 
lack  of  orders  ?  What  are  the  component 
costs  of  his  product?  Such  research  can 
be  done  in  casual  conversations  with 
the  other  company's  engineers. 

Some  specific  Karrass  ploys: 

"I  love  your  product  but  that's  all 
the  money  I've  got."  How  can  a  sales- 
man get  hostile  with  someone  who 
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likes  his  product?  The  negotiation 
moves  away  from  competition 
toward  an  atmosphere  of  cooperation. 

"Ignorance  can  work  for  you."  Ever 
tried  negotiating  with  people  who  can't 
understand?  They  wear  you  down  until 
you  finally  decide  "to  hell  with  it,"  and 
then  make  a  valuable  concession. 

"Missing  man  maneuver."  Deal  is 
struck  contingent  upon  approval  from 
someone  not  on  the  scene.  Missing 
man  never  shows  up,  while  potential 
deals  are  negotiated  with  your  com- 
petitors. Or  he  shows  up,  demanding 
further  concessions.  Traumatized, 
you  close  the  deal  at  a  lower  price 
instead  of  blowing  it  entirely. 

Kindness  can  win  you  over."  After 
a  long  flight  you're  met  by  a 
bright-eyed  young  man  in  a  freshly 
pressed  suit,  who  has  arranged  a  mar- 
velous evening.  You're  ready  to  go  to 
bed,  but  he's  "already  made  the  reser- 
vations." So  you  go  along,  eat  too 
much,  drink  too  much  and  stay  up  too 
late.  The  next  morning,  across  the 
table  from  you  sits  a  brand  new  young 
man  in  a  freshly  pressed  suit,  ready  to 
go  at  it,  issue  by  issue. 

All  of  those  tactics,  and  more, 
sound  like  simple  common  sense.  But 


Karrass'  edge  is  in  his  performance. 
He  has  a  high-energy  personality,  a 
must  in  television.  "I'm  one  of  the 
few  guys  today  who  can  walk  into  a 
studio  and  come  out  with  a  good  prod- 
uct almost  every  time,"  he  boasts. 

Does  all  this  sound  too  good  to  be 
true?  Karrass  counters  by  handing 
over  a  client  list.  "Call  them  your- 
self," he  says.  Aside  from  an  electron- 
ics giant  that  intends  to  phase  out 
Karrass  (dated  material,  they  say)  and 
one  aerospace  division  that  describes 
him  as  "the  best,  worst  alternative," 
Karrass'  reviews  are  enthusiastic. 

Kaiser  Aluminum  &  Chemical, 
which  spent  about  $15,000  over  sev- 
eral years  on  Karrass  seminars,  asked 
employees  to  identify  specific  savings 
they  had  made  through  better  com- 
pany negotiating.  The  total  ran  into 
millions  of  dollars.  A  Boeing  sales  ex- 
ecutive says  the  same  about  a  single 
Mideast  negotiation.  At  General  Elec- 
tric, renowned  for  its  own  in-house 
training  programs,  90%  of  the  em- 
ployees called  the  Karrass  course  theii 
most  significant  career  training  ever. 
The  seminars  are  even  regarded  as  a 
fringe  benefit.  "You  wouldn't  believe 
how  many  of  our  employees  have  told 
me  what  a  good  deal  they  got  on  a  boat 
or  car  because  they  adopted  Karrass 
strategies, "  says  the  head  of  training  at 


Chet  Karrass  in  his  working  environment 

To  sell  brainpower,  you  nzed  not  endure  long  nights  on  the  road,  had  food  and  jet  lag. 


Leadership  in  Mergers  and  Acquisitions: 

Number  1  in  1981 


Acquiring  Companies 

Acquired  or 

Assignment  or 

Approximate  Size 

Divesting  Companies 

Form  of  Transaction 

of  Transaction** 

E.  1.  du  Pont  de  Nemours  and  Company 

Conoco  Inc. 

Offer  for  Cash  and  Common  Stock 

$7,570,000,000 

United  States  Steel  Corporation 

Marathon  Oil  Company* 

Cash  Tender  Offer  followed  by  Merger  for  Notes 

6,264,000,000 

Fluor  Corporation 

St.  Joe  Minerals  Corporation 

Cash  Tender  Offer  followed  by 

2,733.000,000 

Merger  for  Common  Stock 

Freeport-MclVloRan  Inc. 

Freeport  Minerals  Company ;  and 

Merger  for  Common  Stock 

2,540,000.000 

McMoRan  Oil  &  Gas  Co. 

Kuwait  Petroleum  Corporation 

Santa  Fe  International  Corporation 

Merger  for  Cash 

2,537,000,000 

Union  Pacific  Corporation* 

Missouri  Pacific  Corporation 

Merger  for  Common  and  Preferred  Stock 

1,000,000,000 

Edsoutcc  inc. 

Certain  Oil  and  Gas  Interests 

Common  Stock  Exchange  Offer 

A'K  f¥V*  Itflfl 

CSR  Limited 
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Allegheny  IntemntionflJ^  Inc. 

miiiih  .till  v„ui poi anon 

Cash  Tender  Offer  followed  by 

c„ifi  nrm  imvi 

Merger  for  Preferred  Stock 

Sulpetro  Limited 

St.  Joe  Minerals  Corporation 

Divestiture  of  CanDel  Oil  Ltd. 

460,000,000 

The  Prudential  Insurance  Company  of  America 

Bache  Group  Inc. 

Cash  Tender  Offer 

386,000,000 

E.  I.  du  Pont  de  Nemours  and  Company 

New  England  Nuclear  Corporation 

Merger  for  Common  Stock 

348,000,000 

The  Prudential  Insurance  Company  of  America 

Connecticut  General  Mortgage 
and  Realty  Investments 

Cash  Tender  Offer 

340,000,000 

Allied  Corporation 

Fisher  Scientific  Company 

Cash  Tender  Offer  followed  by 

320,000,000 

Merger  for  Preferred  Stock 

Amcon  Group,  Inc.,  a  Subsidiary  of 

Newmont  Mining  Corporation 

Purchase  of  22%  Interest 

309,000,000 

Consolidated  Gold  Fields  Limited 

Chemical  New  York  Corporation* 

Florida  National  Banks  of  Florida,  Inc. 

Merger  for  Common  Stock 

291,000,000 

Credit  and  Commerce  American  Holdings,  N.V. 

Financial  General  Bankshares,  Inc.* 

Cash  Tender  Offer 

241,000,000 

Brascan  U.S.A.,  Inc.,  a  Subsidiary  of  Brascan  Ltd. 

Scott  Paper  Company 

Purchase  of  20.5%  Interest 

235,000,000 

M.I.M.  Holdings  Limited 

ASARCO  Incorporated 

Purchase  of  16%  Interest 

198,000,000 

Bucyrus-Erie  Company 

Western  Gear  Corporation 

Cash  Tender  Offer 

175,000,000 

San  Cristobal,  an  affiliate  of  Scott  Paper  Company 

Grupo  San  Rafael 

Merger  for  Cash 

167,000,000 

Liberty  National  Insurance  Holding  Company 

Continental  Investment  Corporation 

Merger  for  Cash 

166,000,000 

Gulf  Oil  Corporation 

Republic  Steel  Corporation 

Sale  of  50%  Interest  in  Certain  Coal  Properties 

155,000,000 

First  Bank  System,  Inc.* 

Banks  of  Iowa,  Inc. 

Merger  for  Cash 

150,000,000 

Ennia  N.V. 

National  Old  Line  Insurance  Company 

Merger  for  Cash 

144,000,000 

United  Canso  Oil  &  Gas  Ltd. 

Great  Basins  Petroleum  Company 

Divestiture  of  Canadian  Oil  and  Gas  Properties 

128,000,000 

Mercantile  Texas  Corporation 

PanNational  Group  Inc. 

Merger  for  Common  Stock 

124,000,000 

The  St.  Paul  Companies 

City  Investing  Company 

Divestiture  of  Seaboard  Surety  Company 

85,000,000 

Swissair 

Loews  Corporation 

Purchase  of  Loews  Drake  Hotel 

73,000,000 

Argyll  Foods  Limited 

RCA  Corporation 

Purchase  of  Oriel  Foods  Ltd. 

70,000,000 

Celanese  Corporation 

Virginia  Chemicals,  Inc. 

Merger  for  Cash  and  Common  Stock 

67,000,000 

City  Investing  Company 

GDV  Inc. 

Cash  Tender  Offer 

62,000,000 

Witco  Chemical  Corporation 

The  Richardson  Company* 

Cash  Tender  Offer 

61,000,000 

Agfa-Gevaert  N.V.,  a  Subsidiary  of  Bayer  AG* 

Compugraphic  Corporation 

Cash  Tender  Offer 

60,000,000 

Communications  Satellite  Corporation* 

Amplica,  Inc. 

Merger  for  Cash 

57,000,000 

The  New  York  Times  Company 

Cable  Systems  Incorporated;  and 

Mergers  for  Cash  and  Notes 

55,000,000 

Audobon  Electronics,  Inc. 

Terson  Co.,  50%  owned  by  C.  I.  Mortgage  Group 

Ward  Foods,  Inc. 

Leveraged  Buyout 

54,000,000 

BankAmerica  Corporation 

Charles  Schwab  Corporation* 

Merger  for  Common  Stock 

53,000,000 

Hudson  Bay  Mining  and  Smelting  Co.,  Limited 

Terra  Chemicals  International,  Inc. 

Merger  for  Cash 

52,000,000 

NuCorp  Energy,  Inc.;  Total  Petroleum,  Inc.;  and 

DEPCO,  Inc.,  a  Subsidiary  of 

Sale  of  Certain  Joint  Venture  Interests 

45,000,000 

Transco  Exploration  Company 

DEKALB  AgResearch,  Inc. 

in  Oil  and  Gas  Leases 

Citizens  and  Southern  Georgia  Corporation 

Citizens  and  Southern  Group  banks 

Mergers  for  Cash,  Common  Stock  and  Notes 

44.000,000 

Peoples  Energy  Corporation 

Austin  Companies 

Purchase  of  the  assets  of  Austin  Drilling  Companies 

41,000,000 

WAC1,  a  corporation  organized  by 

The  Wine  Group  of  The  Coca-Cola 

Leveraged  Buyout 

32,000.000 

management  and  First  Boston 

Bottling  Company  of  New  York.  Inc. 

Carolin  Mines  Ltd. 

Great  Basins  Petroleum  Company* 

Divestiture  of  Columbian  Northland  Exploration  Ltd. 

30,000.000 

Virginia  National  Bankshares,  Inc.* 

New  Virginia  Bancorporation 

Merger  for  Cash 

30,000,000 

Union  Pacific  Corporation* 

The  Western  Pacific  Company 

Cash  Tender  Offer  followed  by  Merger  for  Cash 

28,000,000 

Kobe  Steel,  Ltd. 

Harnischfeger  Corporation 

Sale  of  10%  Interest 

26,000,000 

The  Mitsubishi  Bank  of  California 

First  National  Bank  of  San  Diego  County 

Merger  for  Cash 

26.000.000 

Cipher  Data  Products,  Inc. 

Perkin  Elmer  Corporation 

Divestiture  of  Memory  Products  Division 

20.000.000 

Clyde  Petroleum  pic 

City  Investing  Company 

Divestitures  of  City  Petroleum  Company  and 
City  Exploration  Company 

Undisclosed 

Dobson  Park  Industries  Limited 

Marathon  Industries,  Inc. 

Merger  for  Cash 

Undisclosed 

Dover  Corporation 

City  Investing  Company 

Divestiture  of  Tipper  Tie  Division 

Undisclosed 

Jardine,  Matheson  &  Co.,  Limited 

The  Prudential  Insurance  Company  of  America* 

Divestiture  of  Bache  Insurance  Services,  Inc. 

Undisclosed 

Levingston  Industries,  Inc. 

Sun  Company,  Inc.* 

Divestiture  of  Sun  Ship,  Inc. 

Undisclosed 

SIG  Swiss  Industrial  Company 

NJM.  Inc. 

Merger  for  Cash 

Undisclosed 

Sun  Life  Assurance  Company  of  Canada* 

Massachusetts  Financial  Services  Company 

Merger  for  Cash 

Undisclosed 

Creativity  and  dedication  to  excellence  are  the  keys  to  First  Boston's  leadership  in  mergers  and  acquisitions. 
Performance  attracts  business.  More  than  half  of  our  assignments  in  1981  were  for  corporations  which  recently  became 
First  Boston  clients.  For  all  clients,  our  commitment  is  to  integrity  and  the  fostering  of  long  term  relationships. 
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a  major  oil  company. 

Where  to  from  here?  Karrass  figures 
part  of  his  growth  will  come  from 
companies'  broadening  their  defini- 
tion of  who  ought  to  attend  a  Karrass 
program.  For  example,  Lockheed  rec- 
ognizes that  engineers  can  blow  a  ne- 
gotiation before  it  starts.  A  Lockheed 
engineer  might  tell  an  engineering 
buddy  at  a  supplier,  "Gee,  I  hope  you 
guys  can  make  this  material,  because 
we  sure  need  it  badly."  Karrass'  pro- 
gram stresses  that  even  incidental 
conversations  are  part  of  the  negotiat- 
ing process.  "It's  those  backup  people 
we  need  to  reach,"  says  Lockheed 
California  Co.'s  Richard  Davis. 

Another  potential  gold  mine  is  the 
sales  side  of  the  negotiation.  "For  ev- 
ery buyer  there  are  about  ten  sales- 
men," says  Karrass. 

Other  growth  may  come  from  add- 
ing new  seminars.  Karrass  concedes 
he's  not  likely  to  hit  another  mother 
lode  like  Effective  Negotiating,  so  he's 
walking  the  beach  looking  for  ways  to 
use  that  cash  cow  to  develop  other 
moneymakers.  His  company,  Karrass 
Seminars  Inc.,  already  has  seminar 
packages  on  sales  negotiation,  Mid- 
east negotiation,  how  to  fight  a  price 
increase  and  a  management  seminar 
about  inspiring  employees  to  perform. 
Some  of  these  seminars  are  joint  ven- 
tures, rising  out  of  Karrass'  unique 
position  of  having  entree  to  150  cor- 
porate customers.  Karrass  shares  the 
stage  on  Mideast  negotiating,  for  in- 
stance, with  an  American  business- 
man who  has  spent  25  years  working 
in  the  Mideast. 

W1  hat  I  can  do,"  Karrass  says  of  his 
joint  ventures,  "is  accelerate 
someone's  exposure.  Plus,  he  won't 
have  to  worry  about  being  both  a  busi- 
nessman and  a  seminar  speaker."  Kar- 
rass divides  profits  with  partners  and 
retains  a  dollar-a-year  license  to  the 
material,  so  if  a  partner  leaves,  Kar- 
rass can  compete  with  him. 

By  now,  it  should  be  clear  that  Chet 
Karrass  doesn't  intend  to  be  a  shoot- 
ing star  on  the  seminar  circuit.  For 
most,  success  in  the  business  means 
doing  live  performances,  on  the  road, 
day  in  and  day  out.  Karrass,  however, 
isn't  interested  in  being  just  another 
hired  entertainer.  He  sees  something 
much  bigger,  as  did  Louis  B.  Mayer 
when  he  gained  control  of  the  stars, 
the  films,  the  distribution  and  even 
the  theaters.  Surely  that  affords  a 
more  graceful  life,  a  better  fit  for  a  guy 
like  Karrass  who  likes  to  walk  the 
Besides  that,  it's  a  much  better 


Infringing  on  copyright  has  become  as 
common  as  sin — or  as  easy  as  hitting  the 
record  button  on  your  Betamax. 


Payment  due 


By  Allan  Dodds  Frank 


i' -vi'"  u-.ng  position. 


Richard  Kluger,  author  of  Sim- 
ple Justice,  was  dining  with  Yale 
i  Law  School  professors  when 
he  realized  he  was  being  robbed.  The 
holdup  wasn't  guns-in-the-ribs;  it  was 
less  dramatic  and  harder  to  detect: 
larceny  by  photocopier. 

Kluger's  book,  a  rare  thing — a  solid 
work  about  a  civil  rights  case  that  sold 
well — pops  up  at  the  nation's  leading 
law  schools.  At  the  dinner,  recalls 
Kluger,  "I  was  sitting  next  to  this  guy 
who  teaches  civil  rights.  He  was  very 
complimentary  about  the  book.  He 
said,  'You  know,  I  should  feel  a  little 
guilty  because  we  use  your  book  but 
we  don't  assign  it.  We  just  have  pho- 
tocopied a  section,  and  we  distribute 
it  that  way.'  " 

Echoing  an  increasingly  common- 
place complaint  among  authors,  re- 
cording artists  and  owners  of  movie 
and  television  rights,  Kluger  says, 
"They  were  just  ripping  off  the  book 
and  using  it  for  his  course.  I  figure  this 
goes  on  all  the  time  at  lots  of  places." 

Kluger  is  right,  of  course,  and  he  has 
little  recourse.  Professors  won't  tell 
students  to  buy  a  book  from  which 
they  need  read  only  25  pages  if  they 
can  steal — copy  without  authoriza- 
tion— the  pages.  (Unless  the  professor 
writes  the  book.)  If  the  author  sues, 
the  book  is  certain  to  be  dropped  im- 
mediately from  the  curriculum. 

A  moment  doesn't  pass  in  the  U.S. 
without  someone's  photocopying  a 
book,  magazine  or  newsletter,  taping 
record  albums  from  FM  stations  that 
encourage  copying  by  advertising 
broadcasts  of  commercial-free  hours, 
or  videotaping  movies  on  network, 
cable  or  pay  TV. 

Some  of  this  activity  falls  under 
what  is  known  as  "fair  use,"  when 


limited  portions  of  a  protected  work 
are  free  to  be  copied  to  enhance  public 
knowledge.  But  that  notion  of  an  en- 
lightened public  also  underlies  the  dis- 
tinct constitutional  proviso  that  copy- 
right holders  must  be  protected  from 
infringement — the  wholesale  lifting 
of  their  works— and  encouraged  to 
produce  for  profit. 

"The  Congress  shall  have  Power," 
says  Article  1,  Section  8  of  the  Consti- 
tution, "to  promote  the  Progress  of 
Science  and  useful  Arts,  by  securing 
for  limited  Times  to  Authors  and  In- 
ventors the  exclusive  Right  to  their 
respective  Writings  and  Discoveries." 

This  exclusive  right  to  writings  and 
discoveries  conferred  by  the  "copy- 
right clause"  is  foundering  desperately 
in  the  sea  of  technological  change. 
Since  the  technology'  can't  be  stopped, 
the  copyright  laws,  currently  a  mud- 
dle of  antiquated  concepts  and  court 
cases  despite  a  1976  general  revision 
of  the  statutes,  must  be  changed. 
The  problem  is:  what  to  do- 
Criminal  prosecutions  for  copyright 
infringement  are  rare,  and  civil  suits 
for  infringement  not  much  more  com- 
mon. Since  damages  must  be  deter- 
mined in  civil  suits,  litigation  fre- 
quently can  cost  more  than  it  is 
worth,  unless  a  large-scale  illegal  oper- 
ation can  be  found.  In  the  case  of 
authors  such  as  Kluger,  there  is  little 
to  do  except  rely  on  "honor  systems" 
being  developed  by  some  universities 
to  provide  compensation  similar  to 
royalties  paid  by  anthologies. 

When  video-copying  is  being  done 
by  bar  owners,  say,  to  show  boxing 
matches  or  football  games  to  patrons, 
judges  sometimes  are  reluctant  to 
hear  the  cases,  despite  the  implica- 
tion that  taping  has  commercial  side 
benefits.  Cases  against  homeowners 
are  almost  never  brought. 


Gould  focuses 
its  electronics  growth 
n  six  rapidly  expanding 
market  segments. 


Electronics  growth 
continues  to  accelerate. 

)ver  the  last  five  years,  sales 
f  Gould's  electronic  products 
ave  grown  from  $230  million 
)  almost  $700  million.  That's  a 
ompound  annual  growth  rate 
f  32  percent.  Pretax  earnings 
ave  tripled,  and  the  recent 
ivestiture  of  our  industrial 
roup  means  that  almost 
0  percent  of  pretax  earnings 
ow  come  from  electronics. 

This  growth  will  be  further 
timulated  through  expanded 
^search  and  development 
fforts  and  by  small  selective 


acquisitions  to  increase  our 
product  offerings  within  the 
targeted  market  segments. 

With  this  new  corporate 
strategy,  we  are  building  on 
our  proven  technological 
capabilities  to  give  us  the 
strongest  competitive  advan- 
tage. This  positions  Gould  for 
market  growth  to  provide 
above  average  returns  for  our 
shareholders. 

To  learn  more  about  our 
strategy,  write:  Gould  Inc., 
Department  J-4, 1 0  Gould 
Center,  Rolling  Meadows, 
Illinois  60008. 


32-bit  super  minicomputer: 

Newer,  more  advanced  applications  offer 
many  growth  opportunities. 

Factory  automation: 

Minicomputers,  programmable  and 
factory  controllers,  servos,  transducers, 
and  other  controls  for  the  revitalization 
of  industry. 

Test  and  measurement- 
Precision  instruments  to  gather,  process, 
analyze  and  record  test  data  with  great 
speed  and  accuracy. 

Medical  instrumentation: 

For  patient  monitoring,  cardiovascular 
and  cardiopulmonary  applications. 

Defence  systems: 

Heavyweight  torpedos,  towed  array 
sonar  systems  and  navigation 
communication  systems. 

Electronic  components  and 
materials: 

Copper  foil  for  PC  boards,  switching 
power  supplies  and  AC  power  condition- 
ing equipment  for  computers. 


Electronics  46% 


->  GOULD 

Electronics  &  Electrical  Products 


But  it  is  copying  at  home  that  may 
ultimately  provide  the  biggest  battle. 
With  prerecorded  videotapes  of  fea- 
ture films  retailing  for  $49.95  to 
$89.95  and  blank  tapes  costing  from 
$10  to  $20,  the  savings  from  copying  a 
neighbor's  videotape  could  quickly  be 
significant. 

Three  million  video  recorders  have 
been  sold  in  the  U.S.,  and  some  indus- 
try sources  expect  10  million  to  15 
million  to  be  in  place  by  1985.  The 
number  of  audio  tape  recorders  is  an 
astounding  98  million.  CBS  Records, 
not  surprisingly,  has  a 
high  estimate  of  $700  mil- 
lion to  $800  million  in  lost 
record  sales  annually  from 
audio  taping.  Illegal  copy- 
ing has  become  so  exten- 
sive that  "pot  [marijuana] 
would  be  the  only  other 
thing  to  rival  it,"  says  Eric 
Hultman,  the  Senate  Judi- 
ciary Committee's  gener- 
al counsel  and  staff  expert 
on  copyright. 

A  recent  Ninth  Circuit 
Court  of  Appeals  decision 
declaring  home  copying  on 
Sony  Betarnax  videotape 
machines  to  be  illegal  in- 
fringement, rather  than 
fair  use,  has  transformed 
the  copyright  debate  into  a 
nasty  dispute  among  gi- 
ants: manufacturers  of  tap- 
ing equipment  on  one  side, 
copyright  owners  on  the 
other,  and  broadcasting 
and  cable  in  the  cross  fire. 

The  movie  producers, 
with  an  eye  to  the  copy- 
righted film  libraries  they 
are  now  packaging  for 
home  video,  call  video- 
tape manufacturers  like 
Sony  foreign  firms  "get- 
ting a  free  ride  on  the 
backs  of  the  American 
creative  community,"  in 
the  words  of  Sid  Shein- 
berg,  president  of  MCA. 
Sony  counters  that  its  ma 


mcnt.  But  Congress,  its  mailbags  fill- 
ing with  letters  from  bemused  or  an- 
gry constituents,  is  not  taking  kindly 
to  the  suggestion.  Representative 
Stanford  Parris  of  Virginia  calls  the 
court's  decision  "the  latest  example  of 
idiocy  in  the  federal  judiciary."  And 
Senate  Judiciary  Committee  Chair- 
man Strom  Thurmond  says,  "You 
mean  to  tell  me  if  I  buy  one  of  those 
things,  I  can't  use  it  for  any  damned 
thing  I  want?"  Several  bills  about  vid- 
eotaping and  copyright  already  have 
been  introduced  and  range  from  total 


tnbutory 


Dispenser  of  the  royalties 


WThen,  and  if,  Congress  imposes  license  fees  on 
video  recording  machines  in  order  to  build  up  a 
pool  of  royalties,  it  will  pass  the  task  of  dispensing 
those  royalties  to  the  Copyright  Royalty  Tribunal,  the 
smallest  legislative  branch  agency  in  Washington. 

Set  up  in  1976,  as  part  of  the  last  congressional  review 
of  copyright  law,  the  tribunal  now  comprises  four  com- 
missioners who,  with  one  exception,  had  little  prior 
knowledge  of  copyright.  A  fifth  commissioner,  Clar- 
ence James  Jr.,  quit  last  year,  criticizing  the  tribunal  as  a 
do-nothing  body. 

But  the  tribunal,  which  gets  by  on  a  minuscule — for 
Washington — budget  of  $477,000,  already  is  responsible 
for  setting  some  copyright  rates,  allocating  more  than 
$200  million  annually  in  copyright  fees  and  administer- 
ing fees  paid  by  manufacturers.  It  is  the  arena  where 
pressure  groups — recording  industry  and  songwriters' 
union,  for  example — tussle  over  legal  points  and  money. 
Its  future  responsibilities,  it  seems  certain,  will  make  it 
even  more  of  a  battleground. — A.D.F. 


Copyright  Commissioners  Garcia,  Brent wn.  Burg.  Coulter 
"It's  impossible  to  tell  if  the  market  can  sort  it  out." 


chines,  by  making  permanent  records 
of  programs,  are  giving  the  copyright 
holder  and  broadcaster  a  larger  audi- 
ence than  would  otherwise  be  avail- 
able. And  Sony  has  allies.  Jack  Way- 
man  of  the  Electronic  Industries  Asso- 
ciation, the  manufacturers'  lobby, 
hails  Sony's  case  as  a  "consumer  is- 
sue" and  charges  copyright  holders 
with — you  guessed  it — "greed." 

Nor  is  the  hyperbole  limited  to  con- 
tending business  interests.  The  Ninth 
Circuit  suggested  that  Congress  con- 
sider putting  royalty-generating  fees 
on  blank  tapes  and  recording  equip- 


exemption  for  copying  at  home  to 
elaborate  proposals  to  compensate 
copyright  holders  fairly. 

And  it  is  likely  that  Congress  will 
have  to  take  some  legislative  action 
because  the  courts  are  reluctant  to 
wade  in.  While  Sony  has  appealed  the 
decision  favoring  Universal  Studios 
and  Walt  Disney  Productions  to  the 
Supreme  Court,  it  is  extremely  un- 
likely the  highest  court  will  hear  the 
case,  says  Senate  copyright  expert 
Hultman.  "They  just  do  not  want  to 
get  into  intellectual  property  cases." 

Unfortunately,    this   is   an  issue 


where  conflicting  rights  are  at  an  im 
passe.  The  copyright  holders  should  b< 
compensated.  But  while  the  public 
has  ao right  to  duplicate  a  copynghtec 
work,  the  fact  that  the  copying  i: 
done  in  the  home  obviously  summon: 
up  the  rights  of  privacy,  freedom  o 
expression  and  the  right  to  be  free  o 
unreasonable  searches. 

Is  a  compromise  conceivable?  Yes 
and  as  you  might  expect  it  involves  ; 
form  of  tax.  The  Ninth  Circuit's  find 
ing,  that  Sony  was  liable  for  "con 
infringement"  on  th( 
grounds  that  the  company 
knew  its  machines  wen 
going  to  be  used  for  illega 
copying,  proceeds  fron 
logic  similar  to  that  pre 
vailing  in  West  Germany 
In  that  country  manufac 
turers  must  pay  fees  equa 
to  5%  of  the  wholesah 
cost  of  recording  equip 
ment  (audio  and  video)  u 
order  to  provide  a  copy 
right  royalty  pool. 

After  Congress  debate: 
the  issue,  it  is  likely  to  aci 
this  session  on  a  bill  recog 
nizing  the  right  of  copy 
right  holders  to  be  compel! 
sated  and  then — since  it': 
an  election  year — toss  th< 
problem  to  the  Copyrigh 
Royalty  Tribunal  (see  box, 
for  further  study  of  the  like 
ly  eventual  solution.  That 
will  be  the  imposition  of ; 
licensing  fee  on  new  re 
cording  machines — prob 
ably  only  video — and  per 
haps  on  blank  tapes  to  buik 
a  larger  royalty  pool  fron 
which  to  compensate 
copyright  holders.  Thai 
way  consumers  can  copy  u 
their  hearts'  content  aftei 
having  paid  a  hidden  ta> 
beforehand. 

Why  pass  any  legisla 
tion?  Why  not  let  the  mar 
ketplace  provide  the  solu 
tion?  One  problem  there 
say  congressional  experts,  is  protecting 
the  incentive  of  lesser-known  copy 
right  holders  (people  like  Simple  Justice 
author  Kluger,  for  example).  If  the  on« 
original  work  can  be  copied  and  rented 
who  gets  the  profit?  Only  copyright 
holders  with  bargaining  power  may 
survive,  says  Senate  counsel  Hultman 
Normally,  the  free  market  is  a  prett> 
good  way  to  settle  accounts.  But  it's 
hard  to  collect  if  you  don't  even  know 
your  work  has  been  copied.  "In  this 
instance,"  says  Hultman,  "it  is  impos- 
sible to  determine  whether  the  market- 
place can  sort  it  out."  ■ 


A  message  from  the  Governor  of  Maryland 


In  one  important  sense,  Maryland  offers  a  wonderful 
er.vironment  for  life.  Raising  a  family.  Owning  a  home 
Sailing  on  the  Chesapeake.  Educating  your  children. 
Waking  up  in  the  morning  and  knowing  you're  part  of  a 
great  American  center  of  learning,  medical  research, 
natural  beauty,  high  technology,  and  a  pervasive  human 
spirit  of  progress. 

But  in  another  important  sense,  Maryland  is  a 
business  which  requires  a  businesslike  attitude  and  the 
most  up-to-date  information  and  techniques  available. 

Our  product  is  the  state  itself  as  an  ideal  location  for 
businesses  to  grow  and  prosper.  Our  pricing  is  our  tax 
rate,  which  is  flexible  and  realistic.  Our  distribution  is 
universal,  as  we  continue  to  attract  new  business,  not 
just  from  the  United  States  but  from  Europe  and  Asia  as 
well.  And  our  marketing  is  as  aggressive  as  that  of  many 
of  the  large  corporations  and  businesses  we  provide  a 
home  for. 


Economic  development  is  a  primary  objective  of 
the  state.  Since  1979,  we  conservatively  estimate  that 
we  have  attracted  nearly  $3  billion  in  new  capital 
investment  through  industrial  and  commercial  growth. 

The  benefits,  of  course,  are  being  enjoyed  at  this  very 
moment  by  the  citizens  and  businesses  of  Maryland. 

Consider  what  some  of  these  citizens,  these  key 
business  leaders,  have  to  say  about  our  state,  and  then, 
perhaps,  you  too  will  want  to  join  the  many  companies 
prospering  in  Maryland. 

For  them,  "Come  for  the  carrot,  stay  for  the  greens," 
is  more  than  Maryland's  economic  development  slogan. 
It's  a  reality. 

Sincerely, 


Governor 


The  Forbes  Maryland  Supplement 
written  by  Ted  Shelsby,  Business 
Reporter.  The  Baltimore  Sun 

GEORGE  BUNTING 
NOXELL  CORPORATION 

Noxell  Corporation — the  company 
that  makes  Cover  Girl  cosmetics,  Nox- 
zema  skin  cream  and  Lestoil — makes 
its  home  in  Maryland. 

Said  George  L.  Bunting,  Jr.,  Nox- 
ell's  41 -year-old  president  and  CEO: 
"You  could  say  Noxell  was  initially  lo- 
cated here  by  accident.  My  grandfather 
was  a  pharmacist  who  came  to  Balti- 
more from  the  Eastern  Shore  of  Mary- 
land and  opened  a  small  drug  store. 
This  was  just  prior  to  World  War  I. 

"It  was  in  the  back  room  of  this 
store  that  he  began  experimenting  with 
Vanishing'  creams  and  got  the  inspira- 
tion to  combine  the  various  soothing 
agents  with  a  greaseless  cream  for  a 
sunburn  treatment.  He  pushed  the 


product  constantly,  mostly  in  the  form 
of  small  samples,  which  he  made  avail- 
able for  all  who  came  into  the  store. 

"One  day  a  gloved  customer  came 
in  and  ordered  a  collection  of  herbs  to 
make  a  tea  for  the  treatment  of  a  bad 
case  of  eczema  on  his  hands.  It  took  a 
day  for  Dr.  Bunting  to  assemble  the 
herbs,  and  in  the  meantime  the  custom- 
er took  a  sample  of  the  soothing  cream. 

"He  came  back  the  next  day  un- 
gloved. He  wouldn't  need  the  herbs  af- 
ter all,  but  he  would  like  another  jar  of 
cream,  which  he  said,  ' .  .  .  sure  knocks 
eczema.'  " 

Bunting  had  found  not  only 
another  enthusiastic  customer,  but  a 
trade  name— Noxzema— for  products 
that  would  launch  a  $200-million-a-year 
company. 

George  Bunting  continued:  "The 
reasons  our  business  remains  here  are 
economic,  based  on  objective  outside 
measurements  done  by  consultants — 


none  of  whom  were  from  this  art 
He  explained  that  extensive 
search  was  carried  out  in  the  earl 
1970s,  "to  determine  the  optimu 
location,  the  best  spot  in  the  coui 
for  the  fast-growing  cosmetics  coi 
to  build  for  the  future. 

"The  search  focused  on  the 
em  Seaboard,  along  a  Maryland- 
New  York  corridor.  From  a  mater 
handling  standpoint,  parts  of  Nev 
Jersey  may  have  been  as  desirab 
Maryland.  But  when  it  came  to  h 
everything  close  by.  Maryland  wa 
best  choice. 

"Maryland's  interstate  highw 
system  is  important  to  us.  Practic; 
everything  we  make  goes  out  by 
Transportation  costs  are  critical,  ti 
Bunting  said,  recalling  that  trucks 
leaving  the  company's  Cockeysvi 
terminal,  a  few  miles  north  of  Bal 
more,  can  reach  nearly  one-third 
the  country's  population  overnigr 


IARYLAND  TRADE  CENTER  PARK 


Location 


The  best  reason  to  choose 
the  Maryland  Trade  Center 
Park  when  moving  your  cor- 
porate offices  to  the  Wash- 
ington, DC/Baltimore  area. 
Covering  34  acres  of  prime  accessi- 
land,  the  Maryland  Trade  Center 
rk  is  prominendy  located  at  the  clo- 
leaf  of  the  Capital  Beltway  (Inter- 
te  95)  and  the  Baltimore-Washington 
■kway,  just  20  minutes  from  Capitol 
1,  25  minutes  from  Annapolis,  25 
lutes  from  Baltimore,  and  as  few 
5  minutes  from  major  air  and  rail 
nsportation. 
;sently  existing 
fully-occupied,  16-story,  200,000 
ft.  office  building,  Maryland  Trade 
nter  I,  featuring  the  latest  in  office 
ign  and  comfort 

i  265,000  sq.  ft.  shopping  center, 
ting  a  wide  variety  of  merchants 
'>  restaurants,  offering  fast  food  to 
urely  table  service  dining 
loliday  Health  Spa  with  pool  and 
quetball  courts 
ming  soon 

Martin's  banquet/conference  center, 
a's  largest,  will  tastefully  accommo- 
e  25  to  2,000  persons 


•  200-room  hotel  (Spring  of  1983) 

•  two  more  office  towers,  Maryland 
Trade  Center  II  and  III 

Coakley  &  Williams  is  offering  you 
an  opportunity  to  join  the  other  presti- 


gious companies  already  located  at  this 
superior  office  park.  We  will  build  to 
suit  under  lease  arrangement,  or  enter 
into  an  equity  participation  agreement. 
Let  us  tell  you  more. 
Write:  Craig  Burton 

Vice  President,  Leasing 
Coakley  &  Williams,  Inc. 
Maryland  Trade  Center  I 
7500  Greenway  Center  Drive 
Suite  1600 

Greenbelt,  Maryland  20770 
or  Call:  (301)  345-9730 

20  years  of  quality  development — 
our  reputation  is  building. 


developers,  builders,  and  operators  of 
hotel  and  commercial  properties. 


Model  site  of  Maryland  Trade  Center  Park,  a  joint  development 
by  Sunstates  Properties,  Inc.,  and  Coakley  &  Williams,  Inc. 
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•  The  incentives 
■■  for  businesses 

 —  — —  ■  ■  •  ■  -  • «  .  j  iwi  i  Miuyiuo 

ing  larger  day  by  day. 

More  and  more  businesses 
are  finding  out  about  Maryland, 
and  many  of  them  are  locating 
here. 

The  result  is  a  healthy 
business  climate  with  more 
advantages  for  profit-minded 
companies  than  most  other 
places  in  America. 

In  other  words,  the  incen- 
tives for  coming  to  Maryland 
have  never  been  bigger. 

Come  for  the  carrot.  You'll 
stay  for  the  greens. 

MARYLAND  Write  JerryMcDonald, 
Director,  Business  and  Industrial 
Development,  Dept.  X 
1748  Forest  Drive,  Annapolis, 
Maryland  21401,  or  call 
301-269-3514. 


,  mamma 


MofylQ 


Trucks  and  the  state's  highways 
system  are  even  more  important  than 
the  Port  of  Baltimore  to  Noxell.  "We 
ship  products  to  Puerto  Rico  through 
the  port,  but  it  is  not  a  major  factor  in 
Noxell's  distribution  system." 

Workers  are  a  major  factor.  When 
asked  about  the  Maryland  work  force, 
Bunting  replied:  "I  have  not  managed 
companies  in  other  parts  of  the  country, 
so  it  is  hard  for  me  to  make  a  compari- 
son. I  know  our  work  force — and  I'm 
talking  about  the  whole  spectrum  of 
people  from  workers  in  the  plant  on  up 
to  top  executives — and  they  have  the 
right  attitude. 

"They  are  positive.  They  contri- 
bute ideas.  They  are  interested  in  their 
jobs  and  in  the  company. 

"And  there's  the  availability  of  di- 
versified skills;  mechanics,  engineers, 
technicians,  etc.  This  probably  has 
something  to  do  with  the  state's  educa- 
tional facilities,  the  size  of  its  population, 
and  the  other  industries  that  are  located 
here." 

The  diversified  skills  to  which  Bunt- 
ing referred  are  represented  in  the 
state's  large  potential  labor  force.  Com- 
panies moving  into  the  state,  as  well  as 
those  expanding  here,  can  draw  from  a 
pool  of  nearly  500,000  (skilled  as  well 
as  unskilled)  potential  employees. 

Despite  this  large  labor  pool,  there 
have  been  a  few  occasions  when  Noxell 
has  had  to  look  beyond  Maryland's 
borders  to  fill  vital  slots. 

"In  the  past  when  we  had  to  go 
outside  the  area  it  was  difficult  to  get 
people  out  of  New  York  down  to  Balti- 
more. Baltimore  was  perceived  as  a 
negative.  It  was  too  far  from  the  action, 
so  to  speak.  But,  of  course,  once  we 
persuaded  them  to  come  here  they 
never  wanted  to  go  back. 

"With  the  revitalization  of  down- 
town, and  the  worldwide  publicity  it  has 
received,  our  recruiting  job  is  now  a  lot 
easier." 

While  the  lifestyle  here  is  different 
from  that  of  New  York,  Maryland  has  its 
own  charismatic  lure.  For  this  reason 
Noxell  has  kept  its  marketing  division 
here  rather  than  moving  it  to  New  York. 

Despite  his  quiet  manner,  Bunting 
is  seen  by  co-workers  as  a  shirt-sleeves 
executive  who  comes  in  every  day  and 
calls  the  shots. 

There  are  times,  however,  when  he 
likes  to  get  away  from  it  all.  When  he 


wants  a  little  solitude,  he  takes  off  on  his 
BMW  motorcycle. 

/  A 


Naual  Academy  Sailing  Vessel 


When  not  wheeling  about  the 
countryside,  there's  a  good  chance  he's 
on  his  28-foot  sailboat.  "The  Ches- 
apeake Bay,"  he  says,  "is  not  just  an 
important  economic  tool  for  the  port, 
but  one  of  the  world's  great  recreational 
resources." 

HARRY  WELLS 
McCORMICK  &  CO. 

A  few  years  back  the  occasional 
scent  of  cinnamon  floating  out  of 
McCormick's  spice  plant  was  one  of  the 
best  things  downtown  Baltimore  had 
going  for  it.  But  that  was  before  the 
city's  ambitious  rebuilding  program 
pumped  new  vitality  into  a  decaying 
section  of  one  of  the  nation's 


oldest  cities. 

Baltimore's  revitalization  has  < 
its  citizens  new  pride,  but  more,  it 
proved  that  a  city's  past  and  future 
live  together  in  harmony — becaus 
right  in  the  middle  of  Baltimore's  t 
tling  redevelopment  activity  is  the 
aging  building  that  houses  McCorr 
Spice. 

"Its  60-year-old  processing  pi 
survives  because  of  the  city's  attitt 
toward  business,"  said  Harry  K.  \A 
chairman  and  president  of  McCon 
&  Co.,  Inc. 

"Even  with  all  of  the  develop 
going  on  around  them,"  he  said, 
city  council  and  the  mayor  could  r 
have  worked  harder  to  accommoc 
McCormick  and  its  requirements.' 
explained  that  this  positive  attitud( 
reflected  throughout  the  whole  sta 
"Generally  speaking,  our  experier 
that  the  state  provides  a  very  pro- 
business  atmosphere." 

Wells  made  these  comments 
an  interview  in  his  office  overlook 
the  400  landscaped  acres  of  the  h 
Valley  Industrial  Park  in  nearby  B; 
more  county.  Developed  by  McG 
Properties,  the  food  company's  re 
estate  division,  the  high  quality,  st 
contained  business  community  co 
is  also  home  for  Marriott's  luxurio 
Hunt  valley  Inn,  the  headquarters 
PHH  Group,  and  the  Eastmet  Co 
tion.  Another  70  national  or  regio 
corporations  also  have  offices  thei 

According  to  Wells,  the  same 


Come  to  our  Maryland 


elly-Springfield  is  located  in 
7e stern  Maryland. 

The  Potomac  River  flows  out  of 
le  Alleghenys  and  runs  right  across 
ar  backyard  before  winding  its  way 
Dwn  to  the  Nation's  Capitol.  Up  on 
le  hill,  where  a  church  now  stands, 
Id  Fort  Cumberland  once  guarded 
ngland's  western  door.  And  just 
Dwn  the  street  is  a  tiny  log  cabin 
lat  George  Washington  used  as  his 
sadquarters.  America's  first  national 
ighway  started  right  here  in 
umberland  on  a  trail  surveyed  by 
oung  George.  It  was  called  the 
ational  Pike  and  is  now  known  as 
.S.  Route  40. 

Kelly-Springfield  came  to 
umberland  in  1921  and  we've 
:ayed  for  about  the  same 


Kelly 
Tires 


reason  we  came.  It  takes  lots  of 
energy  to  make  a  fine  tire  and  we 
are  surrounded  by  one  of  the  country's 
largest  supplies  of  low-cost  coal. 
Coal  and  water-generated  energy  is 
in  abundant  supply,  but  not  the  least 
of  our  assets  is  the  energy  of  the 
people  of  Western  Maryland.  A  large 
experienced  work  force  is  available 
here  with  local  governments  that 
are  eager  to  welcome  you  to  our 
community. 

If  you  are  a  young  company 
just  beginning  an  exciting  adventure 
or  an  old  company  exploring  new 
vistas,  bring  your  knowledge,  your 
skills  and  your  families  to  this 
land  of  unparalleled  beauty. 
We  believe  you'll  prosper  and 
stay  as  we  did. 


of  government  cooperation  that  allowed 
the  company's  downtown  factory  to 
survive  benefited  the  development  of 
the  Hunt  Valley  park.  "County  officials 
were  most  cooperative  in  seeing  that 
things  got  done  expeditiously  to  bring  a 
development  like  this  to  market.  And  1 
like  that." 

The  Hunt  Valley  project  was  just 
the  first  of  several  planned  business 
communities  built  by  McCormick  Prop- 
erties. The  company  has  since  de- 
veloped the  Rutherford  Business  Center 
in  the  western  suburb  of  Baltimore; 
the  250-acre  Loveton  Center  north  of 
the  city;  and  the  235-acre  Inglewood 
Business  Community  outside  of 
Washington. 

Wells  continued:  "The  community 
is  well-oriented  to  manufacturing.  It's 
part  of  the  culture.  And  it  is  helpful  to  a 
manufacturer  to  have  people  who 
understand  what  factory  work  is — what 
being  a  machinist  or  a  production  line 


m 


Maryland  State  House,  Annapolis 


Forthe 
who's  who  in 

business, 
the  where  is  in 

Columbia. 


G.E.,  Bendix.  West- 
inghouse.  Some  of  the  na- 
tion's largest  companies 
have  offices  in  Columbia. 
Why?  Because  Columbia 
is  midway  between  Balti- 
more and  Washington— the 
4th  largest  consumer 
market  in  the  country. 
Columbia  is  planned  with 
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your  growing  business  in 
mind. 

For  more  information 
call  Dwight  Tavlor, 
(301)  992-6058."  or  write, 
The  Howard  Research 
and  Development  Corpo- 
ration. The  Rouse  Com- 
panv  Building,  Columbia. 
Man  land  21044. 


Columbia,  Md. 


MQfylQDHjS 


worker  is  like.  They  come  from  fa 
that  know  this  kind  of  work."  Mar 
land's  civilian  labor  force  totals  ap 
imately  2.1  million  workers,  and  c 
tinues  to  grow.  During  the  1970s  1 
state's  labor  force  grew  by  28  pen 
surpassing  the  national  average  of 
20  percent.  This  trend  is  expected 
continue  through  the  1980s  as  th< 
number  of  workers  in  the  state  is  1 
cast  to  increase  15  percent — 5  pe 
faster  than  the  U.S.  average. 

With  such  a  pool  of  labor  to  < 
from.  Wells  said  that  McCormick  1 
problem  recruiting  or  keeping  goc 
people. 

Getting  back  to  the  state's  ge 
phy.  Wells  stressed  that  just  being 
to  the  seat  of  the  federal  governm 
has  been  helpful  to  McCormick,  a 
might  be  for  any  firm  so  actively  ii 
volved  in  food  products. 

"McCormick  sends  people  tc 
Washington  every  week."  he  said 
marily  research  executives  who  m 
with  the  Food  and  Drug  Administ 
and  the  Department  of  Agricultun 
discuss  such  things  as  additives  ar 
food  safety. 

"We  also  have  people,  incluc 
myself,  who  get  involved  with  son 
the  trade  groups  or  associations;  i 
case  the  National  Association  of  N 
facturers  (NAM)." 

On  the  subject  of  taxes,  he  s< 
that  with  the  current  Industrial  Re 
Bonds  there  are  inducements  ava 
that  the  state,  counties  and  city  ar 
ing  to  attract  people  to  the  area, 
for  those  of  us  who  are  here,  taxe 
taxes  and  there  is  nothing  that  inc 
to  me  that  there  is  any  problem  ir 
doing  business  in  Maryland  from 
tax  standpoint." 

Maryland  does  not  offer  tax  1 
to  attract  new  industry,  and  Wells 
lieves  this  is  the  way  it  should  be. 
think  that  anybody  considering  m 
to  a  new  community,  if  the  final  d 
minant  comes  down  to  some  kinc 
a  short-term  tax  break,  he  probab 
isn't  going  about  the  move  on  the 
right  basis. 

"They,  in  effect,  are  not  brin 
something  to  the  community.  The 
looking  for  the  community  to  do  < 
thing  for  them.  From  that  standpc 
guess  I  would  have  to  say  everyo: 
really  needs  to  stand  up  and  be 
counted." 


The'Open  Door 'IRA 


THE  HIGH  YIELD,  TAX 
)EFERRED  PLAN  THAT 
JEVER  LOCKS  YOU  IN. 

With  your  Individual 
'etirement  Account  (IRA)  in  a 

Rowe  Price  no-load  fund,  you 
et  the  advantage  of  total  flexibi- 
ty.  You  not  only  have  a  broad 
ange  of  mutual  funds  to  choose 
"om,  you're  free  to  transfer  your 
RA  investment  from  one  fund  to 
nother.  You'll  never  find  yourself 
>cked  in. 

And  we  keep  you  advised  on 
pecial  developments  and  opportu- 
ities  spanning  our  entire  Family 
f  Funds. 

As  for  professional  manage- 
lent,  you  get  the  expertise  of 
Rowe  Price  Associates.  Our 


firm  manages  over  $6  billion  in 
mutual  fund  assets  and  serves  as 
investment  advisor  to  the  pension 
plans  of  many  large  corporations. 

For  all  these  reasons,  a 
T.  Rowe  Price  IRA  also  makes  the 
ideal  rollover  option.  If  you're 
getting  a  lump  sum  distribution 
from  your  pension  plan,  but  you're 
not  ready  to  retire... keep  those 
funds  tax  sheltered  and  working 
hard  in  an  IRA  from  T.  Rowe  Price. 

Get  complete  information  on 
Individual  Retirement  Account 
opportunities.  Call  toll  free  or 
mail  us  this  coupon  for  our  Prime 
Reserve  money  market  fund  pro- 
spectus and  brochure  regarding 
our  Family  of  Funds. 
Outside  Md:  1-800-638-5660. 


In  Maryland:  1-800-492-1976 
In  Baltimore:  547-2308 

For  more  complete  information,  including  manage- 
ment fee  and  other  charges  and  expenses,  obtain  a 
prospectus.  Read  it  carefully  before  you  invest  or  send 
money.  The  Prime  Reserve  Fund's  principal  is  not 
insured  and  its  yield  will  fluctuate  as  market  condi- 
tions change. 

!   T.  Rowe  Price 
Marketing,  Inc. 

No-Load  Funds.& 
Dept.  Lft  100  East  Pratt  Street.  Baltimore,  MD  21202 

Please  send  me  Prime  Reserve  and  Family  of 
Funds  literature: 

Name  


Address 
City  


State 


Zip 


JOHN  DEALY 
FAIRCHILD  INDUSTRIES 

Sherman  Fairchild  was  a  pioneer  in 
aviation  and  high-speed  photography. 
Once,  while  passing  through  Maryland, 
he  was  so  impressed  with  the  state  and 
with  its  workers,  that  he  decided  to  stay. 
That  was  more  than  forty  years  ago  and 
his  purchase  of  a  small  aircraft  company 
in  the  western  part  of  the  state  was  just 
the  beginning  of  Fairchild  Industries' 
long  association  with  Maryland. 

Like  the  space  shuttle,  for  which  it 
builds  components,  Fairchild' s  invest- 


ments in  the  state  have  taken  off  and 
climbed  upward. 

In  the  mid-1960s  it  built  its  corpo- 
rate headquarters  off  Interstate  270,  a 
highway  lined  with  the  plants  of  other 
high-tech  companies  near  the  rural 
community  of  Germantown.  On  the 
same  site,  the  company  located  its  Fair- 
child  Space  and  Electronics  Company, 
Technology  Center,  American  Satellite 
Company  and,  more  recently,  its  Space 
Communications  Company. 

While  all  of  this  was  happening,  the 
original  aircraft  plant  near  Hagerstown, 


Covered  Bridge,  Central  Maryland 


American  Satellite  Company 
Lee  M.  Paschall,  President  and  C.E.O. 
American  Satellite  Ls  a  recognized  technological 
leader  in  domestic  satellite  communications, 
serving  commercial  and  government  customers. 


Litton  Bionetics,  Inc. 

James  C.  Nance,  President 

Litton  Bionetics  is  an  international  biomedical 

research,  development  and  marketing  company. 


M/A-COM  DCC.  Inc. 
Jack  A.  Shaw,  President 
M/A-COM  DCC  develops  and  manufactures 
advanced  equipment  for  satellite  communica- 
tions, data   (A  communications,  and  fiber 
oPucsystemsVr^a^_ 


Solarex  Corporation 

Joseph  IJndmayer.  President 

Solarex  Corporation  is  the  recognized  world 

leader  in  the  photovoltaic  industry. 


Space  Communications  Company 
William  P  Kamachaitis,  President  and  C.E.O. 
Spacecom,  a  partnership  affiliated  with  Con- 
tinental Telephone  Corporation.  Fairchild 
Industries,  Inc..  and  Western  Union  Corporation , 
provides  the  Tracking  and  Data  Relay  Satellite 
System  to  NASA.  , 


Survival  Technology.  Inc. 

Brian  H  Dovey.  President 

Survival  Technology  provides  medical  products 

and  services  for  emergency  treatment  of  cardiac 

patients  and  chemical  warfare  casualties. 


lirchild  Republic  Company,  con- 
to  thrive. 

explaining  the  $900-million-a- 
mpany's  reasons  for  locating 
large  portion  of  its  operation  in 
nd,  John  F.  Dealy,  president,  re- 
?ack  to  some  of  the  same  factors 
ginally  attracted  the  firm's  found- 
e  late  1920s. 

1r.  Fairchild  was  impressed  with 
>ple,  the  work  ethic  of  the  people 
!  professionalism  with  which  they 
jilding  aircraft  even  back  then," 
)egan,  "so  much  so  that  when 


he  acquired  the  aircraft  company  here, 
he  began  moving  his  other  operations 
from  New  York  to  Hagerstown." 

As  the  years  passed,  the  company 
prospered  and  grew,  and  was  also 
undergoing  some  changes.  In  the  mid- 
1960s  it  acquired  Republic  Aircraft 
Company  on  Long  Island,  and  Hiller 
Aircraft  on  the  West  Coast.  In  the  1970s 
it  expanded  into  areas  of  satellite  con- 
struction and  space  communications. 

These  changes  raised  new  ques- 
tions about  the  optimum  location  for 
the  company's  corporate  headquarters. 


Should  it  be  moved  to  New  York? 
Should  it  be  moved  to  the  West  Coast? 
Dealy  explained  that  Fairchild  carefully 
weighed  the  pros  and  cons  of  each  pos- 
sibility, and  in  doing  so,  "we  took  a 
fresh  look  at  the  state  of  Maryland. 

"And  I  think  the  characteristics  that 
Sherman  Fairchild  had  originally  seen 
here — namely,  a  very  good  work  force 
and  people  who  are  accustomed  to  giv- 
ing a  day's  work  for  a  day's  pay — are 
still  true  in  Maryland." 

The  growing  role  of  the  federal 
government  in  the  aerospace  and  com- 


6 

Corporate  Heads 
Have  Their  Hearts  In 
Montgomery 
County. 


Clear-headed  thinking  brought 
these  CEO's  and  dozens  of 
others  to  Montgomery  County 
sites.  They  considered  our 
world-beating  high-tech  labor 
force.  Our  accessibility  to 
Washington  and  the  world,  our 
robust  economy,  our  appealing 
lifestyle.  Once  here,  they  also 
discovered  growth  goes  with 


the  territory,  growth  en- 
couraged in  every  way  by  a 
supportive  County  government. 

Heads  of  businesses  large  and 
small  here  acclaim  the  virtues 
and  values  of  a  Montgomery 
County  location.  Shouldn't  you 
think  over  their  messages  and 
take  them  to  lieart? 


Montgomery  County, 

Write  Montgomery  County /c)ffice  erf  Economic  Development, 
101  Monroe  Street,  Suite  1500,  Rockville,  Maryland  20850.  Or  call  (301)  251-2345. 


IT  CAME  FROM 
OUTER  SPACE 


This  is  the  Dustbuster™  A  lightweight,  cordless 
vacuum,  powered  by  a  rechargeable,  nickel- 
cadmium  battery  system.  The  same  power  system 
we  developed  for  a  special  lunar  drill  used  by  the 
astronauts  on  Apollo  missions.  And  from  what  we 
learned  on  the  moon,  we've  produced— in  addition  to 
the  Dustbuster— an  entire  line  of  cordless  products  to 
make  life  better  here  on  earth.  Products  from  drills, 
shears  and  trimmers  that  save  time  and  effort  to  a 
bone-cutting  sagittal  saw  that  saves  lives. 

Developing  new  products  and  improving  pro- 
ductivity to  meet  world-wide  challenges  are  top 
priorities  for  nearly  20,000  Black  &  Decker  people 
around  the  globe.  Priorities  which  we'll  go  to  outer 
space  cfed  back  to  achieve. 

Black  &  Decker 

i  


munications  business  was  anotht 
in  the  company's  selection  of  the 
mantown  location. 

"Some  of  the  major  custom 
our  high-technology  businesses, 
emerged  in  the  1960s,  are  either 
cated  in  the  District  of  Columbia 
nearby  Maryland  and  Virginia  su 
— such  customers  as  the  Departr 
of  Defense,  the  National  Aeronai 
and  Space  Administration,  and  tl 
Goddard  Space  Flight  Center." 

Fairchild  is  not  alone  along  I 
terstate  270  corridor.  Its  neighbo 
elude  some  of  the  most  prestigio 
in  the  country:  IBM,  Bechtel,  He 
Packard.  Martin  Marietta,  Marrio 
Kodak,  Litton  Bionetics  and  Cor 
Laboratories,  to  name  a  few. 

While  its  closeness  to  Washi 
has  unquestionably  made  it  easi< 
Fairchild  to  transact  its  business, 
said  the  diversity  of  lifestyles  ava 
Fairchild  employees  is  another  p 
reason  for  the  company's  selects 
of  Maryland. 

"There  is  a  whole  range  of ; 
ities:  to  live  in  the  city,  the  suburl 
the  country.  There  are  good  edu 
facilities  and,  all-in-all,  a  very  fin< 
vironment  for  the  work  force  to  1 

These  same  factors  are  to  F 
child's  advantage  in  the  tough  n; 
bidding  war  for  high-tech  engine 

"For  our  high-technology  b 
we  have  a  very  fine  pool  of  wort 
draw  from.  The  Washington  aree 
been  a  hub  to  draw  technical  taL 
particularly  from  NASA  and  the 
ment  of  Defense,  and  now  more 
more  high-technology  companie 
locating  here." 

Dealy  noted  that  when  Fain 
developed  its  commercial  satellit 
munications  company.  American 
lite  Corporation:  "We  started  wit 
body  and  recruited  people  from 
different  companies — Western  L 
COMSAT.  AT&T.  IBM— and  fro 
many  different  geographical  aree 
were  brought  in  as  part  of  a  start 
company.  That  company  today  1 
more  than  300  people,  and  that 
technical  staff.  There  is  no  manu 
ing  done  by  American  Satellite.  ' 
are  all  high-technology,  commur 
tions  and  electronics  people." 

Late  last  year  Fairchild  was 
with  deciding  the  best  location  fc 
New  Jersey-based  Space  Comm 


Maryict 


Central  Maryland 

'ompany,  a  partnership  made  up 
lidiaries  of  Fairchild,  Western 
and  Continental  Telephone. Once 
Maryland  won  out  over  all  other 

RT  DUNN 

f -SPRINGFIELD  TIRE  CO. 

>lly-Springfield  doesn't  worry 

energy  any  more. 

tting  in  the  middle  of  one  of  the 


richest  coal  fields  anywhere,  the 
Western  Maryland-based  tire  company 
finds  itself  freed  from  the  steadily  ris- 
ing prices  of  fuel  oil.  Since  1977,  Kelly- 
Springfield  has  been  tapping  this  na- 
tion's most  abundant  form  of  energy  to 
fuel  its  big  truck-tire-producing  plant, 
and  in  the  process  has  saved  itself  mil- 
lions of  dollars  each  year  in  energy 
costs. 


"We  located  here  in  1914  because 
of  the  coal  in  the  hills  and  the  railroads 
that  run  through  the  town,"  said  Albert 
W.  Dunn,  who  came  to  Maryland  just 
about  a  year  ago  as  Kelly-Springfield's 
president  and  CEO.  "Cumberland,"  he 
noted,  "is  linked  by  rail  to  just  about  ev- 
ery region  of  the  country."  He  cited 
"the  proximity  of  Cumberland  to  the 
company's  markets  of  the  East  and  the 


Canoeing,  Garrett  County 


tEAD  ALL  ABOUT  IT ! 

kTHE  BALTIMORE  SUCCESS  STORY* 


Greater  Baltimore  business 
)81's  big  success  story.  Read 
U  about  it  in  "Greater 
altimore  Busi 
ess  Update." 
his  16-page  tab 
)id  gives  you  a 
ramatic,  in-depth 
usiness  picture 
ever  before  pub 
shed. 

What  and  who 
ere.  Where  what  you 
^ant  is  located.  How 
luch  things  cost.  Why  our 
ibor  force  is  unique.  And 
/hy  people  here  think  we've 
ot  the  best  the  East  Coast 
ffers. 


In  Greater  Baltimore,  we're  diverse,  suc- 
cessful, sophisticated,  convenient  and  af- 
fordable. Why,  there's  nothing  in  the  world 
like  us.  Send  today  for  your  copy  of 
Greater  Baltimore  Business  Update." 


Complete  form  and  mail  to: 
Donald  D.  Moyer,  Director 
Greater  Baltimore 
Economic  Development  Council 
Suite  920- A,  2  Hopkins  Plaza 
Baltimore,  Maryland  21201 
(301)  727-0447 
Please  send  me  my  FREE  copy  of 
"Greater  Baltimore  Business  Update." 

Name  


Title 


Address 


Zip 


West"  as  another  factor  in  its  site 
selection. 

"It  was  an  ideal  location  for  a  tire 
company  in  the  days  of  the  big  rail- 
roads. (Maryland  is  still  served  by  six 
major  rail  lines,  plus  another  eight  short- 
haul  roads  which  interconnect  with  the 
trunk  lines.)  And  it's  still  an  excellent 
location  as  far  as  transportation  and  ac- 
cess to  our  markets  are  concerned. 

"In  addition  to  bringing  in  its  raw 
materials — natural  and  synthetic  rubber 
—  Kelly  relies  heavily  on  rail  to  ship  out 
its  finished  product.  The  plant  in 
Cumberland  is  one  of  four  it  operates, 
but  the  only  one  producing  bias-ply 
truck  tires.  We  ship  truck  tires  out  of 
here  to  every  state  in  the  country. 
There's  no  questioning  it,  rail  service  is 
important." 

The  people  of  Western  Maryland 
themselves  have  played  an  important 
role  in  the  tire  factory's  decision  to  lo- 
cate in  the  state. 


"There  is  a  good  labor  force- in  and 
around  Cumberland.  And  it's  an  experi- 
enced labor  force.  You  don't  have  any 
trouble  finding  people  with  the  skills 
you  need  to  run  a  plant  like  this  one." 

Dunn  made  it  clear  that  he  was  re- 
ferring to  more  than  factory  laborers. 
"I'm  talking  about  the  many  technical 
skills  that  are  associated  with  the  mod- 
ern age  of  computers  and  accounting." 

This  is  important  to  Kelly  since  the 


sophisticated  computer  equipmer 
Cumberland  guides  the  sales  and 
marketing  efforts  of  its  other  thret 
plants. 

"We  have  one  of  the  largest 
puters  in  the  tire  industry  right  he 
Cumberland.  We  run  the  compar 
sales  contracts  and  order  entries  i 
the  country  from  Cumberland.  It 
unique  situation.  Our  order  desk 
whole  country  is  right  here.  The  s 
of  our  computer  would  be  a  prob 
if  we  didn't  have  the  human  resoi 
to  run  it." 

Dunn  also  believes  the  mour 
of  Western  Maryland  are  a  great  i 
to  call  home.  He  noted  that  a  ski 
is  nearby  and  added:  "You're  onl 
two-hour  drive  out  of  Pittsburgh, 
more  and  Washington  —  three  mt 
cultural  centers  ". 

As  for  working  with  the  local 
ernment  agencies.  Dunn  admits  tl 
have  been  some  differences  of  op 


Eastern  Shore  Beach  Scene 


Discover  the  Mid-Atlantic 
business  communities 
seasoned  perfectly  for 

yOUr  Company.  The  drive  for 
quality  that  has  made  McCormick  &  Co. 
a  leader  in  the  spice  business  has  also 
made  our  McCormick  Properties  Division 
a  leader  in  the  real  estate  business.  Leader- 
ship reflected  in  the  Mid- Atlantic's  choicest 
business  center,  all  seasoned  with  lush 
woods,  open  spaces,  free  parking,  and 
buildings  we  custom  design  to  fit  your  needs. 
So  your  people  and  your  company  can  thrive. 

Our  developments  include  Ingle- 
wood  on  the  Washington  Beltway  at  the 
Capital  Centre,  Owen  Brown  Business 
Center  in  Columbia,  Md. ,  Rutherford  Plaza 
at  the  Baltimore.  Beltway  and  1-70,  Loveton 
Center  and  Hunt  Valley  Business  Commu- 
nity off  1-83,  north  of  Baltimore,  and  Shawan 
Center  at  Hunt  Valley. 

To  discover  the  business  commu- 
nity seasoned  just  right  for  your  company, 
call  your  broker  or  contact  McCormick  Prop- 
erties, Inc.,  11011  McCormick  Road,  Hunt 
Valley.  Maryland  21031, 
(301)  667-7700. 

McCormick  □ 


We  hue  nn:e  pljcei  to  rint  * 


We're  helping  our  region's  businesses  grow 
ger  every  year. 


fertile  ground.  There  is  a  decidedly  pro-business 
e  here.  And  a  trend-setting  business  bank.  Mary 
ational,  the  largest  of  all  banks  in  Washington, 
laryland,  Virginia,  West  Virginia  and  Delaware, 
iryland  National's  growth  resources  are 
:hed  in  this  region.  As  its  commercial  banking 
we  provide  businesses  with  the  most  comprehen 
i  sophisticated  cash  management  systems  and 
lent  services.  And  they're  tailor-made  to  your 
We  have  the  largest  legal  lending  limit  in  the 


region,  and  offer  an  extensive  range  of  up-to-date  domes- 
tic and  international  banking  services. 

Just  as  important,  Maryland  National  Bank 
is  flexible.  With  people  and  systems  sensitive  enough  to 
serve  your  business  expertly.  No  matter  what  its  size, 
location  or  nature. 

If  you're  doing  business  in  this  region,  you  should  be 
talking  business  with  us.  Phone  Maryland  National  Bank 
at  (301 )  244-1530  in  Baltimore  or  (202)  822-8111  in 
Washington,  D.C. 


Maryland  National  Bank 


mn  MEMBER  FDIC 


between  Kelly-Springfield  and  the 
Cumberland  City  Council,  especially  in 
the  area  of  inventory  taxes.  "But  even 
on  the  tax  question."  Dunn  said,  "the 
local  government  was  willing  to  discuss 
the  problem  with  us.  They  were  very 
receptive. 


"Overall,"  he  said,  "the  company's 
history  has  been  one  of  a  cooperative 
working  relationship  with  the  city,  coun- 
ty and  state  governments.  We  have 
nothing  but  good  things  to  say  about 
the  cooperation  and  assistance  of  the 
local  government." 


A  job  is  great 
when  ifs  in  Maryland. 
Even  better  when 

itsatra 


SIMULATION  SYSTEMS  DIVISION 


THE  SINGER  COMPANY 


Link  Simulation  Systems  Division  in  Silver  Spring  recre- 
ates the  control  rooms  of  power  plants  and  factories,  the 
engine  rooms  of  ships,  the  command  posts  of  military  units, 
the  simulation  of  just  about  everything  but  flight,  for  training 
more  real  than  reality  can  provide. 

Link  is  a  leader  in  a  branch  of  technology  that  offers  more 
opportunity  for  growth  and  diversity  of  experience  than  nearly 
any  other.  Every  Link  simulator  program  produces  at  least  one 
noteworthy  technical  advance.  And  the  challenges  change 
constantly.  For  more  information  about  our  products,  and  for 
employment  opportunities,  write  to  Link  Simulation  Systems 
Division,  The  Singer  Company,  11800.  Tech  Road,  Silver 
Spring,  Maryland  20904;  (301)  622-4400. 


S  1981 


FRANK  LUCIER 
BLACK  &  DECKER 

Black  &  Decker  Manufactur 
Company  had  a  modest  beginnii 
Baltimore  more  than  70  years  ag 
Today  it  is  the  world's  largest  ma 
power  tools  and  has  markets  in  r 
than  50  countries. 

It  was  in  1910  that  S.  Dunc< 
Black  and  Alonzo  G.  Decker,  yoi 
sign  engineers  for  a  telegraph  co: 
decided  to  go  out  on  their  own.  1 
capital  investment  of  $1,200.  hal 
which  came  from  the  sale  of  a  us 
they  set  up  a  small  machine  shop 
old.  rented  warehouse  just  a  few 
from  where  the  city's  popular  He 
place  Development  stands  today 

In  1916  the  company  first  p 
B&D  brand  on  a  product.  One  it 
carry  the  founders'  initials  was  a 
inch  electric  drill.  It  was  not  the  fi 
on  the  market,  but  its  pistol  grip  i 
trigger  start  made  B&D's  produc 


Garrett  County  Mountains.  Western  Mar\ 

The  drill  revolutionized  the  i 
try.  and  eventually  all  other  com] 
copied  its  design. 

The  product  has  remained  e 
tially  the  same  for  sixty-five  years 
contributed  a  sizable  amount  to  t 
firm's  $1.4  billion  in  sales  last  yee 
long  before  Black  &  Decker  beca 
billion-dollar-a-year  company,  it  \ 
considered  a  leader  in  innovative 
ployment  practices.  It  is  credited 
being  one  of  the  first  mass-produ 
companies  in  the  nation  to  hire  w 

But  officials  of  the  company 
has  always  had  a  good  labor  fore 
which  to  work.  Old-timers  still  rec 
devotion  of  these  workers  and  he 
"came  through  with  a  little  extra' 
it  was  needed  to  help  the  compai 
weather  the  Depression.  Some  oi 
same  traits  show  up  in  the  compe 
current  work  force,  according  to  1 
P.  Lucier.  who  has  guided  Black  j 
Decker's  growth  the  past  three  y« 


THE  DATA  THAT  WILL 
BE  TRANSMITTED  IN  1990 
ISN'T  AVAILABLE  TODAY. 

BUT  THE  NETWORK  THAT 
WILL  TRANSMIT  IT... IS! 

Fair  child  Industries'  American  Satellite 
Corporation  has  the  data  communications 
capability  to  serve  projected  business  needs 
through  1990.  Working  with  Continental  Telephone 
Corporation,  we  ve  acquired  the  space  segment 
needed  to  handle  the  burgeoning  flow  of  data.  We've 
also  significantly  expanded  our  earth  station  network 
to  better  serve  our  government  and  commercial 
clients.  These  accomplishments — plus  new 
all-digital  transmission  capability — mean  we  II  be  a 
leader  in  data  communications  for  years  to  come 
Our  communications  business 
complements  Fair  child  s  basic  involvement 
in  aerospace.  Our  energy-efficient  Metro 
and  Merlin  turboprop  planes  are  an 
increasingly  important  force  in  America  's 
fight  to  reduce  fuel  consumption.  Fairchild's 
military  aircraft — such  as  the  A-10 — are 
playing  a  significant  role  for  the  U.S.  Air 
Force  at  home  and  in  defense  of  our  NATO 
allies  in  Europe. 

Our  efforts  in  these  areas,  as  well 
as  others  like  aircraft  seating  and  indus- 
trial products,  are  helping  Fairchild    \  V.-sJ^BSW8 
build  a  bright  future  on  a  solid  past. 
If  you  d  like  to  find  out  more  about 
our  plans,  write  for  a  free  copy  of 
our  annual  report.  Fairchild  W 
Industries,  Germantown, 
Md.  20767. 
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INDUSTRIES 


WHERE  THE  SKY  IS  NOT  THE  LIMIT 


We're 
turning 

the  1-270 
corridor 

into 
Maryland 


And  that's  why  you 
should  turn  to  DANAC  for 
your  high-technology  (or 
any  other)  commercial 
and  industrial  real  estate 
needs. 

When  it  comes  to 
acquisition,  development, 
construction,  sales, 
leasing,  and  management 
of  business  properties, 
we're  light-years  ahead  of 
the  competition.  Send  for 
our  brochure  or  call  Jerold 
E.  Williamson,  President, 
(301)-657-2800. 


For  our  brochure,  fill  in  the  coupon 
below  or  attach  your  card  and  send 
to:  DANAC,  7315  Wisconsin  Ave., 
Suite  1100  North,  Bethesda,  Md. 
20814. 

Name  r 


Company 
Name  


Address 

City, 

State,  Zip 


DANAC 


FOR 


Black  &  Decker's  current  chairman 
and  CEO,  said  in  a  recent  interview: 
"We  have  agood  labor  force.  Excellent. 
We  have  a  good  job  ethic  here.  That 
has  been  proven  in  many  ways." 

Lucier's  judgment  is  drawn  from  a 
broad  base.  The  company  employs 
nearly  3,500  people  at  three  major 
facilities  in  the  state.  About  600  of  these 
workers  are  based  at  Towson,  a  com- 
munity just  north  of  Baltimore,  where 
the  company  has  its  corporate  head- 
quarters, engineering  staff  and  its  new 
medical  products  assembly  operations. 

In  Hampstead,  a  rural  community 
some  25  miles  northwest  of  Baltimore, 
another  2,300  workers  assemble  indus- 
trial and  construction  power  tools.  A 
plant  at  Easton,  on  Maryland's  eastern 
shore,  makes  the  company's  popular 
Workmate  and  the  Dustbuster. 

An  independent  study  conducted 
by  the  University  of  Georgia  several 
years  ago  found  Maryland's  labor  pro- 
ductivity to  be  nearly  10  percent  greater 
than  a  number  of  sunbelt  states,  includ- 
ing Alabama,  North  Carolina,  Georgia 
and  Virginia — and  30  percent  greater 
than  that  of  South  Carolina. 

Lucier  sees  a  number  of  advan- 
tages in  doing  business  in  Maryland. 

"I  think  the  state  measures  up  in 
the  kind  of  work  force  available,  the 
kinds  of  schools  it  has  and  the  kind  of 
place  it  is  to  live.  These  are  all  pluses. 

"We  are  located  conveniently. 
Businesses  in  this  area  can  readily  serve 


Baltimore  Orioles 


the  whole  eastern  portion  of  the 
States." 

Lucier  and  his  family  movec 
Maryland  from  Massachusetts  ei< 
years  ago.  It  was  a  move  he  relis 

"I  felt  that  when  I  came  her 
Maryland  was  the  best  kept  seen 
any  state  in  the  United  States.  I  I 
come  into  the  state  on  business  < 
pie  of  times  before  and  when  I  le 
would  be  coming  to  Black  &  Dei 
was  pleased.  Maryland  represeni 
great  living." 

Lucier  has  a  home  in  the  ru 
community  of  Monkton,  not  far : 
some  of  the  state's  famous  horse 
His  next  door  neighbor  is  Noxell 
George  Bunting. 

One  of  the  things  Lucier  enj 
most  about  the  area  is  that  it  is  ji 
thirty  minute  drive  from  downtov 
Baltimore.  "There  aren't  many  c 
size  of  Baltimore  in  the  U.S.  whe 
can  drive  for  30  minutes  and  be 
the  country." 

"And  there's  a  great  variety 
vironments  here — the  Bay,  the  I 
Shore  and  its  ocean  beaches,  th( 
try  and  the  city. 

"Baltimore  and  Washington 
vide  cultural  attractions,  including 
Smithsonian  Institution,  arts  and 
cal  events,  and  major  league  spc 

The  Black  &  Decker  CEO  h 
one  of  the  state's  most  attractive 
tures  when  he  said:  "And  it's  all 
compact  package.  It  doesn't  take 
to  get  around  the  state,  to  enjoy 
here." 

Commenting  on  Maryland's 
nomic  development  efforts.  Luci 
praised  Governor  Hughes  for  giv 
economic  development  a  high  pi 
but  expressed  his  belief  that  it  sh 
the  state's  "top  priority."  its  "pai 
mount"  issue. 

"There  is  no  question  that  e 
nomic  development  was  a  key  is 
the  governor's  campaign."  said  I 
"and  it  has  been  an  increasingly 
tant  issue  with  him.  That's  good. 

This  growing  importance  is  < 
sized  by  the  fact  that  Maryland  h. 
creased  its  economic  developme: 
spending  by  nearly  300  percent ! 
1978. 

Maybe  this  is  what  Lucier  he 
mind  when  he  said:  "I  see  things 
better.  I  just  want  us  to  move  eve 
faster  " 


For  smooth  sailing 
inMaryland  waters, 
call  theFirst  name 
in  Maryland  banking. 

You're  never  far  from  First. 


OF  MARYLAND1 


25  S.  Charles  St,  P.O.  Box  1596, 
Baltimore,  Maryland  21203,  (301)  244-4000. 
Member  FDIC/Federal  Reserve  System 


Hi 


'MARYLAND'S  FUTURE 
LOOKS  GREAT  FROM  HERE: 

Mr.  Jack  Moseley,  Chairman  of  the  Board  and  President,  USF&G  Insurance. 


From  my  office 
atop  USF&G 
headquarters, 
you  can  see  Balti- 
more's Inner 
Harbor  and  the 
revitalized  hous- 
ing of  Federal  Hill; 
trendsetters  in 
the  renaissance  of  American  cities. 
Beyond  that  is  Maryland's  prosperous 
port,  each  year  a  leader  in  our  nation's 
international  trade. 

In  virtually  every  area  of  com- 
merce, Maryland  is  experiencing 
growth.  Outside  investors  know  the 
value  of  our  talents,  resources  and  loca- 


tion. In  the  past  two  years  alone,  over 
2  billion  dollars  have  been  invested  by 
private  corporations  to  open  new  and 
expand  established  businesses. 

As  one  of  Maryland's  largest 
employers,  USF&G  too  knows  the  value 
of  operating  a  business  from  Maryland. 

Since  our  founding  here  85  years 
ago,  we  have  grown  to  be  one  of  the  na- 
tion's largest  insurance  companies  with 
60  branch  offices  and  6500  independent 
agents  representing  us  across  the  USA. 

We  are  proud  of  the  relationship  be 
tween  our  prosperity  and  the  prosperity 
Maryland,  and  we  plan  to  continue 
contributing  to  the  growth  that  en-(*°0uwRJ 
riches  the  lives  of  all  Marylanders. 


USF&G 

INSURANCE 


Personal 
Affairs 


Edited  By  William  G.  Flanagan 

Cashing  in  your  IRA 

jl  nough  about  how  to  open  an  IRA 
4  account  and  the  sense  it  makes. 
ren  Joe  DiMaggio  is  telling  New 
)rkers  that  a  24-year-old  taxpayer 
tio  sets  aside  $2,000  annually,  at 
.%,  will  retire  a  millionaire. 
But  what  about  taking  money  out  of 
:  IRA?  Either  when  you  finally  do 
tire,  or  because  you  need  the  money 
dly  beforehand?  Is  there  a  dark  side 
IRA  plans  that  the  newspaper  ads 
m't  mention? 

First  of  all,  let's  take  the  IRA  holder 
»on  retirement.  (Remember,  you  can 
art  taking  out  funds  any  time  be- 
reen  the  ages  of  59Vi  and  70Vz.)  If 
iu  can  afford  to  take  the  money  out 
)wly,  what  happens  then  is  a  graph- 
illustration  of  the  miracle  of  com- 
iund  interest.  In  fact,  it  should  dem- 
istrate  once  and  for  all  that  even  if 
iu  are  in  your  50s,  an  IRA  plan  is  the 
eatest  thing  to  happen  to  potential 
tirees  since  the  Sunbelt. 
Consider  the  following:  Let's  say 
iu  are  now  45  years  old,  married,  and 
iur  spouse  does  not  work.  Into  your 
A  account  you  deposit  the  maxi- 
um  of  $2,250  a  year.  At  age  JOVz, 
e  IRS  says  you  must  start  withdraw- 
g  funds  from  the  plan,  according  to 
tablished  life  expectancy  tables.  If 
iur  spouse  is  five  years  your  junior, 
e  maximum  length  of  time  the  plan 
n  run  is  a  bit  under  21  years.  (We'll 
und  it  out  to  20  years.)  In  other 
srds,  you  have  to  start  withdrawing 
oney  as  if  one  of  you  is  going  to  live 
r  another  20  years.  If  you  die,  your 
ouse  gets  the  remainder  in  the  plan; 
he  or  she  dies,  it  goes  into  the  estate 
to  another  beneficiary. 
Here's  the  beauty  of  that  slow  with- 
awal  of  funds.  All  during  those  20 
tirement  years,  your  nest  egg  is  still 
cumulating  earnings  tax-free.  The 
tal  payout  to  you  can  be  staggering. 
Example:  Suppose,  at  70,  your  nest 
g  amounts  to  $550,602 — which  it 
ill  if  you  contribute  $2,250  for  25 
ars  at  15%  interest.  Assuming  20 
ore  years  of  life  expectancy,  you 
ithdraw  $29,873  the  first  year.  At 
i%,  your  nest  egg  earns  more  than 
at  the  first  year,  and  so  the  net 
ov/s  to  $607,158.  Each  year  your 
ithdrawals  and  your  earnings  both 


Like  zucchini 


Reaping  your  IRA  benefits  can  be  a  long  and  blissful  experience  if  you  do 
it  slowly — thanks  to  the  wonders  of  compound  interest.  Assuming  you 
contribute  $2,250  into  an  IRA  for  25  years,  here's  what  you  will  be  paid 
over  the  following  two  decades.  Note  the  big  differences  that  the  annual 
interest  rates  spell — total  payout  at  15%  is  nearly  $3.5  million. 


Year 


Earnings 
(15%) 


Payout 


Net  cash 
vaiue 


1 

5 

10 

20 


;  86,429 
124,763 
178,252 
39,790 


$29,873 
54,230 
114,272 
507,390 


$607,158 
870,164 
1,222,395 


Thus,  for  kicking  in  $56,250  for  25  years,  your  total  payout  will  be  $3,477,866. 


Year 


Earnings 
(10%) 


Payout 


Net  cash 
value 


1 
5 
10 
20 


$24,893 
29,483 
32,894 
4,509 


$12,850 
19,139 
31,489 
85,242 


$255,452 
300,362 
329,459 


Figuring  10%  interest  all  along — from  the  time  you  started  contributing  until  the 
plan  runs  out  20  years  after  you  retire — your  total  payout  comes  to  $776,573. 


Source.  E  F.  Hiitioti 


increase,  until  after  five  years,  your 
annual  takeout  will  rise  to  $54,230 
and  the  nest  egg  will  be  worth 
$870,164te(?<?  table).  By  the  tenth  year, 
you  will  be  taking  out  $1 14,272,  while 
the  nest  egg  will  be  $1,222,395. 

For  the  next  decade,  your  annual 
withdrawals  will  continue  to  rise,  un- 
til finally,  at  the  twentieth  and  last 
year,  you  must  close  the  fund — -with  a 
final  withdrawal  of  $507,390. 

It's  like  throwing  a  handful  of  zuc- 
chini seeds  on  fertile  soil  and  coming 


back  a  few  months  later  to  find  your- 
self up  to  your  ears  in  squash.  For 
here's  the  bottom  line:  Your  total  of 
$56,250  in  tax-deferred  contributions 
($2,250  for  25  years)  will  generate  a 
total  of  $3,477,866  in  payments  by 
the  time  the  plan  runs  out  20  years 
after  you  retire  at  70 — assuming  15% 
annual  interest  throughout  the  years. 

Even  at  10%,  your  nest  egg  will  be 
$243,409  when  you  retire  at  70,  and 
the  total  takeout  will  amount  to 
$776,573  over  the  next  20  years. 

There  are  some  other  points  worth 
mentioning.  The  20-year  payout  is 
just  about  the  slowest  the  IRS  will 
countenance  at  age  70Vz.  If  you  retire 
earlier,  at,  say,  age  60,  and  your  spouse 
is  55,  you  will  have  28  years  to  deplete 
your  plan. 

Once  you  are  age  59V2,  you  can  take 
any  or  all  of  the  money  you  want  from 
your  IRA  plan,  of  course,  but  it  is  then 
taxed  as  ordinary  income. 

Okay,  let's  say  you  need  no  more 
convincing  about  the  wonders  of  IRA 
and  Keogh  plans,  but  you  are  young, 
pressed  for  cash,  and  don't  know  if 
you  can  afford  to  put  aside  $2,000 
each  year — every  year— until  you  re- 
tire. Or,  you  may  simply  need  your 
money  back  before  you  retire.  Who 
knows  what  might  happen?  What 
should  you  do?  Open  an  IRA  plan  any- 
way. Here's  why. 

Remember,  you  don't  have  to  put 
the  maximum  aside  each  and  every 
year.  Each  year,  in  effect,  is  a  new  ball 
game.  You  can  put  in  nothing  or  a 
maximum  of  $2,000  ($2,250  if  your 
spouse  doesn't  work).  You  don't  break 
the  plan  by  skipping  a  few  years  of 
contributions,  or  paying  in  only  a  lit- 
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tie  each  year.  It's  not  like  life  insur- 
ance, where  you  can  lose  the  benefits 
when  you  stop  paying. 

But  let's  say  you  have  been  putting 
in  $2,000  each  year  for  five  years,  and 
suddenly  you  need  cash  badly.  All  of 
it.  (A  possibility  in  the  case  of  divorce, 


for  example.)  Your  $2,000  in  annual 
contributions,  at  12%  after  five  years, 
will  come  to  $14,230  on  your  IRA 
plan.  Let's  assume  you  are  in  the  40% 
income  tax  bracket,  and  have  been  all 
along.  For  premature  withdrawal,  the 
IR$  slaps  you  with  a  penalty  of  10% — 
there  goes  $1,423.  Then  you  have  to 
pay  ordinary  income  tax  on  the  total 
amount — there  goes  another  $5,692. 
So  you  net  $7,115  after  taxes.  Not 
great,  considering  the  fact  that  you 
stashed  $10,000  into  the  IRA. 

But  wait  a  minute.  Consider  the  tax 
breaks.  Every  year  you  put  in  your 
$2,000,  you  save  $800  in  income 


taxes.  Over  five  years  that's  $4,00 
saved — actually  $4,95 1  if  you  investe 
that  amount  annually  at  12%,  or 
7.2%  return  aftertax.  So,  the  total  va! 
ue  of  your  IRA  contributions,  $  1 2,066 
All  these  numbers  can  be  conf u< 
ing.  But  here's  the  important  point 
If  you  are  in  doubt  about  opening  a 
IRA,  open  one.  One  other  thing  : 
you  are  in  doubt — do  not  put  you 
IRA  money  into  18-  or  30-mont 
savings  certificates.  There  are  sti: 
penalties  for  busting  those  certif: 
cates,  on  top  of  the  10%  fine  an 
taxes.  Instead,  use  a  money  marke 
fund  for  your  IRA. 


The  other  East  Side 

Stuck  in  New  York  on  a  Sunday 
morning?  Or  do  you  have  free 
time  during  the  week  because  a  meet- 
ing was  canceled?  One  offbeat  diver- 
sion that  more  out-of-towners  should 
know  about  is  browsing  the  Lower 
East  Side  shopping  district  for  bar- 
gains in  everything  from  designer 
suits  to  pickled  watermelon.  After  a 
morning  of  shopping,  you  might  have 
brunch  right  in  the  area  or  in  nearby 
Little  Italy,  Chinatown  or  Soho. 

The  heart  of  the  shopping  area  is 
Orchard  Street,  a  seven-block  stretch 
running  between  Houston  (New 
Yorkers  say  How-ston)  and  Canal 
streets.  On  Sunday,  the  liveliest  shop- 
ping day  (almost  everything  is  shut  on 
Saturday,  the  Jewish  sabbath),  the 
best  stores  are  jammed  and  clerks 
waste  no  time  on  dawdlers.  Neverthe- 
less, shoppers  accept  spotty  service, 


group  changing  rooms  and  plain  mer- 
chandise displays  for  the  good  values 
available.  Some  shops  worth  noting: 

I'iui  Am  Menswear  Co.,  50  Orchard 
St.  (212-925-7032).  Like  many  stores 
here,  Pan  Am  marks  price  tags  with 
the  suggested  retail  price  found  at  up- 
town department  stores.  Take  off 
20%  for  Pan  Am's  price,  more  if  you 
are  a  good  bargainer.  Good  selections 
of  business  suits,  sports  jackets  and 
dress  slacks  by  designers  like  Calvin 
Klein,  Givenchy,  Christian  Dior  and 
Cricketeer.  Also,  knit  and  dress  shirts 
and  casual  clothing  by  the  same  de- 
signers. Expert  alterations  are  free. 

G&G  Projections,  53  Orchard  St. 
(212-431-4530),  offers  designer  mens- 
wear, including  suits  and  sports  jack- 
ets by  Evan  Picone,  Stanley  Blacker, 
Nino  Cerruti  and  Geoffrey  Beene,  at 
discounts  of  20%  or  more  off  suggest- 
ed retail.  A  navy  wool  blazer  by  Stan- 
ley Blacker  will  run  about  SI 04;  a  silk 


Lanvin  shirt  about  $70,  compare 
with  $120  uptown.  Irving  Barot 
Clothes,  343  Grand  St.,  near  Ludlox 
St.  (212-475-1718),  offers  more  suit 
by  Oleg  Cassini,  Halston,  Le  Baro 
and  Louis  Roth  at  an  average  20°/ 
discount.  Haar  &  Knobel  Sportsuear,  4 
Orchard  St.  (212-226-1812),  offers  u 
sual  clothing  such  as  Puritan  knit  pol 
shirts,  Lacoste  cardigan  sweaters  an 
$15  Levi  jeans.  It  also  has  all  kinds  c 
outerwear  including  down  vests  an 
ski  jackets. 

The  upgrading  that  has  taken  plac 
in  recent  years  is  most  apparent  a 
some  of  the  women's  clothing  store 
like  Forman's  Orchard,  82  Orchard  S' 
(212-228-2500),  and  First  Class,  117  Oi 
chard  St.  (212-475-8147).  Both  hav 
snazzy  window  displays  and  update 
interiors  filled  with  well-organize 
merchandise.  Forman's  carries  bus: 
ness  suits  and  sportswear  by  Evan  Pi 
cone,  Stanley  Blacker  and  others.  Firs 


The  Lower  East  Side  shopping  district 


A  Sunday  diversion:  seven  blocks  worth  of  good  values,  frenetic  service 
and  a  mixed  bag  of  merchandise — from  designer  suits  to  lingerie. 


B,  D  &  F  trains  from  Rockefeller  Center 


Houston  St. 


D  AIM  DO  0  0 

5    Stanton  St. 

D  ON  D  D;D  0,0 

Rivington  St.  ^ 

d  ob  io  aip  010 

Delancey  St. 

□  DD  0  D  0  Ui 

Broome  St.  "o 

U  D  .OBt.fl  0  DI 


Grand  St.  X 


To  Chinatown 


1(11 

*.  I  |  u 

Hester  St. 


OILR  OOIO  D 


Canal  St. 


Street 

Number 

Establishment 

Orchard 

22 

D&A  Merchandise 

45 

Salwen 

49 

Haar  &  Knobel  Sportswear 

50 

Pan  Am  Menswear  Co 

53 

G  &.  G  Proiections 

54 

Goldman  &.  Cohen 

58 

Penn  Garden  Grand  Shirt 

82 

Forman's  Orchard 

% 

Victory 

117 

First  Class 

119 

Fine  &.  Klein 

Grand 

278 

Harris  Levy 

307 

Ezra  Cohen  Corp 

314 

Fishkm  Knitwear 

316 

Bernard  Kneger  &  Son 

317 

Designer  Shoes  for  Men  &. 

Women 

331 

Charles  Weiss 

343 

Irving  Baron  Clothes 

Essex 

27 

The  Pickleman 

135 

Bemstem-on-Essex  St 

Delancey 

138 

Ratners  Dairy  Restaurant 

STRATFORD  UrON  AVON.  The  first  night  of 
Twelfth  Night  left  nothing  to  be  desired.  Except, 
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lass  sells  sportswear  by  Christian 
ior  and  Cathy  Hardwick.  Another 
>od  stop  for  sportswear  is  Fishkin 
litwear,  314  Grand  St.  (212-226- 
>38),  where  you  will  find  all  manner 
casual  designer  sportswear,  sepa- 
tes  and  silk  dresses.  All  of  these 
ores  offer  discounts  averaging  20% . 
Other  good  buys  are  lingerie  shops 
here  you  can  pick  up  necessities  like 
Dsiery  or  indulgences  like  Christian 
ior  dressing  gowns.  Try  Charles 
?iss,  331  Grand  St.  (212-966-1143), 
ildman  &  Cohen,  54  Orchard  St. 
12-966-0737)  or  D.  &  A  Merchandise, 
!  Orchard  St.  (212-925-4766). 
For  dress  shirts,  Victor}',  96  Orchard 
.  (212-677-2020),  carries  Van  Heu- 
n,  but  the  best  values  are  with  its 
vn  brand.  Victory  shirts  are  all  100% 
itton  oxford  cloth  or  broadcloth,  in 
:ck  sizes  as  large  as  I8V2.  A  classic 
itton-down  sells  for  $23.50  at  Victo- 
,  in  contrast  to  Brooks  Brothers' 
18.50  version.  Silk  rep  ties  are  also  in 
Dck,  at  $13.50  apiece.  Penn  Garden 
and  Shirt,  58  Orchard  St.  (212-226- 
i  13),  carries  designer  dress  and  casu- 
shirts  by  Ted  Lapidus,  Gianfranco 
iffini,  Oleg  Cassini  and  Egon  von 
irstenberg.  Some  prices  here  are 
1%  to  40%  lower  than  in  depart- 
ent  stores. 

If  you  are  all  set  on  clothing  needs  it 
ight  be  worthwhile  to  stop  by  for 
me  more  mundane  but  necessary 
tusehold  items  like  sheets  and  tow- 
3.  Top-of-the-line  linens  can  be 
and  at  Harris  Leiy,  278  Grand  St. 
12-226-3102),  and" Ezra  Cohen  Corp., 
i7  Grand  St.  (212-925-7800). 
Salwen,  45  Orchard  St.  (212-226- 
>93),  is  a  loosely  organized  little  shop 
lere  one  can  get  Nino  Cerruti  leath- 

wallets,  Knirps  and  London  Fog 
nbrellas  and  a  full  line  of  Totes  prod- 
ts  at  discount.  Bernard  Krieger  & 
n,  316  Grand  St.  (212-226-4927), 
lis  accessories  like  handkerchiefs, 
cket  squares  and  women's  scarves. 
Pine  &  Klein,  119  Orchard  St.  (212- 
4-6720),  is  best  known  for  ladies' 
ndbags,  but  upstairs  it  also  carries  a 
:ge  collection  of  $55  to  $200  atta- 
e's  and  $150  to  $400  leather  brief- 
ses.  Designer  Shoes  for  Mm  &  Women, 
7  Grand  St.  (212-226-4927),  has 
.sinessmen's  classics  like  Johnston 

Murphy,  Bally  and  Cole  Haan  at 
scounts  averaging  20% . 
Vo/e  You  don't  have  to  come  to 
:w  York  to  benefit  from  some  of  the 
y's  best  bargains.  Many  stores  will 
ip  merchandise  if  you  know  the 
aker,  style  and  size  you  want.  Let 
e  store  manager  know  you  are  call- 
g  from  out  of  town  and  he  will  usu- 
y  quote  a  price  over  the  phone.  You 
n  pay  with  major  credit  cards. 
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In  addition  to  clothing,  the  area  of- 
fers some  special  eating  attractions. 
Hungry  or  not,  The  Pickleman,  27  Es- 
sex St.,  is  a  must.  Besides  sour,  three- 
quarter-sour  and  half-sour  pickles,  you 
can  fish  pickled  peppers  and  water- 
melon out  of  brine  from  seven  large 
barrel  tubs.  There  is  also  a  wall  packed 
with  brightly  colored  jars  of  pickled 
mushrooms,  stuffed  hot  cherry  pep- 
pers, hot  and  sweet  relishes,  lupini 
beans,  sauerkraut  and  more.  For  Jew- 
ish fare,  try  Bernstein-on-Essex  Street 
(deli),  at  135,  or  Ratners  Dairy,  over  at 
138  Delancey  St. 

Little  Italy,  Chinatown  and  Soho 
are  a  short  cab  ride  away.  In  Soho,  Oh- 
Ho-So,  395  West  Broadway,  is  popular. 
In  Little  Italy  you  can  pick  up  a  walk- 
ing brunch  at  Ferrara's  bakery,  195 
Grand  St.,  or  sit  down  at  Luna,  at  112 
Mulberry  St.  In  Chinatown  walk 
down  Mott  Street  for  dim  sum — main- 
ly little  stuffed  dumplings — or  try 
Number  One  Chinese  Restaurant,  202 
Canal  St. 

A  cab  to  the  Lower  East  Side  from 
midtown  should  cost  about  $5.  Or  you 
can  take  the  subway  from  Rockefeller 
Center.  Catch  the  B  or  D  train  (IND 
Line)  and  get  off  at  the  Grand  and 
Chrystie  stop,  or  catch  the  F  (IND 
Line)  to  get  off  at  the  Delancey  and 
Essex  stop. — Ellyn  Spragins 

"Corporate,  but 
not  imperial" 

Board  meeting  day.  If  you  serve  on 
any  board  or  are  ever  anywhere 
near  a  boardroom  when  monthly 
meetings  are  held,  you  know  what 
mayhem  can  arise  when  up  to  a  score 
or  more  of  directors  convene,  com- 
pete for  available  phone  and  desk 
space,  enlist  secretaries  to  juggle  ap- 
pointments and  travel  schedules  and 
try  to  meet  with  fellow  committee 
members. 

Chemical  Bank  decided  to  see  if 
there  might  be  a  better  way.  When  it 
embarked  upon  its  multimillion-dol- 
lar face-lifting  of  the  first  eight  floors 
of  its  headquarters  at  277  Park  Ave- 
nue, it  decided  not  only  to  design  a 
new  boardroom  but  to  bring  it  up  to 
state  of  the  art  as  far  as  audiovisual 
and  other  design  features  were  con- 
cerned. It  also  wanted  to  make  life 
easier  for  the  24  directors  who  con- 


vened there,  by  providing  them  with 
the  amenities  and  services  they  need. 

Architects  Michael  Maas  and  Theo- 
dore Hammer  of  the  Haines  Lundberg 
Waehler  architectural  firm,  working 
closely  with  Chemical  Chairman 
Donald  Platten,  devised  a  plan  for  a 
boardroom  complex  that  takes  into 
account  the  entire  day,  from  the  di- 
rectors' arrival  to  their  lunch  break  to 
their  departure. 

In  addition  to  the  actual  meeting 
room,  the  scheme  includes  a  series  of 
plush  conference  rooms  and  lounges, 
all  conveniently  leading  into  each  oth- 
er. Of  particular  note  is  the  directors' 
lounge,  which  overlooks  ChemCourt, 
the  building's  gardenlike  main  en- 
trance. The  lounge  area  has  six  small 
telephone  offices  for  directors  and  is 
staffed  by  a  special  board-day  secre- 
tary. The  lounge  connects  to  the 
chairman's  dining  room,  which  is 
used  for  lunch. 

The  boardroom  itself  is,  according 


to  architect  Maas,  "corporate,  but  no 
imperial,"  mixing  Star  Wars  element: 
with  the  more  traditional  effects 
Most  striking  are  the  room's  spa 
ciousness — the  domed  ceiling  is  i'i 
feet  high — and  the  36-foot-long  ma 
hogany  desk  in  its  center.  But  th< 
desk  is  U-shaped  (see  photo  p.  152),  noi 
a  long  slab  where  directors  must  fac( 
each  other  like  so  many  paired  gladia 
tors.  Chemical's  former  boardroon 
was  a  replica  of  the  House  of  Repre 
sentatives,  where  the  top  brass  sat  or 
a  dais  facing  the  rest  of  the  group 
Now  the  chairman  and  senior  officer; 
sit  at  the  base  of  the  U  and  the  direc 
tors  flank  the  rest  of  the  table  in  de 
scending  order  of  seniority.  "Every 
one's  at  the  same  table,"  says  archi 
tect  Hammer.  "There's  a  different 
feeling  from  before." 

Another  element  that  makes  lift 
easier  for  the  directors  is  less  tangible 
acoustics.  Sound  bounces  off  the  large 
oval  dome  in  the  ceiling  in  such  a  way 
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INVESTMENT 
IN  PURITY. 

When  assessing  the  true 
value  of  a  gold  investment, 
consider  the  question 
of  purity. 

The  Canadian  Gold  Maple 
Leaf  coin  is  exactly  one 

troy  ounce  of  solid 
unalloyed  gold,.  999  fine. 

In  fact  its  purity  is  finer 
than  more  popular  coins. 

The  recognised  fineness  of 
the  Gold  Maple  Leaf  has 
contributed  substantially 
to  its  wide  acceptance 
among  knowledgeable 
investors,  who  also  know 
that  it  can  be  bought  and 
sold  easily. 

Having  made  the  decision 
to  add  gold  bullion  coins 

to  an  investment  portfolio, 
it  then  becomes  simply  a 
question  of  purity. 

To  buy  the  Canadian  Gold 
Maple  Leaf  call  toll  free 
800-331-1750,  (In 
Oklahoma  800-722-3600), 
and  we'll  tell  you  the  name 
and  number  of  your 
nearest  dealer. 

Canada's  Gold 
Maple  Leaf. 

Rbyal  Canadian  Monnaie  royale 
Mini  ^canadienne 
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that  a  director  can  hear  someone 
across  the  room  as  clearly  as  he  can 
the  person  sitting  next  to  him.  Micro- 
phones, or  even  raised  voices,  are  un- 
necessary. "It  was  the  only  iffy  thing 
we  did,"  says  Maas. 

Four  meetings  have  been  held  in  the 
new  boardroom  so  far.  Reviews  have 


been  glowing.  "Beautiful  and  very  effi 
cient,"  says  George  Piercy,  a  retiree 
senior  vice  president  of  Exxon  and  a 
Chemical  board  member  for  the  pasi 
dozen  years  or  so.  Not  that  the  room 
came  as  a  total  surprise.  A  mockup  oi 
the  table,  chairs  and  environment  wai 
tested  by  directors  months  before  the 
final  renovations  were  begun. 

Hammer  thinks  that  the  Chemica! 
board-day  concept  is  just  the  begin 
ning  of  a  new  trend  in  design.  "Yoi 
can't  overlook  the  comfort  of  boarc 
members,"  says  Hammer.  "The  more 
comfortable  the  directors  are,  the 
more  Chemical  will  gain  from  then 
full  attention." — Anne  Field 


The  directors'  lounge,  overlooking  ChemCourt 
Pampering  the  board  never  hurts. 


Architects  Michael  Mads  and  Theodore  Hammer 
A  boardroom  the  directors  had  a  say  in. 


Regency  Club  is  the  ultimate  touch  of  Hyatt: 

Many  Hyatt  Hotels  have  a  Regency  Club  in  a 
separate  part  of  the  hotel  for  those  guests  whose 
requirements  of  travel  comfort  and  personal  service 
exceed  even  the  Hyatt  standard  of  lodging  excel- 
lence. Complimentary  hors  d'oeuvres  and  beverages 
are  available  throughout  the  day  and  there  is  a 
special  Concierge  for  Regency  Club  guests. 

Regency  Club  accommodations  are  available 
for  a  modest  additional  charge.  Call  your 
travel  planner  or  800  228  9000  for  a  reservation  at 
Regency  Club. 


Regency  Club 

at  HYATT  HOTELS 


Faces 

Behind  The  Figures 


Kdited  by  Barbara  Ettorre 

Movie  magic? 

For  the  second  time  in  less  than  a 
year,  Boston  theater  owner  Sumner 
Redstone  stands  to  make  a  killing 
from  a  blockbuster  entertainment  in- 
dustry deal.  His  family  stake  in  Co- 
lumbia Pictures  Industries  is  a  tidy 
9.7%— the  largest  single  block  in  the 
company.  Redstone  says  he  will  dou- 
ble his  investment — for  a  profit  of 
about  $25  million,  by  Forbes'  calcula- 
tions^— if  Coca-Cola's  offer  for  the 
film  company  succeeds  and  if  the 
price  comes  to  over  $70  a  share. 

He  says  he  only  began  to  invest 
seriously  in  Columbia  last  lune,  after 
he  cashed  in  his  5%  stake  in  Twenti- 
eth Century-Fox  Film  Corp.  when 
Denver  oilman  Marvin  Davis  bought 
Fox  for  a  reported  $800  million  and 
took  it  private.  That  was  more  than 
$30  million  in  Redstone's  pocket.  He 
would  not  say  how  much  his  stake 
cost  to  assemble,  only  that  he  began 
buying  into  Fox  after  seeing  a  screen- 
ing of  Star  Wars  in  1977. 

How  does  Redstone,  58,  feel  about 
his  latest  windfall?  "I  have  mixed  feel- 
ings," he  insists.  "We  did  not  invest 
in  Columbia  with  a  view  toward  sell- 


ing our  stock  for  a  quick  profit.  We 
intended  to  hold  our  position." 

Disillusioned  with  an  early  law  ca- 
reer more  than  25  years  ago,  Redstone 
turned  his  attention  to  some  minor 
interests  his  family  had  "in  a  couple 
of  drive-ins."  Now  he  heads  Northeast 
Theatre  Corp.,  a  privately  held  chain 
of  250  screens  with  revenues  ap- 
proaching $100  million.  Redstone 
says  he  is  unfazed  by  his  windfalls, 
saying  he  prefers  to  teach  classes  at 
Boston  University  law  school:  "That 
is  more  important  to  me  than  making 
money." 

What's  Redstone  investing  in  now? 
Time  Inc.,  Bally,  Loews  Corp.  and 
Warner  Communications,  where  he 
already  has  large  positions.  "The  esca- 
lating technological  revolution — cable 
TV,  video  games,  videodiscs — is  a 
very,  very  formidable  threat  to  film 
exhibitors,"  he  says. — Ion  Schriber 

Bell's  bellwether 

Amo  Penzias  is  at  a  unique  moment. 
A  working  scientist  who  has  spent  20 
years  at  Bell  Laboratories  (and  won  a 
Nobel  Prize  in  physics  in  1978),  he 
now  heads  Bell's  research  arm  at  the 
moment  of  AT&T's  stunning  divesti- 
ture announcement.  There  are  press- 
ing questions  for  Penzias:  With 
AT&T  soon  free  to  enter  new  com- 
petitive areas,  will  its  commitment  to 
pure  scientific  research  at  Bell  Labs 
still  stand?  Or,  will  scientists  at  Bell — 
considered  by  many  to  be  the  world's 
most  advanced  research  center — have 
to  tailor  their  freedom  to  produce 
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Bell  Laboratories  Amo  Penzias 
Why  tamper  with  success? 


Xortheast  Theatre  Corp.  President  Sumner  Redstone 
A  silver  lining  from  the  silver  screen  again. 


workable  products  more  quickly? 

Almost  anything  Penzias  says 
might  sound  self-serving.  Yet  Bell's 
formidable  record — seven  Nobel  laur- 
eates and  countless  major  scientific 
discoveries — might  tempt  AT&T  not 
to  question  its  success. 

Penzias  admits  that  Bell  doesn't 
know  all  the  implications  yet,  but  he 
insists  that  AT&T  won't  interfere 
with  his  3,000  Ph.D.s  that  much. 
"This  place  has  always  had  an  atmo- 
sphere where  applied  work  was  driven 
by  the  basic  research — the  original 
ideas — that  supported  it,"  Penzias  as- 
serts. "This  place  isn't  so  rich  that  we 
can  have  scientists  go  off  on  a  cloud 
with  pencil  and  paper.  The  best  re- 
search happens  when  scientists  are 
forced  off  their  leather  chairs  and  into 
stimulation  with  others.  The  best  re- 
search isn't  done  in  a  vacuum." 

He  maintains  that  Bell  has  always 
been  interested  in  practical  applica- 
tions for  its  discoveries  and  illustrates 
basic  versus  applied  research  thusly: 
An  original  idea  (basic)  is  how  easily 
electrons  move  in  a  semiconductor;  an 
application  (applied)  is  epitaxy,  a  so- 
phisticated process  of  moving  those 
electrons  on  a  crystalline  surface. 

Penzias,  48,  says  that  when  doing 
his  Nobel  research — tracing  cosmic 
radiation  remaining  from  the  Big 
Bang  that  one  theory  says  gave  birth 
to  the  universe  about  20  billion  years 
ago — he  was  "up  and  down  the  halls" 
interacting  with  other  scientists. 
This,  he  says,  goes  on  at  Bell  con- 
stantly. And  he  expects  that  to  con- 
tinue: Both  Bell  Labs'  budget  (more 


lan  $2  billion  this  year)  and  work 
rce  (22,000)  are  expected  to  grow 
?er  the  next  three  years.  He  sees  Bell 
cploring  new  areas,  such  as  robotics 
■  medical  electronics. 
"This  isn't  Silicon  Valley,  where 
)mpanies  work  for  six  months  on  a 
oject,  then  fire  their  lab  people,"  he 
tys.  "Our  rules  won't  change  that 
uch  because  this  place  works." — B.E. 


Pennies  from  heaven 

he  temperature  in  James  Emmett 
/ans'  orange  groves  in  St.  Lucie 
ounty,  Fla.  dropped  to  27  degrees  for 
jie  hours  during  last  month's  freeze. 
Lost  of  the  oranges  had  turned  to  icy 
ush  inside;  the  state's  unofficial  esti- 
ate  was  that  the  fruit  and  juice  crop 
ould  be  reduced  by  some  25%. 
But  Evans,  whom  experts  call  Flor- 
a's biggest  independent  orange  grow- 
,  wasn't  too  concerned.  "I  never  had  a 
eeze  cause  me  to  have  a  bad  year," 
ys  Evans,  who  also  has  his  own  pro- 
:ssing  plant.  He  is  exploiting  the  ris- 
g  price  on  oranges  in  his  extensive 
7,000  acres)  groves  in  seven  counties, 
-arge  growers  with  holdings  scat- 
red  across  the  state,  so  they  can't  be 
iped  out,  can  take  effects  of  the  freeze 
id  benefit  from  the  rise  in  price,"  Ev- 
is  says.  "But  a  little  grower  in  one 
cation  could  be  wiped  out." 
As  a  result,  many  smaller  growers 
y  to  ward  off  frost  by  using  heaters 
i  warm  the  trees.  But  large  growers 
id  them  too  costly.  Evans  spends  an 
itimated  $300  per  acre  to  run  a  grove 


trus  grower  James  Emmet 7  Evans 
reezes  don't  get  a  cold  shoulder. 


through  to  picking. 

Big  processors  like  Evans  have  an- 
other weapon:  holding  the  concen- 
trate in  huge  stainless  steel  tanks  and 
selling  it  when  the  price  is  high.  Dur- 
ing last  year's  freeze  that  wiped  out 
15%  of  the  fruit  crop,  Evans  says  he 
made  his  largest  profit  ever — $8.3  mil- 
lion on  $75  million  in  sales.  He  sold  6 
million  gallons  of  held-over  concen- 
trate at  high  prices.  And  he  has  2 
million  gallons  held  over  this  year. 

"The  value  of  the  concentrate  al- 
ways increases  more  than  the  loss  in 
the  juice  crop,"  the  81 -year-old  grow- 
er says.  And,  if  good  weather  causes 
low  prices  the  next  year,  at  least,  by 
storing  concentrate,  the  grower  has 
deferred  income  and  taxes  for  an  extra 
year.  Besides,  Evans  says,  "In  a  rapid- 
ly rising  commodities  market,  you 
can  sell  and  recover  in  a  short  time." 

Evans  bought  his  first  20-acre  grove 
in  1925  with  money  saved  from  his 
Ford  dealership.  He  claims  that  in  his 
56  years  in  the  business  (selling  to 
such  supermarket  chains  as  Kroger 
and  Winn-Dixie  for  their  private-label 
brands)  he  has  never  had  an  unprofit- 
able year.  In  1957  he  started  Evans 
Packing  Co.  in  Dade  City  to  process 
his  fruit  into  concentrate.  The  plant 
has  an  annual  capacity  of  10  million 
gallons,  but  Evans  limits  his  juice  in- 
take to  five  or  six  glasses  daily.  "I'd 
rather  sell  it  than  drink  it,"  he  says 
dryly. — Laura  Rohmann 


Another  opening, 
another  profit  center? 

Looking  at  Warner  Communications' 
biggest  moneymakers  lately,  one  wag 
dubbed  Warner  "the  corporation  built 
on  instant  gratification."  Indeed, 
mixed  in  with  the  likes  of  movies, 
records  and  Atari  electronic  games  is 
an  unlikely  source:  Broadway.  But 
isn't  investing  in  Broadway  theater  a 
way  to  lose  money,  not  make  it?  "Not 
true,"  says  Claire  Nichtern,  a  former 
Broadway  producer  (Luv  and  Jimmy 
Shine)  and  head  of  Warner  Theatre 
Productions  Inc.,  a  subsidiary. 

Under  Nichtern's  guidance,  Warner 
is  coproducer  of  three  big  Broadway 
hits  this  year:  Crimes  of  the  Heart,  Mass 
Appeal  and  The  Dresser.  The  company 
also  cosponsored  two  of  last  year's 
blockbusters:  Woman  of  the  Year  and 
Fifth  of  July.  Warner's  investment  in 
these  shows  is  probably  over  $1  mil- 
lion, not  counting  funds  in Piaf  (which 
closed  after  a  modest  run)  and  March 
of  the  Falsettos  and  Groun  Ups  (which 
are  still  running).  The  Pulitzer  Prize- 
winning  Crimes  of  the  Heart  paid  back 
50%  of  its  $500,000  capitalization  in 
its  first  eight  weeks. 


Warner  Communications'  Nichtern 


Give  her  regards  to  Broadway. 


Sitting  at  a  comer  table  at  Sardi's, 
Nichtern  could  easily  be  mistaken  for 
a  member  of  a  Wednesday  matinee 
theater  party  instead  of  one  of  the 
most  powerful  Broadway  producers 
around.  "Sure,  you  have  flops,"  she 
says.  "But  one  big  hit  can  pay  for  a  lot 
of  flops."  She  says  film  companies  can 
make  the  mistake  of  investing  in  a 
play  because  they  think  it  will  make  a 
good  movie.  Nichtern's  25  years  in 
the  theater  are  paying  off  handsomely 
for  her — reportedly  through  a  big  bo- 
nus arrangement  with  Warner. 

Nichtern  was  a  Manhattan  house- 
wife when  she  became  a  switchboard 
operator  in  the  old,  experimental 
Phoenix  Theater.  She  became  assis- 
tant to  director  Sir  Tyrone  Guthrie, 
learning  everything  from  casting  to 
budgets.  "I've  always  been  good  at 
spotting  material,"  she  says.  "Produc- 
ers should  never  be  so  taken  with  a 
play  that  they  lose  their  objectivity." 

She  has  been  around  long  enough  to 
remember  when  successful  women 
were  frequently  asked  for  their  favor- 
ite recipe  during  interviews.  "I  used  to 
give  a  chicken  cacciatore  one  off  a 
spaghetti  box,"  she  says.  "I  dare  any- 
one to  eat  it." — Richard  L.  Stem 


No  place  to  go  but  up 

William  Andrews,  chairman  of  Sco- 
vill,  Inc.,  tends  to  get  upstaged  by  his 
predecessor,  Malcolm  Baldrige,  the  ro- 
deo-roper hobbyist  who  went  on  to 
become  President  Reagan's  Secretary 
of  Commerce.  No  matter,  says  An- 
drews. He  has  quietly  continued  the 


EXPORT  COUNTRY 


A  shrinking  world  has  put  South  Africa's  wealth  of 
raw  materials  and  competitively  pnced  finished 
goods  almost  at  your  doorstep.  Our  computer  link 
puts  you  in  direct  touch  with  exporters  of  products  you 
need.  Modern  transportation  facilities  speed  your 
order,  insuring  confirmed  delivery  dates.  Write  or 
call  one  of  our  offices  to  learn  how  your  competitors 
are  taking  advantage  of  our  strategic  minerals,  agn- 
cultural  and  mining  machinery,  auto  parts,  oil  drill- 
ing equipment,  foundry  products,  a  range  of  items 
from  fine  footwear  and  knockdown  furniture  to  excel- 
lent wines,  exotic  food  products  and  high  fashions. 

Investment  Indncements 

A  healthy  economy  competitive  labor,  an  excellent 
infrastructure,  a  fine  banking  system  and  an  abun- 
dant supply  of  most  raw  materials  are  only  a  few  of 
the  reasons  why  you  should  invest  in  South  Africa. 
In  1980  foreign  investors,  including  260  major  U.S. 
companies,  made  an  average  profit  of  20%.  One  of 
our  U.S.  offices  can  provide  complete  information 
on  all  aspects  of  investment,  including  the  generous 
incentives  that  are  available  to  investors. 

SOUTH  AFRICA 


Deputy  Consul  General  (Commercial) 

South  African  Consulate  General 

425  Park  Ave. ,  New  York,  NY  10022  (212)  838-1700 

The  Consul  (Commercial) 

South  African  Consulate  General 
1980  S.  Post  Oak  Blvd.,  Suite  1520 
Houston,  TX  77056  (713)  850-0150 

444  N.  Michigan  Ave. ,  Suite  3100 
Chicago,  IL  60611  (312)  828-9200 

9107  Wilshire Blvd.,  Suite  400 
Beverly  Hills,  CA  90210  (213)  858-0380 


Contact  an 
office 

listed  at  right. 
Your  inquiry 
will  receive 
our  personal 
attention. 


Fifty,  Fifty. 

These  are  odds  that  no  one  would  care  to  bet  on  But  the  thousands  of 
sons  and  daughters  of  Huntington's  Disease  patients  have  no  choice. 
They  were  born  with  a  50/50  chance  of  inheriting  this  terrifying,  fatal  illness 
For  potential  H  D.  victims,  everyday  is  a  gamble.  And  if  they  lose,  it's  for  keeps 

Give  generously  to  the  National  Huntington's  Disease  Association. 
Help  make  this  generation  its  last. 

HD  National  Huntington's  Disease  Association  128A  East  74  Street,  New  York 
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slimming-down  program  Baldrij; 
started,  selling  off  Scovill's  Ajax  Han 
ware,  Markel  Electric  and  Lightcra 
Lighting  operations,  the  better  t 
pour  more  money  and  attention  int 
its  housing  products  and  automotiv 
products  areas. 

Why  housing  and  autos,  two  disa; 
ters  of  the  early  Eighties-  "We  decit 
ed  that  we  were  at  the  low  point  i 
the  automotive  and  housing  cych 
last  year,"  says  Andrews.  "We'v 
strengthened  our  businesses,  and  w 
think  the  economy's  turning  around, 
don't  believe  we'll  see  the  2  millio 
housing  starts  we  predicted  a  ye< 
ago.  But  if  we  get  to  1.3  million  th: 
year  and  1.5  million  in  1983,  that's 
big  increase  over  where  we  are  now. 

Andrews  figures  Scovill  stands  t 
benefit  from  any  housing  upturn.  It 
NuTone  division  (a  Baldrige  acquis 
tion)  is  the  leading  producer  of  sue 
essentials  as  door  chimes,  exhau: 
fans  and  baseboard  heaters.  Yale  Loc 
(another  Baldrige  addition)  is  a  leadt 
in  door  closers  and  locks,  and  Hami 
ton  Beach  is  a  longtime  force  in  qua 
tty  small  appliances. 

Meanwhile,  the  S35  million  wntt 
off  that  resulted  from  the  sale  ( 


Scot  ill  Chairman  William  Andrews 
Betting  on  housing  and  autos. 


The  best  offense  is 
a  good  offense. 


aggressive  capital  invest- 
it  strategy  is  a  critical  factor 
aintaining  growth  and 
tability. 

r  the  past  five  years,  a  period 
jtrenchment  in  some  sectors 
le  economy,  InterNorth  has 
fded  capital  expenditures 
ing  nearly  $2  billion,  which 
ides  construction  of  the 
t  shown  here  at  our  petro- 


chemical manufacturing  complex 
near  Chicago. 

Such  a  bold  growth  strategy 
contributes  significantly  to  Inter- 
North's  consistently  favorable 
return  on  equity,  which  at  18.5% 
last  year  was  one  of  the  high- 
est in  the  nation  for  businesses 
of  our  kind. 

InterNorth,  a  natural  gas 
pipeline  pioneer,  today  is  an 
international  complex  of  natural 
resource  companies  in  natural 


gas,  natural  gas  liquids, 
petrochemicals,  exploration  and 
production,  and  coal.  Natural 
gas  provides  a  solid  foundation 
of  income  for  our  shareholders 
while  our  other  businesses  offer 
opportunity  for  capital  growth. 

For  further  information  on  Inter- 
North,  call  Roy  A.  Meierhenry, 
Vice  President  and  Treasurer, 
402-633-4937. 


INTERlloRTH 


International  Headquarters,  Omaha,  Nebraska  68102 


Central  Park  Conservancy's  Pamela  Tice  (left)  and  Betsy  Barlow 
Not  just  another  dance  company. 


several  operating  companies  in  1981 
contributed  to  an  already  lackluster 
year  for  Scovill:  $30  million  in  after- 
tax operating  earnings  on  sales  of 
$820  million,  down  from  1979's  high 
point  of  $34  million  earnings  and 
$919  million  sales.  Despite  the 
downturn,  Scovill  will  pay  dividends 
($1.52  in  1981,  unchanged  from 
1980)  as  it  has  for  124  consecutive 
years — the  longest  record  of  any  in- 
dustrial company  on  the  New  York 
Stock  Exchange. — Kevin  McManus 

Looking  for 
corporate  saviors 

The  Reagan  Administration  has  been 
urging  the  private  sector  to  fill  the  gap 
to  compensate  for  its  own  massive 
reductions  in  federal  aid  to  worthy 
causes.  Among  those  going  hat  in  hand 
to  corporate  America  for  sorely  needed 
handouts  are  the  Central  Park  Conser- 
vancy (CPC)  in  New  York  and  Nation- 
al Public  Radio  (NPR)  in  Washington. 
Central  Park,  which  claims  the  atten- 
tion and  affection  of  many,  is  some- 
thing like  Mom's  apple  pie;  NPR, 
through  its  feisty  news  outfit,  could  be 
accused  of  biting  the  hand  that  feeds  it. 
Here's  how  they  are  doing: 

The  greening  of  Central  Park 

"It  would  be  much  harder  if  we  were 
just  another  dance  company,"  says 
Central  Park  administrator  Betsy  Bar- 
low, "but  the  park  is  its  own  best 
advocate.  Lots  of  people  remember 
what  it  was  like  to  fall  in  love  in  the 
park  or  to  push  a  baby  carriage 
through  it." 
Apparently,  nostalgia  helps  when 


you  are  looking  for  money  these  days. 
In  its  efforts  to  raise  about  one-third  of 
its  $3.2  million  budget  this  fiscal  year 
from  corporate  donors,  the  Central 
Park  Conservancy  has  reached  nearly 
half  its  goal  after  only  six  months.  As 
Pamela  Tice,  CPC  executive  director, 
says,  "We're  not  being  turned  down  by 
corporations.  It's  just  a  question  of 
going  out  and  reaching  them." 

CPC  says  the  search  has  been  a  lot 
easier  because  of  the  impressive  list  of 
executive  heavyweights  on  its  board 
of  trustees,  including  William  Bein- 
ecke,  former  Sperry  &  Hutchinson 
chairman,  and  Lewis  Bernard,  manag- 
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ing  director  of  Morgan  Stanley.  Tht 
personal  appeals  to  colleagues  a 
CPC's  best  weapon.  Barlow  and  Ti 
say  they  will  be  able  to  achieve  a  te 
year  goal  of  raising  up  to  $15  milli< 
from  corporations  for  an  ambitio 
$100  million  plan  to  restore  t] 
park — everything  from  building  ne 
playgrounds  to  hiring  summer  inter 
who  will  plant  and  prune  trees,  mc 
grass  and  repoint  masonry. 
$100,000  Revlon  Inc.  grant  recent 
helped  to  restore  an  original  Victori; 
building  for  use  as  a  concert  hall  ai 
art  gallery.  Bankers  Trust  has  chipp 
in  $65,000  for  a  two-year  project 
scrub  out  graffiti,  and  Chemical  Bai 
has  handed  over  $  1 0,000  for  park  loc 
tor  maps. 

A  sound  investment? 

Frank  Mankiewicz  is  out  campaig 
ing  again.  But  now  the  former  pre 
secretary  to  Robert  Kennedy  and  cai 
paign  director  to  George  McGovem 
on  what  he  calls  a  "free-of-the-fed 
campaign  for  National  Public  Radi 
the  government-funded  network  th 
supplies  news  and  entertainment  pi 
grams  to  more  than  260  public  rad 
stations. 

Faced  with  a  possible  cutback 
over  $3  million  next  year  from  i 


National  Public  Radio's  Frank  Mankiewicz 
In  five  years,  free  of  the  feds. 


c&c 

COMPUTIR  A  NO  COMWUHK  STKHtS 


THE  COMPUTER 

AND 
OMMUNICATIONS 

COMPANY, 

sharpens  your  edge  with  outomation. 


Personal  computers, 
word  and  data  proc- 
essors, facsimile  termi- 
nals, electronic  mail,  the 
private  business  satellite 
system,  teleconference — 
all  are  rapidly  taking  hold 
in  the  office,  boosting 
productivity  and  profits 
to  record  levels.  Based 
on  advanced  technolo- 
gies such  as  those  used 
to  develop  giant  comput- 
ers and  fiber  optic  com- 
munication systems, 
NEC  offers  a  fully 
integrated  line  of  office 
systems  and  equipment 
serving  business  in  every 
conceivable  application. 
After  all,  we've  been 
contributing  to  it  for  over 
80  years. 

Another  reason  why 
NEC  has  earned  the 
trust  of  customers  the 
world  over. 


NEC 

Nippon  Electric  Co  Ltd 

PO  Box  1  Takanawa  Tokyo  Japan 


SNUGGLE 
DOWN 

FOR 
A  GOOD 
NIGHT'S 
SLEEP 
IN 

NEW  YORK. 

AND 
WAKE  UP  IN 
LONDON. 


Air-India's  throwing  a  slumber 
party.  Every  time  we  lift  off  for 
London.  Or  India. 

Because  now  every  Air- India 
First  Class  seat  is  a  Slumberette. 
Once  on  board  you  can  tilt  your 
Slumberette  back,  way  back. 

A  hostess  will  fluff  your  pil- 
low. Tuck  a  downy  blanket 
around  you.  And  in  40  winks 
you're  in  London.  (It  takes  80 
to  get  to  India.) 

Of  course,  when  you  aren't 
sleeping,  we'll  lavish  you  with 
service. 

Excellent  food,  chilled 
cliampagne,  caviar,  music  and 
movies. 

You  can  RSVP  with  your 
travel  agent.  But  do  it  soon. 

Because  space  at  even7  slum- 
ber parly  is  limited  to  16  people. 
(That's  all  the  seats  we  have  in 
our  First  Class  cabin  which 
means  you  have  plenty'  of  room. 
Twice  as  much  room  as  some 
other  First  Classes,  in  fact.) 

You  probably  never  dreamt 
flying  could  be  so  comfortable. 


THE  AIRLINE  THAT'S  DIFFERENT. 
AND  BETTER. 

4'k  i  Park  Ave..  New  York.  N  Y.  10022 
bB-free  numbers:  Continental  U.S.  800-223-7776: 
N  Y  State:  800-442-8115:  in  N.Y.  City:  (212)  751-6200 
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current  $14.6  million  in  federal  fund- 
ing, Mankiewicz,  NPR's  president,  is 
trying  to  get  companies  to  kick  in 
about  $4.3  million  to  pick  up  the 
slack.  Within  five  years  he  wants  to 
run  NPR  without  any  federal  money 
at  all.  Half  its  budget  would  then  come 
from  the  private  sector,  the  remainder 
from  entrepreneurial  projects  such  as 
selling  its  programs  on  tape.  He's  even 
talking  about  getting  E.VV.  Scripps  to 
unload  troubled  United  Press  Interna- 
tional to  NPR  as  a  big  tax  credit  so  the 
network  could  attempt  to  make  UPI 
profitable  through  use  of  its  satellite 
transmission  capabilities. 

"We  want  to  be  off  the  fix  by  1986," 
he  quips,  "and  we'll  try  anything 
short  of  the  world's  oldest  profession 
to  do  it."  Mankiewicz  has  already 
raised  $800,000  from  the  private  sec- 
tor in  the  first  quarter  of  his  campaign 
and  says  his  goal  is  in  sight.  His  ap- 
peal: Tax-deductible  "shares"  in  NPR. 
For  $250,000,  a  company  can  buy  a 
full  share  that  entitles  the  bearer  to  12 
on-air  credits  weekly  for  a  year.  They 
also  can  buy  a  half  share  or  a  quarter, 
as  the  Chubb  Group  recently  did.  For 
their  money,  they  can  reach  a  weekly 
audience  of  7  million  listeners,  up 
40%  from  last  year. 

What  if  a  company  credit  embar- 
rassingly follows  a  negative  news  sto- 
ry? "There  are  plenty  of  companies 
with  the  maturity  and  courage  not  to 
worry  about  that,"  Mankiewicz  says 
loftily.  "We  don't  have  to  have  every- 
body's money,  either.  When  you're 
running  for  public  office,  you  don't 
have  to  have  100%  of  the  vote  to 
win." — John  A.  Byrne 

Showboating 

The  boating  industry  has  been  in  the 
doldrums  lately,  but  that  doesn't  wor- 
ry William  $ovey,  who  takes  over  as 
president  of  AMF  Inc.  on  March  I. 
"People  in  the  market  for  a  cruising 
yacht  are  pretty  unaffected  by  the  eco- 
nomic scene,"  he  says.  To  prove  his 
point,  AMF  spent  some  $100,000  on 
its  displays  at  the  recent  National 
Boat  Show  in  New  York — more  than 
the  other  413  exhibitors. 

AMF's  boating  division,  AMF  Al- 
cort  (sailcraft)  and  AMF  Hatteras 
(which  claims  a  dominant  share  of  the 
over  50-foot  yacht  market),  did  a 


healthy  business  last  year,  though  n 
a  major  part  of  the  diversified  cor 
pany's  $1.3  billion  in  revenues,  whit 
come  mainly  from  industrial  tcchn< 
ogy  and  leisure-time  products.  Hattc 
as,  with  sales  of  $80  million,  showec 
30%  increase  from  1980,  while  pnc 
rose  12%.  Alcort  (sales,  $10  millio 
had  a  10%  gain  with  price  increases 
5%.  $ovey,  48,  fondly  calls  Hatter 
"the  flagship  of  the  company's  marn 
products." 

All  was  not  smooth  sailing,  howe 
er.  AMF  got  rid  of  Crestline,  its  mo 
eylosing  small-powerboat  division, 
March.  "People  who  buy  low-pow 
boats  are  most  likely  to  be  laid  off 
explains  $ovey,  who  had  been  exec 
tive  vice  president  of  AMF's  leisu 
division.  "They're  the  ones  mflatu 
will  affect  the  most."  The  compai 
still  offers  its  Robalo  small  powi 
boats,  16-to-24-foot  fishing  vessels, 
the  Hatteras  line.  Five  of  them  we 
on  display  at  the  Coliseum  sho1 
along  with  1 1  sailcraft.  Hatteras  h; 
one  big-boat  entry:  a  $330,000,  4 
foot  yacht  equipped  with  two  be 
rooms  and  a  luxurious  galley  that  hi 
to  be  shipped  on  a  specially  built  tra 
tor-trailer  from  Hatteras'  High  Poir 
N.C.  office. 

Was  all  the  expense  and  troub 
worth  it?  $ovey  sees  the  show  as 
crucial  advertising  opportunit 
where  he  gets  a  significant  portion 
his  annual  sales.  "I  don't  think  th 
even  when  times  get  tough,  any  of  I 
would  want  to  give  up  the  bo 
show,"  he  says.  Next  stop?  The  N 
ami  exhibit  this  month. — Anne  Field 


AMF  Inc.  President  William  Sovey 
Yo  ho  ho  and  a  $330,000  yacht. 


eorgia's  transportation  systems 
put  America  at  your  fingertips. 


Whether  you're  expanding  or  re- 
locating your  company-your  people, 
raw  materials  and  finished  products 
move  rapidly  and  economically  to 
and  from  Georgia. 

Atlanta's  International  Airport  is 
the  world  s  largest  air  passenger 
and  cargo  facility. 

Georgia's  deepwater  ports  offer 
the  most  modern  container  and  bulk 
cargo  handling  facilities  on  the  South 
Atlantic  seaboard. 


In  Georgia,  you'll  find  a  modern 
and  prof  itable  rail  network  with 
ready  access  to  national  and  inter- 
national markets. 

A  completed  interstate  highway 
system  makes  Georgia  the  hub  of 
distribution  for  the  Southeast. 

To  find  out  more  how  we  deliver 
America  to  your  doorsteps,  contact: 
Milt  Folds,  Commissioner;  Georgia 
Department  of  Industry  &  Trade; 
P.O.  Box  1776;  Dept.FB-22  ; 
Atlanta,  Georgia  30301. 
(404)  656-3556. 


Georgia 


in  what  was  a  famine  year 

for  a  lot  of  other  hotels ,  NLT's  enjoye 
a  feast. 

While  many  other  hotels  were  wonder- 
ing where  the  next  guest  was  coming  from,  NLT's 
Opryland  Hotel  and  Convention  Center  was  enjoy- 
ing an  occupancy  rate  of  84%,  booking  conventions 
into  1992,  and  royally  welcoming  over  315,000 
guests.  In  fact,  construction  is  underway  now  which 
will  almost  double  the  size  of  our  hotel! 

That  should  tell  you  something  about 
NIT. .  .a  nationwide  $4.5-billion  company  that's 
deeply  involved  in  insurance,  broadcasting,  entertainment,  real  estate 
development,  data  processing,  and  lodging. 

There's  a  spirit  at  NLT  today  that  makes  us  different.  We're  invo 
in  a  variety  of  efforts  aimed  at  developing  better  products  and  services  ) 

our  customers,  and  enhancing  return  to  our  shareholc 
In  the  process,  we're  making  NLT  a  more  ex» 
ing  place  to  work. 

We'd  like  to  share  that 
spirit  with  you.  For  mc 
information,  please  wr 
to:  Walter  M.  Robinsor 
Chairman  of  the  Board, 
NLT,  Nashville,  Tenner 
37250. 

We're  more 
than  you'd  exr 


The  Forbes/Wilshire  5000  Review 


Z  Market  value  of  Wilshiie  5000: 
-  $1,202.0  billion  as  of  1/22/82 
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ben  will  it  stop?  The  Wilshire  index  shows  securities  lost 
er  $71  billion  in  market  value  over  the  last  four  weeks, 
ill,  the  news  isn't  all  bad.  Less  than  $7  billion  in  market 
lue  was  wiped  out  in  the  latest  two-week  period.  That 
eans  the  pace  of  selling  has  slowed,  at  least  temporarily. 
The  exodus  from  Wall  Street  has  been  prompted  by 
iubts  about  interest  rates,  inflation,  the  state  of  the 
onomy  and  the  budget  deficit.  The  blue  chip  Dow 
Dcks  show  the  most  resistance  to  investor  jitters:  The 
aw  fell  2.5%  in  two  weeks,  whereas  the  Wilshire  lost 
o.  But  the  American  Stock  Exchange — with  its  high 
posure  to  energy  stocks — was  particularly  hard  hit.  It 


lost  8%  in  two  weeks,  1 1%  in  four  weeks. 

These  numbers  don't  exactly  encourage  you  to  stand  up 
and  cheer  over  recent  market  performance.  Nor  does 
much  of  the  gloomy  financial  news  that  now  fills  the 
papers  and  air  waves.  Still,  this  ongoing  shakeout  has  its 
positive  elements. 

Two  major  constraints  on  profitability — energy  and  la- 
bor costs — are  in  the  process  of  adjusting  to  the  reality  of 
market  forces.  Corporate  America  is  also  slashing  away  at 
fat  and  inefficiencies.  Even  though  Wall  Street  and  the 
economy  may  have  yet  to  touch  the  very  bottom,  the 
eventual  rise  back  to  the  top  could  be  rather  dramatic. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

'ercent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-6.4 

-3.2 

-6.1 

-11.0 

-5.0 

n  last  52  weeks 

-10.7 

-10.1 

-10.7 

-16.1 

-5.7 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-4.4 

-1.2 

-5.6 

-1.0 

-1.2 

-1.7 

-5.3 

-1.8 

-6.3 

-0.1 

n  last  52  weeks 

-2.8 

10.0 

-16.4 

2.9 

6.8 

2.7 

-3.0 

4.4 

-6.0 

9.3 

stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable 
quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


)te:  All  data  for  penods  ending  1/22/82.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 


Where  The  Action  Is 


Hot  opportunities  in  energy.  Over  the  last  two  weeks  all 
sectors  took  a  beating,  energy  in  particular.  Not  surpris- 
ingly, it  is  a  bit  hard  to  get  excited  over  energy  issues. 
After  all,  these  stocks  declined  almost  30%  in  value  over 
the  last  52  weeks.  But  in  times  like  these  the  contrarians 
start  sniffing  around  for  bargains. 

Close  behind  the  7.4%  decline  of  energy  stocks  was  the 
transportation  sector.  It  suffered  a  6.4%  setback.  As  air 


carriers  release  their  fourth-quarter  earnings  report 
many  investors  are  bailing  out.  A  rash  of  bankruptcies  ( 
trucking  firms  is  shaking  shareholder  confidence. 

But  look^at  technology  stocks.  After  being  at  or  close  l 
the  bottom  of  the  heap  for  a  good  many  weeks,  this  secti 
showed  some  strength.  Even  with  a  loss  of  1%  for  tf 
most  recent  reporting  period,  the  technology  sector  ou 
performed  the  eight  other  groups. 


Percent  change  in  last  52  week*  Percent  change  in  last  two  weeks 
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Technology 
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Consumer  durables 


+50 
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Finance 
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Raw  materials 
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Utilities 
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Note:  All  data  for  periods  ending  1/22/82.  Prepared  by  Wjlshire  Associates,  Santa  Monica,  Calif. 


This  announcement  is  not  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE  January  22, 1982 

3,000,000  Shares 

Pacific  Gas  and  Electric  Company 

17.38%  Redeemable  First  Preferred  Stock 

($25  Par  Value) 


Price  $27.50  Per  Share  to  Yield  15.80% 

plus  accrued  dividends,  if  any,  from  date  of  original  issue 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which 
this  announcement  is  circirfated  only  from  such  of  the  Underwriters 
as  are  qualified  to  act  as  dealers  in  securities  in  such  State. 


Blyth  Eastman  Paine  Webber 

Incorporated 

E.  F.  Hut  ton  &  Company  Inc. 

Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Dean  Witter  Reynolds  Inc. 
Bache  Halsey  Stuart  Shields  The  First  Boston  Corporation  Bear,  Stearns  &  Co. 

Incorporated 

Dillon,  Read  &  Co.  Inc.         Donaldson,  Luf  kin  &  Jenrette         Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 

Goldman,  Sachs  &  Co.  Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co. 

Incorporated 

Lehman  Brothers  Kuhn  Loeb    L.  F.  Rothschild,  Unterberg,  Towbin    Salomon  Brothers  Inc 

Incorporated 

Shearson/American  Express  Inc.  Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Warburg  Paribas  Becker  Wertheim  &  Co.,  Inc. 

A.  G.  Becker 


Ihe  Streebvalker 


Inco,  the  Free  World's  largest  nickel  producer,  faces  a  sea  c 
troubles.  Does  that  mean  it's  time  to  look  on  the  bright  side? 


Before  the  dawn 


By  Thomas  Jaffe 

If  ever  there  was  a  beached 
whale  on  the  Big  Board  it  is  $1.9 
billion  (estimated  1981  sales)  Inco 
Ltd.,  the  Free  World's  biggest  produc- 
er of  nickel.  Inco's  woes  are  legion. 
The  nickel  market  has  collapsed  from 
$3.50  a  pound  in  February  1 980  to  just 
$2.20  recently.  Last  year  Inco  took  a 
S220  million  writeoff  on  its  Guatema- 
lan mining  operations  and  started  sell- 
ing off  its  moneylosing  battery  divi- 
sion. As  a  result  of  all  this,  Inco  lost 
money  in  1981 — an  estimated  $11 
million — for  the  first  time  since  1932, 
and  the  annual  dividend  has  been  cut 
from  72  cents  a  share  to  20  cents. 
Even  worse  than  that,  Inco's  $1.3  bil- 
lion in  total  debt  is  equal  to  a  stagger- 
ing 70%  of  shareholders'  equity. 

Not  surprisingly,  the  stock  has  tum- 
bled from  a  12-month  high  of  23% 
last  May  to  a  recent  price  of  13,  lower 
than  during  the  1978  recession.  Even 
with  a  gradual  turnaround  in  the  econ- 
omy, these  days  the  bear  story  on 
Wall  Street  is  that  Inco  shares  may 
never  come  back. 

So  it's  worth  noting  that  not  every- 
body agrees.  For  example,  analyst  Pe- 
ter Memer  of  L.F.  Rothschild,  Unter- 
berg,  Towbin  thinks  Inco  stock  has 
been  so  thoroughly  wrung  out  that 
"there's  hardly  any  downside  left." 
Compare  Inco's  decline,  he  says,  with 
that  of  other  big  metals  companies 
also  struggling  through  the  recession. 
Asarco  and  Newmont,  even  hard-hit 
Phelps  Dodge,  still  sell  at  well  above 
their  1978  lows.  Among  the  alumi- 
nums, Alcan  and  Alcoa  trade  around 
twice  as  high  as  their  lows  during  the 
1974  post-OPEC  crunch. 
Says  Memer:  "No  money  can  be 


made  here  gambling  that  things  are 
going  to  turn  out  badly.  That  bet  al- 
ready has  been  placed.  If  you  want  to 
wager  on  the  unexpected — that  they'll 
get  better — then  this  is  a  good  buy. 
For  Inco  to  make  the  transition  from 
anathema  to  mere  'dog-iness'  allows 
quite  a  play." 

Memer  believes  that  unless  there  is 


a  nickel  miners'  strike  in  1982  in  On- 
tario, which  accounts  for  about  two- 
thirds  of  Inco's  output,  earnings  could 
be  about  60  cents  a  share  this  year.  All 
this  would  require  is  a  modest  pickup 
in  the  demand  for  nickel,  which  goes 
into  the  making  of  stainless  steel  for 
everything  from  automobiles  and 
electric  toasters  to  jet-engine  turbine 
blades.  (Demand  tor  nickel  fell  in  both 
1980  and  1981,  the  only  time  that  has 
happened  in  back-to-back  years  since 
World  War  II.) 

At  the  same  time,  Inco,  like  Falcon- 
bridge  Nickel  Mines  and  the  other 
majors,  has  cut  back  on  nickel  produc- 


tion and  is  now  operating  at  only  63 
of  capacity.  It's  also  trying  to  stabili 
the  metal's  price  by  refusing  to  s< 
melting-grade  nickel  for  less  th; 
$3.20  per  pound.  The  industry  figur 
that  once  the  current  overhang 
market  inventories  is  sold  off  at  spt 
market  prices,  recently  around  $2.7 
customers  will  have  no  place  to  bi 
except  from  producers — and  at  the  i 
dustry's  prices. 

What  about  the  future?  If  an  ec 
nomic  recovery  is  in  full  swing  1 
1984,  Memer  estimates  that  Inco  h 
a  chance  of  approaching  its  record  i 
suits  of  1974,  when  it  produced  5' 
million  pounds.  If  so,  says  Memer,  i 
Inco  would  then  need  is  a  price 
$3.09  a  pound  to  reach  per-share  ear 
ings  of  $3.65.  Memer,  in  fact,  is  wi 
ing  to  offer  an  even  more  start lii 
speculation — that  nickel  prices 
1984  could  be  as  high  as  $5.20 
pound.  Not  so  far-fetched,  he  say 
because  a  metal  price  increase  of  th 
magnitude  would  be  keeping  pa 
with  rising  production  costs.  In  th 
case,  Memer 's  1984  earnings  proje 
tion  for  Inco  is  $10. 

Sums  up  Memer:  "The  bad  news 
that  you  don't  know  how  long  th 
will  take.  But  at  S13  a  share  it's  ce 
tainly  worth  the  risk.  Inco  may  not  1 
a  stock  for  Aunt  Tillie — unless  si 
wears  short  skirts." 


U.S.  Home:  pride  goeth 
before  a  housing  fall 

Houston-based  U.S.  Home  Cor 
is  the  nation's  largest  hon 
builder.  Revenues  were  $1.1  billion  : 
1980 — almost  doubling  m  just  thn 
years.  Profits  rose  even  faster,  and  i 
stock  was  a  much-admired  instit 
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The  Bell  System  is  giving 
American  orchestras  a  hand. 


The  Bell  System 
American  Orchestras  on 
Tour  program  is  taking 
50  major  symphony 
Drchestras  to  over  280 
:ities  across  the  United 
States. 

It's  our  way  of  helping 
archest ras  reach  places 
ind  people  they  might 
not  have  reached  before 
-not  merely  an  exten- 
sion of  our  business,  but 
i  part  of  it. 

Our  commitment  to 
quality  goes  beyond 
keeping  your  communi- 
cations system  the  best  in 
the  world.  It  also  extends 
to  reaching  people  from 
coast  to  coast  with  fine 
music. 


Bell  System 


Ihe  Streetwalker 

tional  favorite.  The  pros  had  consis- 
tently held  roughly  40%  of  all  U.S. 
Home  shares. 

That's  high  for  a  company  in  a  frag- 
mented, cyclical  industry,  but  U.S. 
Home  had  charisma:  Guy  R.  Odom, 
its  aggressive  chief  executive  officer, 
could  spellbind  with  tales  of  how  the 
company's  formula  of  buying  con- 
struction sites  in  quantity  and  build- 
ing residential  market  share  just 
couldn't  miss  hitting  the  mark. 

Now,  however,  the  old  excitement 
is  gone.  Last  month  the  company  re- 
ported its  1981  results.  Revenues  for 
the  year  were  off  by  9%,  but  profits 
were  less  than  a  quarter  of  1980  levels. 
But  the  real  shock  was  the  fourth 
quarter.  U.S.  Home  turned  in  a  pretax 
loss  of  over  $23  million,  roughly  61 
cents  per  share. 

What  with  the  general  gloom  in  the 
housing  market,  U.S.  Home's  stock 
price  had  already  slumped  by  some 
60%  in  less  than  a  year.  When  news  of 
the  fourth-quarter  fiasco  hit,  however, 
shares  slid  another  $1.75,  to  lO1/*. 
"The  stock  could  be  headed  for  single 
digits,"  says  Barbara  Alexander,  who 
follows  the  company  and  the  housing 
industry  for  Smith  Barney,  Harris 
Upham.  "U.S.  Home  cut  its  dividend 
in  November,  and  it's  very  possible 
they'll  have  to  do  that  again." 

Like  most  analysts,  Alexander  was 
braced  for  some  bad  news — but  not  as 
much  as  U.S.  Home  parceled  out. 
Unit  deliveries  were  off  21%  for  the 
quarter,  the  average  price  was  flat  and 
operating  revenues  declined  30%.  Be- 
yond that,  the  company  wrote  down 
its  investment  in  land  and  discontin- 
ued projects  by  $7.3  million.  She  esti- 
mates that  excluding  that  special 
charge,  the  company  lost  $5,500  on 
every  unit  it  sold. 

In  the  second  half  of  last  year  Odom 
belatedly  began  liquidating  inventory. 
He  also  tried  to  tidy  up  his  balance 
sheet  in  December  by  swapping  $15.4 
million  in  debt  for  stock.  At  year-end, 
however,  U.S.  Home  still  had  almost 
$100  million  in  short-term  debt  and 
some  $250  million  in  long-term  debt. 
Its  equity  base  is  a  slim  $264  million. 

There  are  also  some  off-balance- 
sheet  obligations.  An  affiliate  called 
Homecraft  Land  Development,  Inc. 
has  about  $150  million  worth  of  real 
estate  under  option.  That  financing 
company — 20%  owned  by  U.S. 
Home — has  borrowed  heavily.  Al- 
though U.S.  Home  isn't  legally  obli- 
gated on  Homecraft's  total  debt,  the 
lenders  would  certainly  expect  the 
company  to  stand  behind  its  proj- 


ects^— if  only  to  maintain  credibility. 

Despite  all  of  this,  Alexander  expects 
U.S.  Home  to  be  profitable  in  1982.  She 
is  estimating  $1.50  a  share,  down  50 
cents  from  her  earlier  prediction  of  $2. 


But  don't  buy  yet.  "The  stock  should 
remain  under  pressure  because  there 
are  a  lot  of  disappointed  investors  wait- 
ing to  get  out  on  any  rally,"  she 
explains. — Howard  Rudnitsky 


Airlines:  rough  skies  or 

Fl  asten  your  seatbelts,  turbulent 
skies  still  lie  ahead  for  the  airlines. 
Deregulation  has  created  a  free-for-all 
among  the  established  carriers  and 
enticed  dozens  of  upstarts  into  the 
fray.  Price  wars  have  been  sparked  by 
the  new  competition,  a  recessionary 
economy  and  struggling  carriers  des- 
perate to  fill  seats.  While  the  public  is 
profiting  from  cheap  fares,  most  com- 
panies in  the  industry  lost  money  for 
the  second  year  in  a  row,  and  Braniff, 
Continental  and  Pan  Am  are  flirting 
with  bankruptcy. 

Investors  are  queasy,  too.  Most  air- 
line stocks  are  trading  at  barely  half 
their  1981  highs,  and  pessimism  is  as 
heavy  as  a  flight-grounding  fog.  But  in 
today's  world  all  carriers  aren't  created 
equal.  "Since  these  companies  gener- 
ally move  together,  some  have  been 
battered  in  the  market  more  than  they 
deserve,"  says  John  Pincavage,  an  ana- 
lyst at  Paine  Webber.  "It's  like  a  raid- 
the-whorehouse  routine  where  they 
take  everybody — the  good  girls,  the 
bad  girls  and  the  piano  player." 

The  good  girls  of  tomorrow  are  like- 
ly to  be  regional  carriers.  They  have 
greater  flexibility  because  of  their  size 
and  nonunion  labor.  Regionals  also 
serve  out-of-the-way  routes  where 
they  often  have  less  competition  and 
can  thus  exact  higher  fares.  Frontier, 
Piedmont  and  Southwest,  for  exam- 
ple, show  relatively  healthy  revenue 
per  passenger  mile. 

Despite   the    industrywide  stock 


regional  opportunity? 

slump,  investors  realize  this.  Pied- 
mont, for  example,  is  one  of  the  few 
airlines  that  trades  near  the  middle  of 
its  1981  price  range.  Why?  It's  still 
scoring  profit  gains.  Third-quarter  net 
was  up  18%.  The  real  potential  for 
investors,  however,  may  lie  in  region- 
als with  sound  balance  sheets  that  are 
suffering  from  the  current  market 
downdraft.  Look  at  Southwest,  one  of 
the  strongest  carriers  overall.  It  is  now 
selling  at  41.6%  below  its  high,  but 
earnings  for  1982  are  projected  to  in- 
crease to  $4.25  per  share.  If  the  indus- 
try rebounds,  the  company's  stock 
price  could  double. 

As  for  trunk  carriers — even  healthy 
ones  like  Delta  and  Northwest — most 
experts  advise  caution.  These  high- 
volatility  stocks  are  best  used  as  trad- 
ing vehicles  and  then  only  by  inves- 
tors with  strong  stomachs.  "All  the 
trunks  are  dinosaurs  if  they  can't  find 
a  way  to  get  cost  structures  in  line," 
says  Pincavage.  "Braniff  appears  to  be 
leading  them  to  the  tar  pits." 

Wall  Street's  disenchantment  with 
flying  probably  won't  end  until  the 
market  senses  that  the  silly  season  of 
unprofitable  low  faxes  is  over.  No  one 
will  go  out  on  a  limb  to  predict  when 
that  will  happen,  but  Robert  Joedicke 
of  Lehman  Brothers  cautions  that 
when  the  industry  does  take  off  the 
ride  will  be  fast.  "If  you  wait  to  estab- 
lish a  position,  it  may  be  too  late,"  he 
warns.  "You'll  just  chase  them  up  the 
ramp." — Paul  Bornstein 


Flying  in  the  black 


The  nine  airlines  below  have 
positive  12-month  earnings — a 
show  of  strength  in  a  troubled 
industry.    Even    among  the 


strong,  however,  there  are  lev- 
els of  risk.  Debt/equity  ratios 
are  good  safety  indicators:  the 
lower  the  better. 


52-week 

 Earnings  per  share  

Recent 

price 

latest 

1982 

Debt/ 

Company 

price 

range 

12  months 

estimate* 

equity 

Alaska  Airlines 

5% 

8%-  37/8  ' 

$1.81 

$1.55 

2.3 

Delta  Air  Lines 

23 

41%-22% 

3.21 

2.50 

0.1 

Frontier  Airlines 

19% 

28% -16% 

3.88 

3.55 

0.8 

Northwest  Airlines 

23% 

38%-22% 

0.95 

1.25 

0.1 

Ozark  Air  Lines 

8% 

13%-  5% 

2.20 

2.20 

2.6 

Piedmont  Aviation 

24% 

32I/8-15% 

4.24 

3.90 

1.7 

Southwest  Airlines 

im 

48%-23% 

3.51 

4.35 

0.6 

Trans  World 

14% 

28%-13% 

1.93 

3.50 

2.0 

US  Air 

10% 

261/8-10% 

3.17 

3.75 

0.9 

"The  Value  Line  Investment  Survey. 


Report  from  Number  One  Wall  Street 


Why  the  bank  at  Number  One  Wall 
does  more  for  Wall  Street. 

Its  simple.  No  bank  offers  more  services  for  the  Wall  Street  community 
than  Irving  Trust: 

•  We're  a  major  clearing  bank  for  U.S.  Government  securities.  Irving  Trust 
was  the  first  bank  on  the  Street  to  establish  a  direct  computer-to-computer 
link  with  the  Federal  Reserve  Bank  of  New  York.  More  than  two-thirds  of 
the  dealers  reporting  to  the  Federal  Reserve  use  our  clearance  or  other 
securities  services. 

•  We're  a  "back  office"  for  securities  processing.  Everyday,  over  800  highly 
trained  people  in  our  Securities  Processing  Division  handle,  quickly  and 
accurately,  thousands  of  transactions  amounting  to  billions  of  dollars. 

•  We're  a  funding  bank  for  brokers  and  dealers.  As  a  member  of  securities 
depositories  in  New  York,  Philadelphia,  Chicago  and  Los  Angeles,  we 
lend  to  brokers  nationwide. 


IB 


Finally,  we're  a  bank  committed  to  the  securities  industry.  In  1908, 
Irving  Trust  arranged  the  first  broker  loan  for  a  young  securities  firm.  That 
firm  is  now  among  the  top  five  in  the  industry  and  one  of  our  principal 
customers. 

Call  the  bank  that's  first  on  the  Street.  Irving  Trust  Company, 
One  Wall  Street,  New  York,  New  York  10015. 


Irving  Trust 

Unique.  Worldwide. 


Hold  on  to  your  wallets.  Here's  everything 
you  always  wanted  to  know  about  infla- 
tion stock  prices — but  were  afraid  to  ask 

Rough  hedge 


There's  no  return  like  a  real  return 


Adjust  the  numbers  to  reflect  price  been  lousy  investments  since  1972 
increases,  and  many  stocks  have    Column  five  gives  the  bad  news. 


Inflation- 

Inflation- 

adjusted 

adjusted 

9-year 

Price 

Price 

price 

total 

real 

Company 

12/31/72 

12/31/81 

12/31/81 

return  value 

return 

Abbott  Laboratories 

$  8.75 

$27.00 

$12.24 

$15.06 

72.1% 

Aetna  Life  &  Casualty 

24.38 

44.00 

19.95 

30.74 

26.1 

Alum  Co  ol  Amer 

17.71 

25.63 

1 1.62 

16.63 

£  1 

—6. 1 

Amax 

21.92 

47.25 

21.43 

31.52 

43.8 

Amerada  Hess 

18.88 

24.13 

10.94 

13.56 

-28.2 

American  Brands 

21.06 

36.75 

16.67 

31.92 

51.6 

Amer  Electric  Power 

30.00 

16.25 

7.37 

18.58 

-38.1 

American  Express 

64.88 

44.13 

20.01 

27.16 

-58.1 

Amer  Home  Products 

40.67 

36.50 

16.55 

23.55 

-42.1 

AT&T 

52.75 

58.75 

26.64 

52.97 

0.4 

Anheuser-Busch  Cos 

55.25 

41.13 

18.65 

23.98 

-56.6 

Atlantic  Richfield 

19.44 

46.88 

21.26 

28.97 

49.0 

Baker  International 

8.47 

38.00 

17.23 

19.20 

126.7 

JJtlA It!    l  Id  VCI1UI  l-idLIS 

27.88 

33.50 

15.19 

16.40 

-41.2 

Boeing 

5.56 

22.50 

10.20 

14.39 

158.8 

Bristol-Myers 

34.50 

53.13 

24.09 

32.18 

-6.7 

Burlington  North  Inds 

24.75 

53.63 

24.32 

33.33 

34.7 

Caterpillar  Tractor 

44.33 

55.50 

25.17 

33.69 

-24.0 

Cities  Service 

15.53 

46.00 

20.86 

32.81 

111.3 

Coca-Cola 

74.25 

34.75 

15.76 

30.71 

-58.6 

Commonwealth  Ed 

35.88 

19.88 

9.01 

21.94 

-38.9 

Conn  General  Ins 

37.06 

50.00 

22.67 

29:03 

-21.7 

Consolidated  Ed 

25.00 

32.50 

14.74 

34.44 

37.8 

Cooper  Industries 

9.25 

51.50 

23.36 

30.32 

227.8 

Deere  &  Co 

22.88 

35.50 

16.10 

23.57 

3.0 

Digital  Equipment 

30.58 

86.50 

39.23 

39.22 

28.3 

Dow  Chemical 

25.38 

26.25 

11.90 

16.46 

-35.1 

Dresser  Industries 

11.69 

33.25 

15.08 

18.56 

58.8 

EI  Du  Pont 

59.17 

37.25 

16.89 

26.73 

-54.8 

Eastman  Kodak 

148.38 

71.13 

32.26 

44.23 

-70.2 

Emerson  Electric 

45.63 

45.38 

20.58 

26.95 

-40.9 

Exxon 

21.88 

31.25 

14.17 

25.95 

18.6 

Fluor 

7.35 

30.00 

13.60 

16.15 

119.7 

Ford  Motor 

63.70 

16.75 

7.60 

14.44 

-77.3 

Gannett 

25.67 

36.13 

16.38 

21.06 

-18.0 

General  Electric 

72.88 

57.38 

26.02 

38.18 

-47.6 

General  Motors 

81.13 

38.50 

17.46 

35.51 

-56.2 

General  Tel  &  Elec 

30.13 

32.00 

14.51 

29.31 

-2.7 

Georgia-Pacific 

20.98 

20.13 

9.13 

12.21 

-41.8 

Getty  Oil 

23.50 

64.63 

29.31 

35.15 

49.6 

Statistical  Spotlight 


By  Steve  Kichen 

W'  all  Street  was  sitting  pret- 
ty as  investors  rang  in  1973. 
Double-digit  inflation  and 
gasoline  lines  were  unknown  and  De- 
troit was  firmly  in  the  driver's  seat. 
Hot  institutional  favorites  sold  at 
high  multiples.  Remember  IBM  at  37 
times  earnings,  Coca-Cola  at  47  or 
Eastman  Kodak  at  48? 

That  torrid  love  affair  isn't  what  it 
used  to  be,  and  since  then  even  worse 
rising  price  levels  have  eroded  pre- 
OPEC  equity  investments  dramatical- 
ly. In  the  cold  winter  of  1982,  the 
dollar  is  worth  just  45%  of  its  1973 
value.  To  put  this  in  perspective,  we 
decided  to  measure  the  real  returns  of 
stocks  of  100  of  the  nation's  largest 
companies. 

Using  computers  at  Wilshire  Asso- 
ciates in  Santa  Monica,  Calif.,  we  de- 
veloped total  return  figures  that  as- 
sume a  quarterly  reinvestment  of  divi- 
dends over  this  nine-year  period. 
Then,  to  see  how  total  returns  stood 
up  against  rising  price  levels,  we  fac- 
tored in  the  change  in  the  Consumer 
Price  Index  and  compared  this  infla- 
tion-adjusted figure  to  split-adjusted 
stock  prices  as  of  year-end  1972. 

Sadly,  these  numbers  say  a  great 
deal  about  why  so  much  money  is 
now  locked  up  in  real  estate  and  col- 
lectibles. Remember  Xerox  as  a  super- 
star? It  sold  for  $149.25  a  share  in 
1972  and  $40.50  at  year-end  1981. 
The  inflation-adjusted  total  return  fig- 
ure paints  an  even  more  dismal  pic- 
ture. The  original  investment  is  now 
worth  only  $23.44  in  1973  dollars. 
Yes,  it's  a  little  hard  to  salt  away  mon- 
ey for  one's  old  age  with  a  nine-year 
return  of  -84% .  Former  favorites  such 
as  Kodak,  Ford  and  Coca-Cola  suf- 
fered a  similar  fate. 

Of  course,  not  every  big-name  stock 
took  you  to  the  poorhouse.  Cooper 
Industries,  a  manufacturer  of  com- 
pressors and  other  tools,  shows  an 
inflation-adjusted  total  return  of 
228%.  Hughes  Tool  shot  up  187%, 
while  NL  Industries  rose  almost 
251%.  Tandy  gained  an  impressive 
432%.  And  Teledyne,  which  hasn't 
paid  a  cash  dividend  in  recent  mem- 
ory, shows  a  bottom-line  return  in 
excess  of  700%. 

Oils  and  energy-related  stocks 
turned  out  to  be  reasonably  sound  in- 
vestments despite  the  drubbing  they 
took  in  1981.  Union  Oil  of  California 
shows  a  real  return  of  139%;  Penn- 
zoil,  94%;  Atlantic  Richfield,  49%. 
While  oils  were  prospering,  however, 
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WR  Grace 

$26.50 

$45.75 

$20.75 

$36.11 

36.3% 

Gulf  Oil 

27.00 

35.38 

16.04 

30.41 

12.6 

Halliburton 

23.38 

52.13 

23.64 

27.27 

16.6 

Hewlett-Packard 
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80.40 

56.88 

25.79 

36.43 

-54.7 

International  Paper 

41.88 

39.13 

17.74 

26.47 

-36.8 

IT&T 

60.25 

29.75 

13.49 

25.01 

-58.5 

Johnson  &  Johnson 
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K  mart 

4B  RH 
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7  1  4 

/  .  14 

a  50 

80  4 
—  OZ.4 

Kerr-McGee 

32.94 

37.38 

16.95 

20.25 

-38.5 

Eli  Lilly 

79.63 

56.00 

25.40 

32.83 

-58.8 

Litton  Industries 

10.56 

56.38 

25.57 

26.32 

149.2 

McDonald's 
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Minn  Mining  &  Mfg 

85.63 

54.50 

24.72 

32.94 

-61.5 

Mobil 

18.50 

24.13 

10.94 

19.22 

3.9 

Monsanto 

49.63 

70.13 

31.80 

49.46 

-0.3 

NL  Industries 
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Pacific  Gas  &  Elec 

32.63 

21.00 

9.52 

22.50 

-31.0 

JC  Penney 

90.38 

28.63 

12.98 

18.68 

-79.3 

Pennzoil 

17.83 

48.00 

21.77 

34.52 

93.6 

PepsiCo 
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Philip  Morris 

29.56 

48.75 

22.11 

28.16 

-4.7 

Phillips  Petroleum 

22.19 

40.50 

18.37 

25.15 

13.3 

Procter  &  Gamble 

111.50 

80.38 

36.45 

48.81 

-56.2 

Raytheon 
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Rockwell  Intl 

16.19 

32.75 

14.85 

26.72 

65.0 

Santa  Fe  Industries 

11.08 

21.13 

9.58 

15.66 

41.3 

Sears,  Roebuck 

58.00 

16.13 

7.31 

11.06 

-80.9 
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Southern  Calif  Ed 

27.75 

28.75 

13.04 

30.17 

8.7 

Southern  Co 

20.13 

12.00 

5.44 

14.26 

-29.2 

Standard  Oil  Calif 
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32.61 

63.8 
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Sun  Co 

17.75 

45.50 

20.63 

30.41 

71.3 

Superior  Oil 

13.86 

36.88 

16.72 
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Tandy 
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Texaco 

37.50 

33.00 

14.97 

29.11 

-22.4 

Texas  Instruments 

90.94 

80.50 

36.51 

42.09 

-53.7 

Texas  Oil  &  Gas 
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Texas  Utilities 
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several  of  the  nation's  biggest  retail- 
ers— Sears,  Penney  and  K  mart — 
proved  to  be  poor  bargains. 

The  total  number  of  gainers  to  losers 
on  our  list  was  almost  even — but  that  is 
a  bit  misleading.  The  average  real  re- 
turn of  the  group  was  -23%.  Looking 
back,  yesterday's  superstars  were  even 
more  vulnerable  than  average  or  below- 
average  companies  with  far  less  visibil- 
ity. The  fact  that  Xerox  sold  at  a  multi- 
ple of  48  was  bound  to  attract  lots  of 
competition.  And  as  more  American 
and  Japanese  companies  slugged  it  out 
in  the  photocopier  market,  prices  were 
cut,  margins  were  narrowed  and  oppor- 
tunities for  growth  became  more  limit- 
ed. Meanwhile,  relatively  booming  in- 
dustries like  electronics  and  communi- 
cations at  least  kept  investors  even 
with  inflation. 

On  the  other  hand,  suppose  you 
weren't  a  stock  market  oriented  per- 
son back  in  1973  and  decided  instead 
to  bet  on  bonds.  Compounding  of 
bond  interest  of  a  63/s%  coupon  1982 
U.S.  Treasury  from  January  1973 
would  have  returned  $759.90  in  nine 
years.  Adjusting  for  the  change  in  the 
bond's  market  price,  that  is  a  75% 
return,  34%  adjusted  for  inflation.  A 
Ford  8Vs%  coupon  maturing  in  1990 
would  show  a  nine-year  inflation-ad- 
justed return  of  28%.  Compared  to 
the  stocks  on  our  list,  these  figures  are 
mouth-watering. 

What  about  hard  assets?  A  sporty, 
metallic  green  BMW  2002  was  going 
for  $4,200  back  then.  Assuming  you 
kept  the  car  in  good  shape,  it  is  still 
worth  close  to  $4,000.  After  inflation 
you  are  behind  57%.  But  you  have 
had  the  use  of  the  car  for  nine  years; 
even  after  gas  and  lube  jobs,  a  return 
probably  comparable  with  Xerox 
common. 

A  two-bedroom  condominium  in 
Phoenix,  on  the  other  hand,  sold  for 
$40,000  in  1973  and  would  probably 
fetch  $100,000  today.  That's  a  13.4% 
real  return.  And  it  doesn't  include  any 
income  that  could  have  been  generat- 
ed by  leasing  out  the  unit. 

Then  there's  gold.  Even  with  its  ups 
and  downs,  the  metal  was  a  solid  in- 
vestment during  this  period,  showing 
a  real  return  of  177%.  Stocks  like 
General  Motors,  Du  Pont  and  Interna- 
tional Paper  didn't  do  as  well. 

Sure  it's  been  a  rough  nine  years  for 
many  stocks,  but  the  tide  could  be 
shifting  in  their  favor.  The  exchanges 
are  loaded  with  bargain-priced  issues, 
whereas  real  estate  and  collectibles 
are  showing  signs  of  peaking.  So 
think  before  you  leap  into  your  next 
inflation  hedge.  The  only  sure  thing  is 
that  what  worked  in  the  past  will  not 
always  work  in  the  future.  ■ 
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THE  FACTS: 

In  an  era  of  informational  overkill, 
investors  who  control  upwards  of 
$300  billion  listen  to  the  analysts 
at  Merrill  Lynch. 

Market  analysis  at  Merrill  Lynch  has  a 
single,  stunningly  simple  goal:  to  help  our  cus- 
tomers make  the  right  investment  decisions  at 
the  right  time. 

A  measure  of  our  success  is  the  fact  that 
investment  officers  at  more  than  200  major 
institutions  regularly  consult  with  our  analysts. 
Our  weekly  market  commentaries  and  monthly 
reviews  have  a  readership  that  is  worldwide. 

Much  of  this  success  is  due  to  the  excep- 
tional resources  of  Merrill  Lynch. 

We  have  the  largest  staff  of  market  ana- 
lysts in  the  industry.  Our  chief  market  analyst 
has  been  rated  #1  in  market  timing  every  year 
since  1976  by  Institutional  Investor's  prestigious 
annual  All-America  Research  poll. 

We  have  data  resources  unsurpassed  in 
the  industry  for  analysis  of  market  trends  and 
changes  in  the  psychological  environment  of 
the  marketplace.  We  maintain  computer  sur- 
veillance or  over  6,000  stocks,  bonds  and 
commodities.  So  we  can  see  where  the 
strength  is  and  where  the  weakness  is,  and 
not  just  look  at  whether  the  averages  are 
heading  up  or  down. 

And  our  analysis  is  considered 
singularly  perceptive.  We  read  the 
message  of  the  market  based  on  long 
years  of  experience  studying  human 
nature,  crowd  behavior  patterns,  and 
the  often  irrational  decision-making 
process  that  leads  investors  to  latch 
onto  stocks  at  their  peak  and  aggres- 
sively sell  short  just  as  the  market  bot- 
toms out. 

And  finally,  we  have  the 
resources  to  tailor  our  market  analysis 
to  each  customer's  needs.  Different 
investors  have  different  problems 
and  different  information  require- 
ments,- we  provide  investors  with  the 
information  they  will  find  useful 
to  make  key  investment  decisions. 

Shouldn't  we  be  doing  the 
same  for  you? 

IF  YOU  THINK  THE  FACTS  ARE  IMPRESSIVE, 
WAIT  UNTIL  YOU  HEAR  THE  THINKING  BEHIND  THEM. 


Merrill  Lynch 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  hie. 

A  breed  apart. 


THE  FIGURES: 

"Many  people  do  their  market  analysis 
on  a  mechanical  basis. We  prefer  not  to 
be  mechanical,  and  concentrate  on  the 
psychology  off  the  players  in  the  gamer 

Robert  I  Farrell,  Managing  Director,  Chief  Market  Analyst 

"We're  concerned  with  emotional  deci- 
sions vs.  rational  decisions.  Wall  Street  tends  to 
look  at  the  future  through  a  magnifying  glass- 
always  exaggerating  events  beyond  their  actual 
outcome.  I  have  the  luxury  of  being  able  to  talk 
to  many  of  the  brightest  professionals  in  the 
country,  and  I  know  what  they  are  worried 
about.  I  know  what  they  like  and  what  they 
don't.  It  all  helps  us  to  think  contrarily  and  to 
put  together  a  profitable  strategy. 

"I  think  our  insight  into  how  people  are 
thinking  and  how  that  impacts  the  market  is 
one  of  the  unique  things  we  do  to  help  our 
customers  be  more  successful  investors." 


1981  MuriN  Lynch  Pierce  Fenner tXSmith,  Inc  Member,  SIPC 
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Ifs  sad,  but  some  state  and  local  borrow- 
ers can't  raise  money  in  the  market  with- 
out a  bank  guarantee. 

NERVOUS?  GRAB  A 
LINE  OF  CREDIT 


By  Ben  Weberman 


How's  this  for  a  reading  on  the 
health  of  state  and  local  finances? 
Many  jurisdictions  now  need  the 
backing  of  a  bank  letter  of  credit  to 
convince  investors  to  buy  their 
bonds.  That  means  a  bank  agrees  to 
put  up  cash  if  the  borrowing  govern- 
ment can't  pay. 

Consider  Puerto  Rico,  which  was 
desperately  in  need  of  money  to 
make  up  for  a  cash  shortage  in  its 
general  fund.  This  resulted  in  large 
measure  from  an  unanticipated  $  1 1 1 
million  in  fuel-cost  subsidy  pay- 
ments to  utility  customers.  With 
high  unemployment  and  reduced  aid 
from  the  federal  government,  how- 
ever, the  Commonwealth  was  hard 
pressed  to  sell  additional  debt.  Bor- 
rowing $200  million  for  repayment 
in  annual  amounts  through  1987 — 
enough  to  ease  the  current  cash 
squeeze — would  have  cost  far  more 
than  the  12%  legal  ceiling.  But  wait. 
When  Bank  of  America,  Mellon 
Bank,  National  Westminster  Bank 
Ltd.  and  Socie'te'  Ge'ne'rale  issued  a 
letter  of  credit  guaranteeing  Puerto 
Rico's  bonds,  they  could  go  to  mar- 
ket at  a  yield  of  1 1  Vi  % . 

The  deal  works  out  well  all 
around.  Banks  like  the  concept  be- 
cause they  get  a  fee  without  utiliz- 
ing assets  or  arranging  to  borrow 
new  liabilities.  That  income  isn't 
peanuts,  either;  a  typical  fee  can  run 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


as  high  as  1%  of  the  amount  bor- 
rowed. So  the  four  banks  that 
helped  Puerto  Rico  can  take  home 
$2  million  a  year  for  doing  little 
more  than  exercising  their  own 
credit  judgment. 

I  am  not  so  sure  that  they  are 
overpaid  for  taking  the  credit  risk. 
Federal  spending  cuts  are  throwing 
state  and  local  budgets  way  out  of 
balance.  Over  the  next  two  years, 
federal  funds  received  by  Puerto 
Rico  will  decline  substantially  in  in- 
flation-adjusted terms.  Grants  alone 
will  fall  more  than  $200  million. 
Still,  if  you  realize  that  BofA  stands 
behind  the  debt,  you  might  want  to 
consider  Puerto  Rico  special  prom- 
issory notes.  These  are  payable  an- 
nually through  1987  and  now  yield 
11*4%  tax-free. 

The  Puerto  Rican  situation, 
where  a  letter  of  credit  stands  be- 
hind principal  and  interest  pay- 
ments, is  the  most  common  form  of 
bank  guarantees  in  municipal  fi- 
nance. Other  types  of  letters  of  cred- 
it, however,  are  used  to  protect  in- 
vestors against  market  risk.  They 
provide  an  "out"  so  that,  if  interest 
rates  rise,  you  don't  have  to  hold  on 
to  an  old  low-coupon  bond.  Here's 
how  the  protection  works:  A  bank, 
through  a  line  of  credit,  agrees  to 
make  funds  available  to  the  bond 
trustee  on  specified  dates  and,  at 
those  times — usually  once  a  year — 
an  investor  can  "put"  his  bond  in 
for  redemption. 

In  another  version,  the  lines  of 
credit  cover  temporary  cash  short- 
ages of  the  issuing  government 
body.  Take  the  situation  where  a 
block  of  mortgages  collateralizes  a 
bond  issue  but  monthly  payments 
and  prepayments  from  homeowners 
are  unusually  slow.  A  bank  guaran- 
tee can  ensure  that  cash  is  on  hand 
to  meet  debt  service  whenever  the 
underlying  mortgages  are  not  pre- 


paid at  the  historical  rate. 

So  far,  letters  of  credit  have  been 
issued  mostly  for  bonds  with  short 
maturities,  say  ten  years  or  less.  In 
many  cases,  the  guarantees  provide 
a  safety  net.  The  funds  are  really 
used  for  longer-term  purposes,  and 
the  bank  is  around  to  protect  the 
borrower  if  market  conditions  are 
tough  when  the  time  comes  for 
refinancing. 

Look  how  Forsyth,  Mont.,  a  town 
of  2,554,  raised  $360  million  almost 
a  year  ago  to  help  finance  the  pollu- 
tion-control portion  of  generating 
facilities  for  several  area  utilities. 
These  securities,  due  in  three  years, 
were  sold  originally  with  a  yield  of 
8%%.  The  privately  owned  utilities 
paid  about  4%  less  than  if  they  had 
borrowed  on  their  own  in  the  short- 
term  taxable  market;  of  this,  the 
actual  borrowing  costs  were  low- 
ered by  about  2%  by  getting  Citi- 
bank and  Morgan  Guaranty  to  agree 
to  pay  debt  service  if  the  govern- 
ment authority  used  to  gain  tax  ex- 
emption for  the  private  utilities 
couldn't  meet  its  obligation. 

Why  don't  these  issuers  buy  mu- 
nicipal bond  insurance  instead  of 
the  bank  line  of  credit?  For  one 
thing,  insurers  aren't  willing  to  un- 
derwrite every  issue.  The  Municipal 
Bond  Insurance  Association,  for  ex- 
ample, will  not  insure  industrial  de- 
velopment or  hospital  bonds.  Ameri- 
can Municipal  Bond  Assurance  Co., 
its  competitor,  will  do  some  IDBs, 
but  only  mortgage-backed  bonds  that 
are  federally  insured.  Both  compa- 
nies steer  clear  of  bond  anticipation 
notes  and  big-ticket  underwntings. 
AMBAC's  largest  deal  to  date  was 
$  1 00  million,  while  MBIA's  was  only 
$75  million. 

From  a  bond  buyer's  perspective, 
however,  letter-of-credit-backed, 
tax-exempt  securities  offer  an  added 
measure  of  safety.  Don't  think  of 
them  as  an  obligation  of  beleaguered 
Puerto  Rico  or  tiny  Forsyth,  Mont. 
Think  of  them  as  obligations  of  gi- 
ant BofA  or  Citibank. 

If  you  are  willing  to  run  the  risk  of 
a  non-bank-backed  credit,  of  course, 
the  tax-free  utilities  that  have  enor- 
mous cash  needs  are  paying  hand- 
somely for  money.  Texas  Municipal 
Power  Agency's  145/s%  bonds  due 
2012  sell  at  101  to  yield  14.47%,  and 
the  Intermountain  Power  Agency 
14s  of  2021,  selling  at  95 'A,  offer 
14.69%  tax-free.  ■ 
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The  case  for  shunning  AT&T  and  for 
considering  Xerox  in  lieu  ofGM. 

COUNTER 
CURRENTS 


By  Heinz  H.  Biel 


Although  the  stock  market  started 
off  the  new  year  rather  inauspi- 
ciously,  there  was  no  lack  of  impor- 
tant events,  affecting  investors  in 
two  of  the  most  widely  held  corpo- 
rations. IBM  won  its  antitrust  suit, 
while  AT&T  consented  to  be  broken 
up.  The  stocks  of  both  companies 
responded  favorably,  the  former 
moving  up  from  a  December  low  of 
53  to  63,  its  best  price  in  nine 
months,  while  the  latter  crept  up 
more  moderately  from  a  December 
low  of  57%,  also  to  over  60.  This 
does  not  look  like  much,  but  the  rise 
in  these  two  stocks  may  have  kept 
the  Dow  Jones  industrials  from  slid- 
ing below  the  1981  low  of  824. 

These  two  antitrust  suits  have 
been  annoying,  disruptive,  costly 
and  consuming  much  of  top  manage- 
ment's time.  As  far  as  IBM  is  con- 
cerned, its  victory  will  have  little 
effect  on  its  operations  and  future 
prospects,  but  it  may  have  gained  a 
formidable  competitor  in  the  recon- 
stituted AT&T.  If  an  investor  liked 
IBM  before,  I  see  no  reason  why  he 
should  like  it  less  today. 

It  is  a  different  matter  with 
AT&T,  where  investors  will  wind 
up  with  shares  in  one  or  several 
telephone  operating  companies  and 
shares  of  the  so-called  high  technol- 
ogy part  of  the  Telephone  empire — 
i.e.,  primarily  Bell  Labs,  Western 


Heinz  H  Biel  is  a  vice  president  of  the  NYSE 
firm  of  Janney  Montgomery  Scott. 


Electric  and  the  Long  Lines  divi- 
sion. I  can't  be  enthusiastic  over  the 
prospects  of  the  local  telephone  op- 
erating companies.  They  will  be  in- 
dividually regulated.  There  are 
"friendly"  public  service  commis- 
sions in  some  states,  tough  ones  in 
others;  at  present  it  averages  out 
nationwide  under  the  parent's  um- 
brella. The  shares  of  these  operating 
companies  will  be  just  plain  regulat- 
ed utilities,  probably  selling  at  low 
multiples  and  offering  a  high  divi- 
dend yield. 

The  glamour  portion  of  AT&T 
will  appeal  to  investors  who  are 
seeking  growth  and  who  do  not 
mind  a  probably  very  high  P/E  and 
meager  dividend  return.  But  is  this 
the  kind  of  stock  that  the  millions 
of  income-minded  shareholders  of 
AT&T  want  to  own?  I  doubt  it.  I 
also  doubt  that  AT&T's  expected 
dividend  hike  will  be  forthcoming 
this  year.  Personally,  as  an  investor, 
I  would  rather  step  aside  and  await 
developments. 

Now  that  U.S.  Steel  (25)  has  gained 
control  of  Marathon  Oil  and  plans 
to  merge  it  next  month,  holders  of 
Marathon,  who  prudently  tendered 
their  shares,  received  a  bundle  of 
cash  ($125  a  share)  for  about  56%  of 
their  holdings,  while  the  remaining 
Marathon  shares  were  returned.  In 
the  forthcoming  merger  these 
shares  will  receive  a  12-year  \2Vi°/o 
U.S.  Steel  debenture  ($100  par  value 
for  each  share),  a  medium-grade 
bond,  which  is  likely  to  get  an  A  or 
Baa  rating. 

Marathon  shareholders  who  don't 
care  to  become  U.S.  Steel  bondhold- 
ers have  been  dumping  their  stock, 
causing  its  price  to  decline  to  below 
72,  at  which  price  the  new  U.S. 
Steel  bond  will  yield  close  to  20%.  If 
that  above-average  return  plus  a 
modest  appreciation  potential  ap- 
peals to  you,  go  right  ahead. 


I  wonder  whether  the  Mobil  peo- 
ple, who  have  lost  out  on  both  Con- 
oco and  now  Marathon,  are  angry 
enough  and  have  the  hubris  to  take 
on  U.S.  Steel  by  buying  up  to  25%  of 
the  stock.  The  obvious  purpose 
would  be  to  use  the  leverage  of  a 
major  shareholder  to  pry  loose  some 
of  Marathon's  oil  reserves  (the 
Yates  oil  field  in  Texas),  which  Mo- 
bil seems  to  want  so  badly.  U.S. 
Steel  itself,  at  25,  is  not  a  high-risk 
stock  and  could  be  a  good  specula- 
tion if  Mobil  goes  ahead  with  its 
threatened  attack. 

Few  companies  have  been  more 
spectacularly  successful  than  the 
Xerox  Corp.  (39),  whose  leadership 
and  prominence  in  the  copier  field 
have  been  so  outstanding  that  to 
this  day  people  use  the  word  "xerox- 
ing" whenever  they  want  a  copy 
made.  For  many  years  this  was  the 
glamour  growth  stock  par  excel- 
lence and  its  stock  commanded  as- 
tronomic multiples  of  40  to  50 
times  earnings.  Now  there  is  com- 
petition, strong  competition.  But 
Xerox  has  more  than  held  its  own, 
maintaining  its  uninterrupted  earn- 
ings growth  until  last  year,  when 
profits  slipped  a  bit,  maybe  to  $7  a 
share  from  the  1980  peak  of  $7.33. 
It  seems  incredible  that  Xerox  is 
presently  selling  at  about  $8  below 
its  book  value  of  about  $47,  at  only 
SVi  times  earnings,  and  yielding 
nearly  8%. 

Is  Xerox  falling  apart?  I  don't 
think  so.  The  company  is  spending 
vast  amounts  of  money  on  research 
and  development;  its  capital  expen- 
ditures in  the  past  three  years  to- 
taled over  $4  billion — nearly  $50  a 
share.  While  Xerox  is  still  primarily 
a  maker  of  copiers,  it  is  diversifying 
into  a  wide  range  of  sophisticated 
office  equipment.  Earnings  growth 
is  likely  to  resume  this  year. 

Xerox  recently  sold  below  General 
Motors  (40),  which  probably  earned 
only  $1  last  year,  if  that  much,  and 
whose  $2.40  dividend  is  shaky,  es- 
pecially since  Ford  already  has  omit- 
ted its  first-quarter  dividend.  GM's 
problems  are  too  well  known  to  be 
reiterated.  It  may  succeed  in  over- 
coming them,  and  I  am  aware  of 
predictions  of  $10  to  $14  a  share 
earnings  in  some  future  years.  Nev- 
ertheless, for  my  money  I'd  prefer  to 
own  Xerox,  now  at  its  lowest  price 
since  1965,  when  it  earned  93  cents 
and  paid  a  dividend  of  18  cents.  ■ 
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•me  big  names— currently  selling 
>low  net  working  capital  per  share 
alue  Line  Jan.  8)  and  as  much 
85%  below  tangible  book  value 
ir  share. 

pecial  Stock  Selectors 

le  list  of  stocks  in  the  above  cate- 
>ry  will  come  to  you  automatically 
ider  the  offer  below . . .  along  with 
iveral  other  Special  Stock  Selectors 
>w  updated  every  week  in  the 
ilue  Line  Survey,  including: 
IGHEST  YIELDS— The  100 
ocks  (among  1700  under  regular 
view)  offering  the  highest  yields, 
ised  on  estimated  dividends  in 
e  next  12  months.  The  yields  cur- 
ntly  range  from  12.0%  to  16.3% 
alue  Line  1/8/82). 
IGHEST  APPRECIATION  PO- 
ENTIAL — The  100  stocks  offer- 
3  the  highest  3  to  5  Year  Appo- 
rtion Potential,  based  on  estimated 
rnings  and  P/E's  in  that  future 
an.  The  potentials  currently  range 
>m  265%  to  595%.  (Value  Line 
n.  8)  CAUTION:  some  of  these 
)cks  are  very  risky. 
OST  TIMELY  STOCKS— The 
0  stocks  currently  ranked  1  (High- 
t)  and  the  300  ranked  2  (Above 
'erage)  by  Value  Line  for  Prob- 
ile  Price  Performance  in  the  Next 
Months— relative  to  all  1700 
Dcks  under  regular  review. 
5NSERVATIVE  STOCKS— The 
)cks  ranked  1  (Highest)  and  2 
bove  Average)  for  Safety— relative 
all  1700  stocks. 

rOCKS  AT  DISCOUNTS 
iOM  LIQUIDATING  VALUE— 

explained  above. 

EST  PERFORMING  STOCKS 

The  50  or  so  stocks  that  have  gone 
>  most  (or  down  least)  in  price  over 


the  last  13  weeks.  The  best  perfor- 
mances currently  range  from 
+38.9%  to  +119.2%. 
WORST  PERFORMING  STOCKS 

— The  50  or  so  stocks  that  have 
gone  down  most  (or  up  least)  in 
price  over  the  last  13  weeks.  The 
worst  performances  currently  range 
from  -19.4%  to  -56.1%. 

You  Get  All  This,  Too 

In  addition  to  these  Special  Stock 
Selectors,  every  week— for  EACH 
of  1700  stocks— Value  Line's  week- 
ly Summary  &  Index  shows  the  cur- 
rent ratings/measurements  for 
Price  Performance,  Safety,  Yield, 
Long-Term  Appreciation,  P/E 
Ratio,  Beta . . .  plus  earnings  and 
dividend  data,  past  actual  and  future 
estimated. 

Every  week  you  also  receive  new 
full-page  Ratings  &  Reports  on 
about  130  stocks,  updating  and  re- 
placing the  previous  reports  on  the 
same  stocks  which  are  in  your  bind- 
er. During  a  13-week  cycle,  new  re- 
ports like  this  are  issued  on  all  1700 
stocks.  The  Ratings  &  Reports  in- 
clude detailed  price/volume  charts 
and  22  series  of  vital  statistics  go- 
ing back  15  years  and  estimated  3 
to  5  years  ahead.  Filing  takes  less 
than  a  minute  a  week.  All  this  mate- 
rial is  so  organized  in  your  binder 
that  you  can  quickly  turn  to  a  con- 
tinually updated  report  on  almost 
any  leading  stock. 

Special  Invitation 

You  can  receive  the  complete  Value 


Line  Investment  Survey  (with  full 
30-day  money-back  guarantee)  for 
the  next  10  weeks  for  only  $33— 
about  HALF  the  regular  rate— If  no 
one  in  your  household  has  sub- 
scribed in  the  past  two  years.  And 
you  get  these  2  bonuses: 

BONUS  #1  — 

Value  Line's  2000- 
page  Investors 
Reference  Service, 
including  our  lat- 
est full-page  Re- 
ports on  each  of 
1700  stocks  .  .  . 
fully  indexed  and 
looseleaf-bound  for  easy  reference, 
and  systematically  updated  by  new 
full-page  Reports  in  the  weeks 
ahead. 


Evaluating 
Common 
Stocks 


BONUS  #2— 

Evaluating  Com- 
mon Stocks,  the 
96-page  "classic" 
by  Arnold  Bern- 
hard,  Value  Line's 
founder  and  re- 
search chief,  re- 
vealing methods 
of  stock  evaluation  that  took  decades 
to  refine.  You  KEEP  this  book  even 
if  you  return  the  other  material  for 
your  money  back. 


CALL  TOLL-FREE: 
If  you  have  Master  Card, 
American  Express  or  Visa, 
(Operator  13)  24  hrs.  7  days  per  wk. 


The  Value  Line  Investment  Survey 

Arnold  Bernhard  &  Co.,  Inc.  711  Third  Avenue,  New  York,  N.Y. 


Department: 
916K1  5 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for 
$33  to  The  Value  Line  Survey  (limited  once  to 
any  household  every  two  years)  and  send  me 
the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription 
for  $330  and  send  me  the  two  bonuses  listed 
above.  There  are  no  restrictions  with  this  an- 
nual subscription. 

SPECIAL  EXTRA  BONUS 
A    pocket-size  CREDIT 
CARD  LCD  CALCULATOR 
given  to  you  when  you  order  f~  "  »a"!a 
The  Value  Line  Investment  "-L"2S""i 
Survey  for  one  year. 

This  subscription  is  tax-deductible  and  non- 
assignable 

(N.Y.  residents  add  sales  tax.) 


□  My  payment  is  enclosed.  □  Please  charge 
to:  □  American  Exp.  □  Master  Card  □  Visa 


Expiration  Date_ 
Account  #  


Signature 
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MONEY  &  INVESTMENTS 


If  my  rule  of  thumb  is  correct,  the  DJI 
could  reach  1 1  OO-plus  by  year-end. 

THE  NEW  REALITY 


By  Ann  C.  Brown 


Since  his  inauguration  over  a  year 
ago,  President  Reagan  appears  to 
have  taken  most  of  the  nation  to  the 
woodshed  to  be  taught  a  lesson  for 
past  excesses,  when  individuals  and 
corporations  alike  pyramided  their 
borrowings  in  an  effort  to  hedge 
against  high  and  rising  inflation. 

First,  the  daylights  have  been 
scared  out  of  many  savings  and 
loans,  which,  along  with  a  lot  of 
banks,  were  instrumental  in  feeding 
the  inflationary  fires  by  continuing 
to  lend  long  in  a  high  short-term- 
money-rate  environment.  Second, 
nary  a  word  has  been  heard  from 
some  of  our  more  prominent  on- 
the-brink-of-bankruptcy  businesses 
for  government  bailouts  via  the 
route  of  loan  guarantees.  And  final- 
ly, the  myriad  of  special-interest 
groups  have  been  militant  only  in 
trying  to  keep  what  they  already 
have  instead  of  demanding  more, 
more,  more.  Like  it  or  not,  the  cur- 
rent Administration  has  done  a  su- 
per job  of  popping  the  inflationary 
expectation  balloon,  which  was  ris- 
ing out  of  sight. 

I  think  that  President  Reagan  un- 
derstands the  mood  of  the  country 
better  than  most  people  give  him 
credit  for.  The  majority  of  the  pub- 
lic was  uneasy  living  beyond  its 
means,  although,  for  the  past  sever- 


Ann  C.  Brown  is  executive  rice  president  of 
the  New  York  investment  firm  of  Melbadb, 
Flynn  &  Associates. 


al  years,  it  seemed  the  only  intelli- 
gent thing  to  do.  The  inflationary 
spiral  was  frightening — especially  to 
a  nation  renowned  for  its  economic 
and  political  stability.  There's  too 
much  of  the  balanced-budget  men- 
tality ingrained  in  the  American 
psyche  to  let  "buy  now,  pay  later" 
be  much  more  than  a  catch 
phrase — and  a  guilt  trip. 

As  the  baby-boomers  produce  ba- 
bies of  their  own,  they  are  more 
inclined  to  think  in  24-year  rather 
than  24-hour  time  spans.  It  is  no 
longer  the  "me"  generation  but  the 
"we"  generation — the  family,  not 
the  first  person  singular.  "Exper- 
iencing" has  become  living,  and  liv- 
ing is  mortgage  payments,  educa- 
tional provisions,  retirement  sav- 
ings and  all  those  dull,  dreary  and 
necessary  things  that  stretch  out  as 
far  as  the  "I"  can  see.  People  who 
are  planning  lives,  particularly  the 
lives  of  others,  will  trade  off  a  less 
profitable  present  for  a  more  pre- 
dictable future. 

Several  years  ago,  in  one  of  my 
earliest  Forbes  columns,  I  described 
a  homegrown  theory  for  determin- 
ing whether  the  stock  market  as 
measured  by  the  DJI  is  cheap  or 
dear.  To  refresh  old  memories  and 
acquaint  new  readers,  the  theory 
goes  like  this:  First,  take  the  antici- 
pated rate  of  inflation  and  add  3% 
(the  rate  of  return  lenders  historical- 
ly have  received  for  the  use  of  their 
money  in  the  absence  of  inflation). 
Divide  this  number  into  100  and 
multiply  the  resulting  figure  by  the 
estimated  total  earnings  of  the  30 
DII  stocks.  This  should  give  you  a 
reasonable  approximation  of  the  fair 
value  of  the  stock  market. 

Take  for  example  the  year  just 
ended.  The  inflation  rate  will  prob- 
ably be  around  9'/2%.  This  number 
plus  3%  equals  12V2%,  which  divid- 
ed into  100  equals  8.  The  combined 


earnings  of  the  DJI  stocks,  while  not 
as  yet  final,  are  estimated  to  be 
about  $110  (courtesy  Paine  Webber 
Mitchell  Hutchins  Jan.  1,  1982  rec- 
ommended list).  Multiplied  by  8, 
this  suggests  that  the  DJI  should  be 
around  880,  only  5  points  away 
from  the  Dec.  31,  1981  close  of  875. 

This  year  the  inflation-rate  expec- 
tations vary  widely,  but  the  consen- 
sus is  around  8%,  which  will  result 
in  a  multiplier  of  9  (8%  +  3%  = 
11%,  divided  into  100).  Preliminary 
estimates  of  the  1982  DJI  earnings 
are  $126,  and,  if  my  rule  of  thumb  is 
correct,  the  DJI  could  conceivably 
reach  11 00-plus  by  the  end  of  the 
year.  Of  course  the  consensus  may 
be  low  on  the  inflation  rate  (doubt- 
ful) and  the  DJI  earnings  may  be 
high  (probable),  but  as  the  year  pro- 
gresses, appropriate  adjustments 
can  be  made.  In  any  event,  the  the- 
ory is  a  convenient  tool  to  help  in 
making  timing  decisions,  and,  at 
the  moment,  it  would  indicate  that 
the  present  market  is  undervalued. 

As  a  columnist,  I  receive  "gratis" 
numerous  market  letters,  mono- 
graphs and  books  on  the  stock  mar- 
ket. I  try  at  least  to  scan  them  all, 
and  occasionally  I  pass  on  to  you 
what  I  think  is  interesting  reading. 
In  this  case  it's  a  hot-off-the-presses 
book  by  Myron  (Mike)  Kandel,  syn- 
dicated financial  columnist,  finan- 
cial editor  and  economic  analyst  of 
Cable  News  Network.  The  book, 
published  by  Bobbs-Merrill,  is  enti- 
tled How  to  Cash  in  on  the  Coming 
Stock  Market  Boom . 

While  my  library  is  chock-full  of 
how  to  make  a  fortune  in  the  mar- 
ket, they  are  all  written  by  a  single 
author.  What  makes  Kandel's  book 
different  is  that  it  is  a  collection  of 
articles  (blessedly  short  and  easy  to 
read)  written  by  25  to  30  "pros,"  all 
of  whom  have  been  successful  with 
their  own  personal  styles  of  invest- 
ing. (In  the  interest  of  full  disclo- 
sure, I  am  one  of  those  pros.) 

In  addition,  the  book  lists  over 
110  stocks  that  could  do  well  in 
1982  and  beyond.  A  number  of 
these  stocks  have  been  mentioned 
from  time  to  time  in  this  column. 
And  here  are  a  few  I  still  like:  Dun  & 
Bradstreet  (61),  Scientific-Atlanta  (23), 
Bally  Manufacturing  (26),  Federal  Ex- 
press (56),  Amerada  Hess  (22),  Baker 
International  (30),  Honeywell  (69), 
Schlumberger  (47),  Matrix  (18)  and 
Texas  Oil  &  Gas  (28).  ■ 
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RAL  LOUISIANA  ENERGY  CORPORATION  N 
CENTRAL  LOUISIANA  ENERGY  UNIT  RECEIVES 
AVORABLE  RULING  FOR  ENHANCED  GAS  PRICES 

fayette,  La.,  Jan.  6,  1982) — Mid  Louisiana  Gas  Com- 
an  operating  unit  of  Central  Louisiana  Energy  Corpo- 
,  received  a  favorable  ruling  from  the  U.S.  Fifth  Circuit 
of  Appeals  on  December  23  which  would  allow  the 
any  to  receive  higher  natural  gas  wellhead  prices  on 
ximately  40%  of  its  current  gas  production,  an- 
ed  Gale  L.  Galloway,  Chairman,  President  and  Chief 
live  Officer  of  Central  Louisiana  Energy  Corporation. 
I  Louisiana  Gas  currently  produces  about  10  billion 
feet  of  natural  gas  annually  from  its  own  wells.  At  the 
it  time,  the  company  is  receiving  approximately  11 
per  MCF  (thousand  cubic  feet)  for  that  part  of  its  gas 
ced  from  pre- 1977  wells  and  sold  to  utilities  for 
.  The  new  court  ruling  would  place  that  gas  under 
of  the  Natural  Gas  Policy  Act  of  1978  (NGPA),  thus 
ng  Mid  Louisiana  Gas  Company  to  receive  approxi- 
/  $3.22  per  MCF  for  that  gas  as  stipulated  by  current 
pricing  structures.  Thus,  all  of  Mid  Louisiana  Gas 
any's  production  would  be  placed  under  NGPA  rules 
than  just  a  portion  of  it. 

i  Federal  Energy  Regulatory  Commission  (FERC)  had 
usly  issued  a  ruling  disallowing  any  such  price 
se  and  Mid  Louisiana  Gas  appealed  the  ruling  to  the 
Circuit  Court  of  Appeals. 

I  Louisiana  Gas  Company's  President,  Vernon  W. 
:,  said,  "In  effect,  the  Fifth  Circuit's  decision  will 

I  to  Mid  Louisiana  Gas  and  other  similar  pipeline 
inies  the  same  NGPA  price  structures  for  their  natural 
iroduction  as  other  producers  receive.  The  court 
J  this  is  what  Congress  had  in  mind  when  enacting 
3PA,  because  it  provides  incentives  for  all  producers 
duce  additional  natural  gas  supplies  for  the  nation's 
)l  gas  needs." 

Woods  could  not  predict  when  Mid  Louisiana  Gas 
be  able  to  put  the  new  prices  into  effect  since  FERC 
ppeal  the  ruling.  However,  he  believes  the  new  prices 
be  instituted  later  this  year, 
said  that  based  on  current  figures,  the  new  rates 
increase  the  company's  net  income  by  approximately 

I I  ion  on  an  annual  basis. 

I  Louisiana  Gas's  parent  company,  Central  Louisiana 
i  Corporation,  is  a  diversified  energy  company  which, 
;h  its  subsidiaries,  operates  natural  gas  pipelines 
ngages  in  oil  and  gas  exploration  and  production, 
il  gas  processing,  crude  oil  refining,  natural  gas 
tution  and  petrochemical  operations.  The  Company's 
>  are  traded  on  the  New  York  Stock  Exchange  under 
mbol  "CEL." 

ntact:  Carl  S.  Quinn  or  H.  Richard  Boultinghouse,  Jr.  of 
il  Louisiana  Energy  Corp.,  P.O.  Box  90908,  Lafayette, 
509,  or  phone  (318)  232-5700.) 


E  SYSTEMS,  INC.  O 

5  MOINES,  IA.,  January  6,  1982— Movie  Systems,  Inc., 
erator  of  Multipoint  Distribution  Service  (MDS)  pay 
iion  systems,  today  reported  earnings  of  $9,373,  or 
share  for  the  first  fiscal  quarter  ended  November  30, 
compared  with  a  loss  of  $204,444,  or  $.31  a  share  for 
me  period  during  the  prior  year, 
'enues  for  the  first  3  months  of  the  fiscal  year  ended 
iber  30,  1981  increased  46%  to  $2,279,835  from  its 
evel  of  $1,559,135,  while  operating  cash  flow  (earn- 
lefore  depreciation,  amortization  and  interest)  was 
134,  as  compared  with  $160,789  one  year  ago. 
ording  to  company  President  John  A.  Stephens,  the 
usly  announced  acquisition  of  the  Minneapolis  and 


Indianapolis  MDS  pay-TV  systems  from  Cox  Cable  Commu- 
nications is  progressing  as  planned,  and  is  expected  to 
close  in  January,  1982.  With  the  addition  of  24,000  new 
subscribers  in  the  newly  acquired  systems,  the  subscriber 
count  for  Movie  Systems'  MDS  operations  now  totals  ap- 
proximately 66,700.  The  Company  also  operates  MDS  pay-TV 
systems  in  Milwaukee,  Wl,  Oklahoma  City,  OK,  Ft.  Lauder- 
dale and  West  Palm  Beach,  FL. 

Movie  Systems  also  announced  today  that  it  has  received 
commitments  from  a  group  of  banks  for  a  $10,000,000  line 
of  credit.  The  credit  line  will  be  used  for  the  purchase  of  the 
Cox  MDS  systems  in  Minneapolis  and  Indianapolis,  the 
repayment  of  existing  bank  debt  and  for  working  capital  for 
the  expansion  of  current  MDS  pay-TV  systems,  as  well  as  the 
two  systems  being  acquired  from  Cox. 

The  participating  banks  in  the  line  of  credit  include:  the 
New  England  Merchants  Bank  of  Boston,  American  Security 
Bank  of  Washington,  D.C.,  Philadelphia  National  Bank,  and 
Merchants  National  Bank  and  Trust  Company  of  Indianapolis. 

The  company's  shares  are  traded  over-the-counter  under 
the  NASDAQ  Symbol:  MOVS. 

FINANCIAL  SUMMARY 
(Unaudited) 

Fiscal  Quarter  Ended 
November  30 
1981  1980 
Revenues  $2,279,835  $1,559,135 

Operating  cash  (low  (a)  $  451,334  $  160,789 

Net  income  (loss)  $      9,373  ($204,444) 

Net  income  (loss) 

per  share  $.01  ($.31) 

Average  shares 

outstanding  1,783,7  1  0  649,570 

(a)-Earnings  before  depreciation,  amortization  and  interest  expense. 

(Contact:  John  Stephens,  President,  Movie  Systems,  Inc., 
319  7th  St.,  Ste.  401,  Des  Moines,  IA  50309.  Phone:  (515) 
280-7490.) 


MARCH  RESOURCES  LTD.  V-0 

VANCOUVER,  B.C.,  Canada,  January  7,  1982 — Subject  to 
regulatory  approval,  March  Resources  Ltd.  is  currently 
negotiating  to  acquire  oil  drilling  lease  rights  in  Egypt.  It  is 
expected  that  lease  assignments,  engineering  reports  com- 
plete with  detailed  maps,  description  of  names  and  loca- 
tions regarding  said  leases  and  their  proximity  to  existing  oil 
fields  will  be  received  within  two  weeks. 

Arrangements  have  been  made  with  Dave  Esau,  Petro- 
leum Engineer  of  Esau,  Finn  &  Associates  Ltd.,  Petroleum 
Consultants  of  Vancouver  B.C  to  travel  to  Egypt  the  latter 
part  of  January  1982  to  meet  with  the  geologists  and 
appropriate  authorities  of  the  Government  of  Egypt  to 
prepare  a  comprehensive  report  on  all  the  lease  land  that 
has  been  made  available  to  March  Resources  Ltd. 

A  further  news  release  will  be  made  as  to  terms,  number 
of  acres  acquired,  lease  locations  and  producing  oil  fields  in 
the  surrounding  areas  as  soon  as  Mr.  Esau  returns  to 
Vancouver  with  his  completed  report. 

(Contact:  Frank  J.  Mathews,  President,  or  Anthony  Agos- 
tino,  Secretary,  March  Resources  Ltd.,  202-595  Howe  St., 
Vancouver,  B.C.,  Canada  V6C  2T5,  Phone:  (604)  687-8867.) 


SHONEY'S,  INC.  O 
SHONEY'S  REPORTS  RECORD  1981  RESULTS 
INCREASES  CASH  DIVIDEND 

NASHVILLE,  TN.  (December  16,  1981)— Following  the 
regular  Board  of  Directors'  meeting  here  today,  Shoney's, 
Inc.  reported  record  results  for  both  the  fourth  quarter  and 
for  the  year  ended  October  25,  1981.  This  marks  the  90th 


consecutive  quarter  in  which  revenues  and  earnings  have 
reached  new  highs. 

At  the  meeting,  the  Board  of  Directors  increased  the 
regular  quarterly  cash  dividend  from  33/iC  to  40  per  share. 
The  cash  dividend  is  payable  January  21,  1982  to  stock- 
holders of  record  January  4,  1982. 

At  October  25, 1981,  the  Company  had  728  restaurants  in 
operation,  which  included  346  company-owned  and  382 
f  ranchised  units.  In  addition  to  Shoney's  and  Captain  D's,  the 
Company  owns  a  Specialty  Group  of  restaurants  and  a 
manufacturing  operation  for  salad  dressing  and  condiments. 

Shoney's,  Inc.  recently  announced  the  purchase  of  Fam- 
ous Recipe  Chicken  with  222  franchised  units  in  23  states. 
The  Company's  stock  is  traded  over-the-counter  with  the 
NASDAQ  symbol  SHON. 

SHONEY'S,  INC.  AND  SUBSIDIARIES 
Financial  Highlights 

For  the  Year  Ended 

Oct.  25             Oct.  26  % 

1981                1980  Increase 

Revenues             $269,360,000      $216,099,877  25% 

Net  income               14,787,385         11.846,302  25% 

Earnings  per  share  $1.03  $.83  24% 
Average  common  shares 

outstanding           14,422,231         14,291.201  — 
Fourth  Quarter  Ended 

Oct.  25             Oct.  26  % 

1981               1980  Increase 

Revenues               $66,764,628        $53,155,199  26% 

Net  income                3,662,303          2,866,835  28% 

Earnings  per  share               $.26               $.20  25% 

(For  further  information  contact:  Taylor  H.  Henry,  Jr.,  Vice 
President,  Finance,  Shoney's,  Inc.,  1727  Elm  Hill  Pike, 
Nashville,  TN  37210.  615/361-5201.) 


UNIVERSAL  RESOURCES  CORPORATION  A 
REPORTS  FOURTH  QUARTER  AND  FISCAL  YEAR  EARNINGS 

DALLAS,  TX.  Jan.  7,  1982 — Universal  Resources  Corpora- 
tion (AMEX)  today  reported  earnings  of  $13.6  million  or 
$1.54  per  share  for  the  fiscal  year  ended  October  31,  198! 
compared  with  $7.2  million  or  $1.00  per  share  in  the 
previous  year. 

In  the  fourth  quarter,  earnings  were  $3.7  million  or  $.40 
per  share  compared  with  $2.3  million  or  $.29  per  share  in 
the  same  quarter  last  year.  . 

SUMMARY  INFORMATION 


Three  Months  Ended  October  31 

1981 

1980 

Total  Revenues 

$17,281,728 

$11,401,399 

Income  from  Operations 

$  4,999.309 

$  3,508,402 

Net  Income 

$  3,679,309 

2,352,402 

Average  Shares  Outstanding 

9,254,213 

8,111,953 

Net  Income  Per  Share 

$.40 

$.29 

Fiscal  Year  Ended  October  31 

1981 

1980 

Total  Revenues 

$63,706,512 

$38,898,770 

Income  from  Operations 

$21,001,192 

$10,981,828 

Net  Income 

$13,601,192 

$  7,221,828 

Average  Shares  Outstanding 

8,816,988 

7,211,497 

Net  Income  Per  Share 

$1.54 

$1.00 

Universal  Resources  Corporation  is  a  Dallas-based  oil  and 
gas  exploration  and  production  firm.  Its  common  stock  is 
listed  on  the  American  Stock  Exchange  under  symbol  "UVR". 

(Contact:  Joe  Coffman,  Universal  Resources  Corp.,  13601 
Preston  Rd.,  Dallas,  TX  75240.  Phone:  (214)  661-3876.) 


For  further  information  on 
Corporate  Report  Updates, 
contact  Sarah  Madison  (212)  620-2371. 


The  Contrarian 
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In  the  stock  market,  as  in  the  fable,  the 
tortoise  almost  always  beats  the  hare. 

I'LL  TAKE  THE 
SLOW  ROAD 


By  David  Dreman 


It's  a  hard  game  to  resist,  particular- 
ly when  the  chips  pile  high  in  front 
of  the  players  almost  without  any 
effort 'on  their  part.  I'm  speaking  of 
the  new-issue,  high-tech  and  energy 
plays  of  the  past  three  years.  To 
youngsters  just  coming  into  the 
business  or  speculating  for  the  first 
time,  this  was  an  exciting  new 
game.  But  to  old-timers,  the  whole 
thing  had  a  drearily  familiar  look. 
They  had  seen  it  before:  in  1961;  in 
1968;  in  1973.  The  names  may 
change  but  the  plot  doesn't. 

Manias,  like  puppy  love,  make 
mush  of  common  sense.  Even  peo- 
ple who  should  know  better  from 
the  traumas  of  identical  bubbles  in 
the  past  forget  how  the  story  ended 
and  stay  on  the  bandwagon.  Power- 
ful forces  keep  them  there — crowd 
psychology,  expert  sanction  of  the 
current  fad  and,  most  of  all,  consis- 
tently rising  prices.  Working  in  tan- 
dem, these  pressures  prove  to  be 
nearly  hypnotic.  The  more  the  bub- 
ble swells,  the  more  people  who 
were  at  first  genuinely  skeptical  are 
pulled  into  the  speculative  whirl- 
pool— the  greatest  number  always 
just  before  the  end.  I've  described 
the  pattern  in  detail  in  my  book, 
Contrarian  Investment  Strategy. 

The  recent  sharp  break  in  the 


David  Dreman  is  managing  director  of  Dre- 
man, Gray  &  King,  Investment  Counsel, 
New  York,  and  author  of  Contrarian  Invest- 
ment Strategy. 


speculative  issues  reaffirms  the  ad- 
vantages of  being  a  contrarian  and 
resisting  the  madness  of  the  crowd. 
The  following  table  shows  why.  The 
first  column  indicates  what  $10,000 
invested  at  the  beginning  of  1979  in 
a  group  of  high-tech,  energy  and 
new-issues  might  have  done  for  the 
three  years  ending  Dec.  31,  1981. 
The  compounded  results,  I  think, 
are  reasonably  representative  of  re- 
turns shown  for  these  years.  The 
second  column  shows  the  com- 
pounded returns,  including  divi- 
dends, from  simply  investing  in  the 
S&P's  500,  which  I  chose  as  proxy 
for  the  market  as  a  whole. 

Year-  Speculative 

end  stocks  S&P's  500 

1979  $13,000    +30%  $11,750  +17.5% 

1980  18,850  +45  15,627  +33.0 

1981  13,195  -30  14,846  -5.0 
Three-year 

return  +32  +48.8 

As  the  table  shows,  1979  and 
1980  would  have  been  excellent 
years  for  the  high  rollers,  with  total 
returns  of  almost  90% ,  against  56% 
for  the  S&P's.  True,  the  high-tech, 
energy  and  new-issues  game  was  far 
more  risky,  but  the  gains  seemed  to 
make  it  well  worth  the  risk,  as  was 
trumpeted  repeatedly  by  the  friend- 
ly pitchmen. 

But  then  came  1981!  If  the  specu- 
lator was  like  the  other  99  44/ioo%  of 
his  kind,  he  would  leave  his  chips 
on  the  table,  convinced  that  the  pile 
would  grow  higher  and  higher.  Why 
not  get  out  at  the  top?  Almost  no 
speculator  does.  When  the  bubble 
burst,  some  of  the  hottest  plays  on 
the  New  York  Stock  Exchange,  such 
as  Telecom,  Compugraphics  and 
Spectra-Physics,  were  down  over 
60% .  The  damage  on  the  Amex  and 
o-t-c  was  often  worse.  If  we  assume 
the  speculative  portfolio  declined 
30%  last  year  (possibly  conservative 
when  viewing  year-end  prices),  the* 


far-safer  S&P's  stocks,  which  de- 
clined 5%,  increased  nearly  50%,r.s\ 
32%  for  the  speculative  stocks  for 
the  full  three-year  period. 

And  this  is  the  reason  I  recom- 
mend investing  in  low  P/E  issues — 
the  very  stocks  the  mob  is  shun- 
ning. My  own  studies  and  every 
other  study,  stretching  from  the 
mid- 1930s  to  the  end  of  1980,  indi- 
cate that  these  stocks  not  only  out- 
perform the  highflyers  but,  in  fact, 
on  average  do  about  50%  better 
than  the  market  itself. 

The  following  three  low-P/E 
stocks  present  good  value  today. 

Texaco  (32),  like  most  of  the  large 
integrated  oils,  behaved  poorly  in 
1981.  Still,  since  the  beginning  of 
1979  earnings  have  almost  tripled 
and  are  likely  to  rise  in  1982.  Divi- 
dends have  gone  up  50%  in  the 
same  time  and  should  be  higher 
again  this  year.  The  stock  had  a 
book  value  of  over  $50  a  share  at 
year-end,  and  an  estimated  break-up 
value  of  over  $130.  Texaco  trades  at 
4  times  earnings  and  yields  9.4%.  If 
past  experience  is  any  measure,  it  is 
precisely  such  undervalued  issues 
that  will  do  well  over  the  next  sever- 
al years. 

Crum  &  Forster  (29),  the  nation's 
15th-largest  property  and  casualty 
insurer,  has  shown  an  almost  30% 
rate-of-earnings  growth  over  the 
past  five  years.  Despite  the  fact  that 
the  property-casualty  industry  is  in 
the  poorer  part  of  its  underwriting 
cycle,  earnings  should  show  some 
improvement  this  year,  and  sub- 
stantially more  in  1983.  The  stock 
trades  at  a  P/E  of  5  and  yields  5.5%. 

Honeywell  (67)  is  a  leading  produc- 
er of  both  industrial  and  environ- 
mental controls,  as  well  as  being  the 
seventh-largest  computer  manufac- 
turer. Although  unfavorable  earn- 
ings comparisons  will  be  on  hand 
for  several  quarters,  results  should 
improve  later  in  the  year.  The  stock 
trades  at  6  times  depressed  1981 
earnings  and  yields  5%. 

You  won't  win  every  year  with 
every  stock  using  the  low-P/E  strate- 
gy. (Texaco,  for  example,  did  poorly 
last  year,  even  though  it  was  already  a 
low-P/E  stock.)  But,  with  diversifica- 
tion, you  should  do  well  over  time, 
which  is  what  serious  investing  is 
about.  While  a  fast  track  will  always 
provide  the  more  exciting  ride, 
buying  low-P/E  stocks  should  show 
by  far  the  better  bottom  line.  ■ 
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Commodities 


Soybeans  are  at  a  price  premium  relative 
to  corn.  They  should  not  stay  that  way. 

LONG  CORN 
VERSUS 
SHORT  SOYBEANS 


By  Stanley  W.  Angrist 


One  of  the  most  important  func- 
tions of  the  futures  markets  is  to 
provide  to  both  producers  and  con- 
sumers a  price-discovery  system. 
Nowhere  is  this  function  more  im- 
portant than  in  the  agricultural  sec- 
tor of  our  economy.  During  the  win- 
ter and  early  spring,  even  farmers 
who  don't  trade  commodities  will 
consult  on  a  daily  basis  the  futures 
page  in  the  newspaper  to  see  what 
prices  are  expected  to  be  at  harvest 
of  the  commodities  they  raise.  You 
and  I  can  use  the  futures  market  in  a 
similar  way. 

The  November  1982  soybeans 
contract  is  at  a  price  premium  to 
the  December  1982  corn  contract, 
after  adjusting  for  per-acre  yields 
and  planting  costs.  If  this  current 
differential  were  to  persist,  it  could 
lead  to  an  increase  in  spring  plant- 
ings of  soybeans  relative  to  corn. 

It  now  appears  that  there  will  be  a 
sharp  expansion  in  world  meal  and 
oil  supplies  for  the  1981-82  season, 
at  93.4  million  metric  tons,  up  9.2% 
from  the  1980-81  season.  World  oils 
and  fats  production  will  be  at  59.2 
million  metric  tons,  up  4.3%  from 
the  1980-81  crop.  Recessionary  con- 
ditions will  result  in  an  increase  in 
world  oilseed  stocks,  primarily  U.S. 
soybeans.  This,  in  turn,  implies  that 
the  1982-83  supply  will  not  depend 

Stanley  W  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


solely  on  1982  production. 

The  1981-82  world  grain  outlook 
is  similar  to  the  world  oilseed  situa- 
tion. Latest  USDA  estimates  place 
world  grain  production  at  1.62  bil- 
lion metric  tons,  up  4.1%  from  a 
1980-81  crop  of  1.56  billion  metric 
tons.  (Note:  Included  in  this  produc- 
tion figure  are  wheat,  rice  and  the 
coarse  grains  of  corn,  sorghum,  bar- 
ley, oats  and  rye.) 

In  order  for  the  1982-83  world 
grain  production  to  reach  the  esti- 
mated figure,  a  Russian  grain  har- 
vest of  230  million  metric  tons  has 
been  assumed.  Keep  in  mind  that 
the  Soviets  have  been  looking  for 
this  size  crop  for  a  number  of  years, 
but  have  been  able  to  produce  more 
than  230  million  metric  tons  only 
once — in  1978 — in  the  last  six 
years.  This  past  year's  crop,  for  ex- 


Corn  is  cheaper 

Shown  below  is  the  price  differ- 
ence that  three  bushels  of  corn 
commands  over  one  of  soybeans. 

Price  Difference  (Com/Soybeans) 
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ample,  was  probably  around  175 
million  metric  tons. 

To  induce  midwestern  farmers  to 
increase  their  corn  acreage,  soybean 
prices  should  decline  relative  to 
corn  prices,  because  soybeans  are 
currently  offering  a  superior  per- 
acre  return.  Furthermore,  while 
both  1982  corn  and  soybean  prices 
are  below  total  costs  of  production, 
the  smaller  out-of-pocket  expenses 
associated  with  planting,  raising 
and  harvesting  soybeans  favor  them 
over  corn. 

By  making  several  assumptions 
concerning  the  relative  yields  and 
costs  of  raising  corn  and  soybeans,  it 
is  possible  to  find  the  price  that  a 
bushel  of  soybeans  must  sell  for  to 
yield  the  same  net  revenue  as  a  bush- 
el of  corn.  For  example,  with  Novem- 
ber 1982  soybean  futures  currently  at 
around  $6.75  a  bushel,  they  are 
121%  of  their  indicated  break-even 
price  relative  to  December  1982 
corn  futures  at  $2.95.  If  corn  were  to 
drop  to  $2.50  a  bushel,  the  break- 
even price  on  soybeans  would  drop 
to  $4. 18.  Conversely,  if  corn  were  to 
rise  to  $3.50,  the  break-even  price  on 
soybeans  would  rise  to  $7.34. 1  would 
expect  that  November  1982  soy- 
beans will  decline  at  least  to  their 
break-even  price  relative  to  Decem- 
ber 1982  com. 

How  does  one  go  about  profiting 
from  this  apparent  price  distortion? 
The  simplest  way  is  to  go  long  three 
contracts  of  December  corn  for  ev- 
ery contract  of  November  soybeans 
you  are  short.  Currently  the  spread 
is  trading  between  $1.90  and  $2.25, 
premium  the  three  corn  contracts. 
It  would  not  be  unreasonable  to  ex- 
pect that  this  spread  would  advance 
$1  ($5,000  per  spread)  over  the  next 
three  to  six  months.  The  spread 
would  also  be  helped  by  less  than 
ideal  growing  weather,  which  would 
help  corn  prices  more  than  bean 
prices. 

I  would  risk  no  more  than  20 
cents  ($1,000  per  spread)  from  my 
entry  point.  The  minimum  margin 
on  this  spread  would  be  about 
$3,300,  while  the  round-turn  com- 
mission would  be  what  is  required 
on  four  grain  contracts,  or  about 
$250.  You  can  also  do  this  trade  on 
the  Mid-America  Commodity  Ex- 
change for  about  $1,000  in  margin, 
using  three  1,000-bushel  corn  con- 
tracts and  one  1,000-bushel  bean 
contract.  ■ 


7orbes  ~ 
4th  Annual  r*' 


Here's  the  most  fact-filled  reference 
on  America's  leading  companies  .  .  . 

The  Directory  Issue  features  the  Forbes 
500s  listings  which  rank  the  accomplish- 
ments of  the  nation's  largest  corporations 
four  ways. 

Only  the  Forbes  500s  rank  the  top  500 
companies  in  Sales,  Assets,  Profits,  and 
Stock  Market  Value.  And  it  ranks  all  com- 
panies, from  banks  to  utilities  —  not  just 
industrials. 

The  May  10,  1982  Directory  Issue  presents 
a  record  of  the  past  year  which  incorporates 
facts,  figures,  and  editorial  evaluations  on 
the  progress  of  American  companies  who 
have  made  it  to  the  top. 

With  its  wealth  of  useful  information,  the 
Forbes  14th  Annual  Directory  will  be  read 
and  re-read  with  great  interest  by  the  exec- 
utives who  own  and  run  American  busi- 
ness. Thus,  the  issue  offers  advertisers  an 
outstanding  opportunity  to  reach  this 
major  decision-level  audience. 


Only  the  Forbes  Directory 
ranks  the  largest  U.S. 
companies  four  ways: 

The  top  500 

n  Sales 
n  Assets 
n  Profits 
n  Stock  Market 
Value 

Over  800  corporations  will 
appear  on  one  or  more  of  the 
Forbes  500s  rankings 


For  further  information,  contact: 

Stephen  G.  Nicoll, 

Director  of  Advertising 

60  Fifth  Avenue, 

New  York,  N.Y.  10011 

(212)  620-2228 

Forbes 

Capitalist  Tool 
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Explore 

our  objectives. 

Penn  Square  Mutual  Fund  has  an 
impressive  25-yeartrack  record  of 
finding  realistic  values  among  a 
diversity  of  leading  undervalued 
stocks.  The  future's  never  guaran- 
teed, but  if  you're  interested  in 
long-term  capital  growth,  you 
should  be  interested  in  the  details 
of  our  philosophy. 

For  more  complete  information,  including 
management  charges  and  expenses,  write  or  call 
us  for  our  free  prospectus.  Read  it  carefully 
before  you  invest  or  send  money 

Call  800/523-8440 

in  PA.  call  collect  215/376-6771 


I 
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I Penn  Square  Mutual  Fund 
5th  &  Washington  Sts .  PO  Box  1419.  Reading,  PA  19603  I 


Name. 


Address  . 
City  


.  State . 


.Zip 
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L Investment  experience  since  1957.  I 
Over  S 1 50.000,000.  In  assets.  F  Ml 

TheBookThatftit 
ftieb/o,Co/orado 
On  The  Map. 

For  years 
Pueblo  remain- 
ed uncharted 
and  unknown. 

Then,  sudden- 
ly,the  secret  was 
out. Pueblo  is  the 
city  that  sends 
out  the  free  Consumer 
Information  Catalog. 

Now  everyone  knows 

And  now  everyone  can  send  for  their  very  own 
copy  of  the  Consumer  Information  Catalog.  The 
new  edition  lists  over  200  helpful  Federal  publica- 
tions, more  than  half  of  them  free.  Publications 
that  could  help  with—  money  management,  car 
care,  housing  hints,  growing  gardens,  food  facts. 
All  kinds  of  consumer  information. 

Get  your  copy  now.  Send  us  your  name  and  ad- 
dress on  a  postcard  Write- 

CONSUMER  INFORMATION  CENTER, 
DEPT.  G,  PUEBLO,  COLORADO  81009 

General  Services  Administration 


MEXICAN  INVESTMENTS 'f\ 

Do  you  have  Mexican  investments  or  bank 
deposits?  Interested  in  the  outlook  for  the 
peso?  You  should  be  reading  MEXLETTER. 

For  a  free  copy  write:  MEXLETTER, 
Apdo.  1335,  Mexico,  D.F.,  06000,  Mexico, 
or  call  905-511-5470. 


Investors  have  been  criticized  lately  for 
not  seizing  upon  all  the  supposed  bar- 
gains in  the  market.  However,  they  have 
good  reasons  for  their  inactivity. 

THE  WAITING  GAME 


By  Srully  Blotnick 


E 


The  much-publicized  tax  changes 
that  became  law  in  1981  are  having 
important— and  unforeseen — effects 
on  the  behavior  of  investors. 

The  first  has  to  do  with  the  ap- 
proximately $190  billion  sitting  in 
money  market  funds,  as  well  as  the 
much  larger  sum  tied  up  in  certifi- 
cates of  deposit  and  treasury  obliga- 
tions. It  was  originally  assumed  by 
most  analysts  that  much  of  this  im- 
mense sea  of  liquidity  would  find  its 
way  into  the  stock  market. 

That  hasn't  happened.  What's 
more,  it  isn't  likely  to  any  time 
soon.  Throughout  1981  it  was  com- 
mon for  individual  investors  essen- 
tially to  ask:  "Why  should  I  risk 
taking  a  plunge  into  the  treacherous 
waters  of  the  stock  market,  when  I 
can  get  a  guaranteed  17%  return  per 
annum  in  a  money  fund?" 

Well,  the  rate  has  fallen  almost  6% 
in  six  months,  enough  to  trigger  the 
movement  of  much  of  that  money 
into  stocks.  But  there  has  been  bare- 
ly a  trickle,  much  less  a  flood.  How 
come?  Blame  it  on  taxes — a  lowering 
of  tax  rates  this  time. 

Harold,  52,  who  has  $130,000  in 
one  of  the  nation's  largest  money 
funds,  is  behaving  in  an  entirely 
typical  manner.  On  July  31,  1981, 
when  the  fund  was  paying  17.5%, 

Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


Harold  told  me:  "I  know  rates  this 
high  won't  last.  What  will  I  do  if 
they  fall  to  the  10%-to-12%  range? 
I'm  in  the  70%  tax  bracket  [on  un- 
earned income  such  as  interest  and 
dividends],  so  I'm  all  set  to  move 
on — to  stocks  probably." 

The  17.5%  return  was  netting 
Harold  only  5.25% .  (He  lives  in  Flor- 
ida, where  there  is  no  state  income 
tax;  otherwise  his  net  would  have 
been  even  lower.)  Since  one  of  the 
most  appealing  consequences  of  the 
Economic  Recovery  Tax  Act  of 
1981  was  the  20%  maximum  tax  on 
capital  gains,  Harold  was  eagerly 
looking  forward  to  the  opportunity 
to  obtain  some. 

On  Nov.  6,  1981,  when  the  fund 
was  paying  15.26%,  Harold  repeat- 
ed that  he  would  buy  stocks  soon, 
now  that  rates  were  declining.  Yet, 
as  of  late  January,  he  had  bought 
none.  The  reduction  in  the  maxi- 
mum tax  on  unearned  income,  from 
70%  to  50%,  has  had  a  major  im- 
pact on  Harold's  motivation  to 
move  from  debt  to  equities.  Even 
though  he  is  currently  receiving 
only  11.8%  at  the  fund,  his  net  re- 
turn after  taxes  is  5.9%,  an  increase 
of  more  than  half  a  point  over  what 
he  was  receiving  six  months  ago, 
when  the  fund  was  yielding  17.5%. 
His  inaction,  therefore,  isn't  mere 
foolishness.  Call  it  rational  inertia. 

The  second  area  of  investor  be- 
havior that  has  been  affected  is 
stock  selection:  There  has  been  a 
slow  but  steady  shift  in  investor 
sentiment  toward  institutional- 
quality  stocks. 

To  see  why,  turn  the  clock  back  to 
the  Sixties.  Mutual  funds  were  just 
becoming  popular  at  the  time.  Since 
the  record  of  their  purchases  and 
sales  was  public,  it  was  easy  for  me  to 
compare  what  individual  investors 
did  with  their  own  money  versus 
what  the  mutual  funds  did.  That  was 
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an  especially  revealingexercise  when 
an  individual  investor  happened  to  be 
managinghalf  his  money  himself  and 
had  turned  the  other  half  over  to  a 
fund.  The  mutual  fund  usually  han- 
dled the  investment  capital  in  a  more 
conservative  manner  than  the  indi- 
vidual did. 

The  upshot:  Thousands  of  inves- 
tors gave  money  to  an  institution 
that  wound  up  buying  shares  none  of 
the  individuals  would  have  bought. 

The  same  thing  is  well  on  its  way 
to  happening  now,  only  this  time 
individual  investors  are  doing  it  de- 
liberately. With  what  portion  of 
their  assets?  The  money  they  have 
in  their  Keogh  and  IRA  plans. 

Tax  law  changes  that  became  ef- 
fective on  Jan.  1,  1982  allow  a  maxi- 
mum of  $15,000  per  year  (instead  of 
only  $7,500)  to  be  put  into  a  Keogh 
plan.  And  everyone,  even  Keogh 
plan  participants,  can  put  a  maxi- 
mum of  $2,000  per  year  into  an  IRA. 
The  self-employed  can,  therefore, 
shelter  $17,000  each  year  between 
their  Keogh  and  IRA  plans. 

How  are  the  people  in  my  sample 
investing  that  money?  Cautiously, 
despite  the  fact  that  a  number  of 
unscrupulous  or  empty-headed  stock 
brokers  are  encouraging  them  to  use 
this  money  in  a  frivolous  manner — 
for  trading.  Nevertheless,  investors 
are  afraid  of  losing  it,  and  well  they 
should  be.  Any  losses  they  sustain  in 
their  regular  portfolios  can  be  de- 
ducted against  their  ordinary  in- 
come. It  may  not  be  much  consola- 
tion, but  Uncle  Sam  thus  helps  them 
absorb  the  setback. 

However,  any  money  you  lose  in 
your  pension  portfolio  as  a  result  of 
bad  investments  is  lost,  pure  and 
simple.  The  government  feels  it  has 
done  enough  in  letting  you  put  the 
money  into  a  tax-sheltered  account 
in  the  first  place.  The  losses  are 
yours  and  yours  alone.  Uncle  Sam 
refuses  to  be  your  partner  here. 

The  result  is  that  for  the  first  time 
in  five  years,  individual  investors 
are  starting  to  abandon  their  con- 
centration on  Amex  and  over-the- 
counter  issues.  Their  intention  is  to 
handle  some  of  their  investment 
capital  as  if  they  are  pension  fund 
managers. 

In  short,  trying  to  "beat  the  mar- 
ket" is  beginning  to  lose  some  of  its 
appeal.  Investors  will  soon  have 
a  growing — and  vested — interest 
once  again  in  the  Dow.  ■ 


HOW  TO  DECIDE  WHICH 
MUTUAL  FUNDS  ARE  RIGHT 
FOR  YOU  IN  TODAY'S  MARKET 

United  can  help  you  choose  with  impartial  analysis, 
appraisal  of  risk,  which  Funds  to  buy  now 

Money  Market  Funds 

Relatively  risk-free  double-digit  yields 

United's  Report  outlines  the  services  each  of  these  double-digit-yielding  funds  offers, 
shows  the  average  maturity  of  its  investment  vehicles,  and  tells  what  this  means. 
It  gives  current  yield,  size  of  fund,  whether  or  not  exchange  privileges  are  available, 
and  much  other  useful  information.  Let  United  help  you  decide  which  of  these 
relatively  risk-free  Funds  is  right  for  you. 

Aggressive  Growth  Funds 

High  risk  —high  profit  potential 

It's  a  fact  that  some  Funds  grew  50%,  60%  and  70%  in  1980  alone.  On  the  other  hand 
1981  was  not  too  good  a  year  with  many  Funds  even  declining.  So  it  certainly  seems 
there  are  some  bargains  to  be  picked  up,  if  you  choose  the  right  funds.  United  aims  to 
help  you  do  that  with  an  up-to-date  appraisal  of  30  Aggressive  Growth  Funds  which 
have  outperformed  the  market  in  the  past.  Of  course  there's  no  guarantee  this  kind 
of  appreciation  will  continue,  but  in  this  timely  Report  we  feature  four  funds  for  the 
investor  who  is  willing  to  take  some  risk  while  seeking  to  make  some  real  money. 

Gold  Funds 

Is  this  a  buying  opportunity? 

For  most  of  1980  the  funds  that  invest  in  gold  stocks  were  perched  like  eagles  at  the 
top  of  our  table  of  The  Top  25  Performers.  But  because  their  fortunes  are  tied  to  the 
price  of  the  yellow  metal,  they  have  since  shown  they  can  move  down  as  well  as  up. 
And  today  there  are  both  bullish  and  bearish  scenarios  on  the  future  of  gold  prices. 
United  helps  you  decide  what  to  do  about  Gold  Funds  now  w  ith  an  analysis  of  both 
possibilities  in  this  Special  Report.  It  is  packed  with  facts  and  figures  that  are  real 
eye-openers  on  each  of  8  leading  Gold  Funds. 
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in-depth  analysis  of  individual  Funds. 


Included  with  the  package  is  a  2-issue  Guest  Subscription  to 
United  Mutual  Fund  Selector.  This  entire  package  of 
Mutual  Fund  information  and  advice,  just  


Name 


_F2-15 


Address 


City  Stale  Zip 

Not  assignable  without  your  consent. 


□  Please  send  me  the  entire  $5  package 
of  Mutual  Fund  information  and  advice. 
I  enclose  $5. 

□  I  prefer  a  $65  annual 
subscription.  I  will  receive 
the  above  package  as  a 
bonus.  I  enclose  $65.   

UNITED  Mutual  Fund  Selector* 

A  Division  ot   United  Business   Service  Co 
212  NEWBURY  STREET,  BOSTON,  MASS  02116 
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The  family  hoped  high  yields  would  keep 
them  comfortable.  Psychologically,  they 
would.  Economically,  they  would  not. 

"CONSERVATIVE" 
SECURITY  BLANKET 


By  John  Train 


Recently  I  was  called  by  a  lawyer 
acquaintance  who  said  he  had  a  cli- 
ent who  might  need  our  services. 
The  client  was  a  34-year-old  mason 
we  will  call  James  Adamson  who, 
while  working  on  a  weak  scaffold- 
ing, had  fallen  onto  a  terrace.  After  a 
year  in  the  hospital,  he  was  still 
unable  to  walk.  He  eventually  col- 
lected an  av/ard  of  $600,000,  of 
which  the  lawyer  got  one-third. 
Adamson  found  himself  confined  to 
a  wheelchair,  with  $400,000  to  keep 
"him  going  for  life. 

At  a  conference  with  Adamson, 
his  wife  and  the  lawyer,  whom  we 
will  call  Stonor,  I  was  handed  the 
portfolio,  which  was  in  corporate 
and  municipal  bonds— all  at  a  loss — 
and  a  money  fund. 

Adamson  was  cheerful  enough, 
and  his  young  wife,  snappily  turned 
out,  seemed  on  the  crest  of  the 
wave.  "Mr.  Stonor  has  arranged  for 
us  to  get  an  income  of  $4,000  a 
month,"  she  said.  "That's  more 
than  twice  what  Jim  got  when  he 
was  working.  We've  had  to  spend  a 
lot  to  remodel  our  house,  putting  in 
ramps  and  a  swimming  pool  that 
Jim  can  work  out  in,  but  even  then 
we're  doing  fine.  We  were  thinking 
of  renting  a  place  in  Florida  for  the 
winters — just  a  little  place." 


John  Train  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


My  mind  wasn't  on  Florida.  "But 
why  did  you  put  the  whole  portfolio 
in  bonds?"  I  asked. 

The  young  wife  replied:  "It's 
more  conservative.  I  wouldn't  want 
to  spend  more  than  our  income.  So 
Mr.  Stonor  suggested  bonds.  This 
way,  even  after  taxes,  we're  living 
within  our  means." 

I  gave  the  lawyer  a  long  look.  It 
was  time  to  explain  the  "money 
illusion"  to  the  group.  By  spend- 
ing all  their  income,  Mr.  and  Mrs. 
Adamson  were  in  real  terms  dip- 
ping heavily  into  capital,  since  the 
true  value  of  the  bond  portfolio 
was  declining  every  year  by  the 
amount  of  inflation.  At  that  rate, 
they  would  be  down  to  one-half 
their  present  standard  of  living  in 
eight  years  or  so,  and  to  one- 
fourth  in  another  eight.  They 
would  be  in  a  pickle. 

"Unless  you  think  inflation  is  go- 
ing to  stop,  under  your  present  strat- 
egy, you'll  be  impoverished  sooner 
or  later,"  I  said.  "The  only  question 
is  when.  These  days,  I'd  say  that  a 
prudent  level  of  expenditure  would 
be  6%  or  so  of  your  capital,  if  you're 
invested  in  assets  that  will  increase 
in  value  as  fast  as  inflation.  So  you 
should  do  a  new  budget  based  on 
spending  about  $2,000  a  month,  mi- 
nus taxes,  but  rising  as  the  cost  of 
living  rises." 

By  definition,  this  means  stocks. 
For  instance,  IBM  currently  yields 
exactly  6% ;  you  can  expect  the  divi- 
dends to  grow  steadily  and  preserve 
your  purchasing  power  in  spite  of 
inflation.  Better,  you  can  put  the 
money  in  stocks  that  yield  less  in 
current  dividends  than  IBM  but  are 
growing  faster;  in  that  case,  you 
would  invade  capital  somewhat 
each  year  and  count  on  the  growth 
to  keep  you  whole  in  real  terms. 

"Isn't  that  risky?"  Mrs.  Adamson 
wanted  to  know. 


I  nodded:  "Not  too  risky,  I  hope." 

"But  some  conservative  stocks 
yield  10%,"  said  Stonor.  "Some  of 
the  banks  and  utilities.  .  ." 

"I'm  sorry  to  be  discouraging,"  I 
said,  "but  in  general  their  dividends 
are  no  longer  rising  as  fast  as  infla- 
tion. They  sound  conservative,  be- 
cause they're  old,  well-known 
names,  but  they  may  not  do  the  job 
of  preserving  capital." 

Jim  Adamson,  who  struck  me  as  a 
stouthearted  fellow,  accepted  all  this 
and  even  seemed  relieved.  He  must 
have  sensed  that  the  lawyer's  plan 
was  extravagant,  even  though  his 
wife  liked  it.  Goodbye,  some  of  those 
luxuries.  Mr.  Stonorlookedsheepish. 
We  set  a  new  meeting  date. 

Even  "conservative"  stocks  aren't 
necessarily  the  answer.  As  many 
readers  will  remember,  25  years  ago 
a  typical  conservative  trust  portfolio 
looked  something  like  this,  and  paid 
a  good  yield:  U.S.  Treasury  bonds, 
corporate  bonds,  municipal  bonds, 
Alcoa,  AT&T,  Pennsylvania  Rail- 
road, Cleveland  Electric,  Du  Pont, 
General  Motors,  Owens-Illinois, 
Texaco,  U.S.  Gypsum,  U.S.  Steel, 
Westinghouse  Electric. 

Where  are  these  "conservative  in- 
vestments" today?  Let's  assume  an 
original  principal  of  $100,000 — a 
good  sum  for  those  days.  Assume 
further  that  half  of  the  principal  was 
in  bonds — as  was  usual  then — and 
that  the  bonds  were  rolled  over  ev- 
ery ten  years,  the  latest  bond  com- 
mitment being  made  in  1977. 

Today  that  portfolio  would  have  a 
market  value  of  about  $117,000.  In 
today's  purchasing  power  that's 
about  $36,000— a  loss  of  64%  in  real 
dollars.  Safe?  Conservative? 

Such  conservative  investing  pro- 
duced a  portfolio  with  too  many 
mature,  slow-growth,  capital-inten- 
sive companies,  throttled  by  restric- 
tive unions,  fierce  competition, 
consumerism  and  hostile  regula- 
tion, and  having  trouble  attracting 
able  young  executives.  A  familiar 
name  isn't  necessarily  conservative. 
It's  a  security  blanket  but  one  that 
may  not  keep  you  warm. 

Investors  who  maintained  an  in- 
terest in  growth  through  participa- 
tion in  office  equipment,  semicon- 
ductors, specialty  chemicals,  instru- 
ments, pharmaceuticals,  consumer 
mass  market  companies  or  TV  sta- 
tions have  held  their  own  and  a  lot 
more,  through  difficult  times.  ■ 
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How  much  longer  can  the  world  ignore 
the  fact  that  billions  in  international 
loans  are  simply  uncollectible? 

POLAND  AS 
CREDIT ANST ALT 


By  Ashby  Bladen 


The  decline  in  the  bond  market,  in 
the  face  of  a  severe  slump  in  busi- 
ness activity,  is  without  precedent 
in  the  postwar  era.  It  is  the  exact 
opposite  of  what  the  textbooks 
would  lead  you  to  expect.  It  is  omi- 
nous for  the  short-run  outlook  be- 
cause it  means  that  long-term  inter- 
est rates  will  remain  high  during  the 
downturn.  That  spells  continued 
trouble  for  all  kinds  of  interest-sen- 
sitive markets,  including  auto- 
mobiles and  housing  construction, 
which  have  trouble  enough  already. 
And  I  believe  that  it  is  even  more 
ominous  for  the  long-run  prospects 
for  our  country  because  it  can  only 
be  explained  as  evidence  that  our 
capital  markets  are  breaking  down. 

Long-term  interest  rates  are  high, 
not  because  the  Fed  is  botching 
things,  but  because,  after  a  decade 
and  a  half  of  continuous  losses,  sav- 
ers and  investors  are  rebelling.  That 
rebellion  has  already  caused  the  re- 
versal of  one  New  Deal  innovation 
that  was  clearly  an  improvement — 
the  long-term  amortizing  house 
mortgage.  Because  nobody  wants  to 
tie  up  his  money  in  a  long-term 
fixed-interest-rate  loan  anymore,  we 
have  gone  back  to  the  bad  old  pre- 
1930s  system  of  financing  house 
purchases  with  "bullet"  mortgages 


Ashby  Bladen  is  senior  vice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


that  lack  periodic  principal  repay- 
ments, but  fall  due  in  a  fairly  short 
period,  say,  five  years.  People  who 
buy  or  sell  houses  with  creative  fi- 
nancing are  taking  a  big  risk. 

The  old  20-,  25-  and  30-year  mort- 
gages are  virtually  dead  and  the  long- 
term  bond  market  is  dying  because 
people  have  become  unwilling  to 
hold  debt  securities  just  for  the  inter- 
est income.  They  were  willing  to  buy 
bonds  last  fall  when  they  thought 
that  they  would  get  a  capital  gain 
because  the  recession  would  mean 
lower  interest  rates.  But  now  they 
are  focusing  on  the  inflationary  im- 
plications of  an  enormous  federal 
government  borrowing  requirement 
at  a  time  when  the  economic  fore- 
casters are  telling  us  that  an  upturn 
will  also  have  to  be  financed.  The 
result  is  that  long-term  interest  rates 
never  did  get  down  to  a  viable  level, 
and  now  we  have  given  back  more 
than  half  of  the  rally. 

This  is  why  I  am  skeptical  about  a 
vigorous  upturn  in  the  second  half 
of  1982.  I  believe  that  the  burden  of 
debts  and  high  interest  rates  will  be 
more  of  a  drag  than  most  econo- 
mists yet  realize.  But  obviously, 
there  is  a  tradeoff  here.  The  more 
strongly  the  economy  recovers,  the 
higher  interest  rates  will  go,  and 
vice  versa. 

President  Reagan  has  put  himself 
into  a  box  of  his  own  making  by  his 
flirtation  with  Lafferism.  If,  during 
the  campaign,  he  had  told  us  frankly 
that  there  are  no  easy  or  painless 
cures  for  stagflation,  he  would  now 
be  in  a  better  position  to  deal  realis- 
tically with  the  problems.  Indeed,  it 
is  not  too  late  to  make  a  fresh  start. 
He  is  going  to  have  to  get  the  federal 
government  borrowing  requirement 
down,  or  risk  a  total  collapse  of  the 
bond  market  when  the  economy 
starts  to  recover. 

The  burden  of  debts  has  now  be- 


come so  heavy  that  indications  of 
deflationary  pressures  keep  popping 
up,  within  the  U.S.  and  internation- 
ally. The  analogies  to  the  early 
1930s  are  rather  frightening.  In  both 
periods  Americans  had  lent  not 
wisely  but  too  well  to  countries  that 
really  had  no  prospects  of  repaying. 
In  the  1920s  the  unpayable  debts 
were  war  debts  and  reparations.  It 
was  possible  for  a  while  to  ignore 
the  fact  that  these  debts  could  not 
be  paid,  but  in  the  summer  of  1931 
the  troubles  of  the  Creditanstalt 
bank  in  Austria  led  to  a  banking 
crisis  throughout  Central  Europe 
that  brought  down  the  whole  house 
of  cards.  This  time  around,  I  believe 
it  is  the  Western  loans  to  commu- 
nist countries  and  the  oil  debts  of 
the  less-developed  countries  that 
cannot  be  paid.  After  Poland's  de- 
fault it  seems  that  it  will  be  very 
hard  to  ignore  that  fact. 

The  financial  world  never  looked 
the  same  after  Creditanstalt  be- 
cause that  crisis  demonstrated  that 
Britain  was  no  longer  able  to  act  as  a 
lender  of  last  resort  to  the  rest  of  the 
world  and  that  the  U.S.  was  not  yet 
willing  to  take  over  that  role.  Today 
the  U.S.  is  willing  and  presumably 
able,  but  our  politicians  do  not  yet 
appreciate  the  magnitude  of  the  re- 
sponsibility that  we  have  undertak- 
en or  the  probable  cost  of  discharg- 
ing it. 

The  opinions  I  have  expressed  in 
this  column  are  based  on  a  view  of 
the  American  and  international  fi- 
nancial systems  as  an  integrated 
whole.  In  this  system  financial  cri- 
ses are  not  unrelated  and  unforeseea- 
ble accidents,  but  rather  the  predict- 
able consequences  of  identifiable 
causes.  The  dean  of  academic  econo- 
mists who  take  that  view  is  Profes- 
sor Charles  P.  Kindleberger  of  the 
Massachusetts  Institute  of  Technol- 
ogy. I  have  just  reread  his  wise  book, 
The  World  in  Depression  1929-1939, 
with  great  profit,  and  I  am  sure  that 
you  would  find  it  useful  too.  His  later 
book, Manias,  Panics  and  Crashes,  is  a 
most  interesting  attempt  to  identify 
their  common  features,  and  to  pre- 
scribe policy  for  the  lender  of  last 
resort.  We  now  face  a  crisis  that  will 
inflict  painful  losses  and  frighten 
people  out  of  the  impudent  borrow- 
ing and  lending  habits  that  lead  to 
inflation.  Kindleberger's  books  are 
likely  to  come  in  handy  during  the 
next  couple  of  years.  ■ 
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Continental  Illinois   108 

Control  Data  38 

Crane   54 

Crum  &  Forster   1 78 

Data  General  1 13 

Datapoint   1 15 

Dayton-Hudson   112 

Delta  Air  Lines   168 

Digital  Equipment   113 

Walt  Disney  Productions   126 

Dow  Jones  33 

Downtown  L  A.  Motors   31 

Drexel  Burnham  Lambert   52 

Dr  Pepper   77 

Dun  &  Bradstreet  176 

EG&G   37 

EMI  Ltd  (U.K.)   74 

Evans  Packing  155 

Faberge'   102 

Faygo  Beverages   76 

Federal  Express   1 76 

Federated  Investors   6.  63 

Fiat  AUis  North  America   16 


Fidelity  Funds   51 

Florida  National  Banks   108 

Ford  Motor   6,  84,  174 

Ford-Philco  (Brazil)   84 

Frank's  Beverages   76 

Friden  Mailing  Equipment   16 

Frontier  Airlines   168 

Gannett  32 

GE   84 

GM   6,  74,  174 

Goody  Products   102 

Greylock   51 

Grundig  (W  Germany)   84 

Haines  Lundberg  Waehler  150 

Halliburton   16 

Hambrecht  &  Quist   52 

Hewlett-Packard  113 

Hitachi  (lapan)   84 

Homecraft  Land  Development   168 

Honeywell   176,  178 

Household  Intl   9 

Hyundai  Heavy  Inds  (Korea)   89 

IC  Inds  77 

Inco  Ltd  (Canada)   166 

Information  Unlimited  Software  114 

Intel   100 

Intermountain  Power  Agency  173 

IBM   36,  112,  174 

IT&T   16 

Karrass  Seminars   120 

Keystone  Intl   54 

Calvin  Klein  Ltd   33 

Kmght-Ridder   32 

Jergens  100 

Lexidata   52 

Eli  Lilly  &  Co   58 

Lloyd's  Bank  Ltd  (U.K.)   74 

R.H.  Macy   112 

Malaysian  Mining   35 

Maminco   35 

Manhattan  Special  76 

Manufacturers  Hanover   108 

Marathon  Oil   174 

Matsushita  (Japan)   82 

Matrix   176 

Mellon  Bank   173 

Merck  58 

Merrill  Lynch   46,  63 

Minnetonka   100 

Mobil   20,  174 

Morgan  Guaranty   173 

Morgan,  Holland  Partners   52 

Municipal  Bond  Insurance  Assoc   173 

NCNB   108 

National  Westminster  Bank 

Ltd  (U.K.)   173 

Newmont  Mining   166 

New  York  Times  Co   32 

Nippon  Electric  (Japan)   113 


Northeast  Theatre  

Northern  Trust   

Northwest  Airlines   

Novo  Industri  (Denmark!   

Orange  Nassau  Cos  (Netherlands)   

Palmer  Organization   

Pan  Am   

PepsiCo   

Perkin-Elmer   

Personal  Software   

Pfizer  

Phelps  Dodge   

Piedmont  Aviation   

Procter  &  Gamble   77, 

Puritan  Fashions  

Radio  Victoria  (Argentina!   

R.J  Reynolds  

Marc  Rich  &  Co   

Royal  Trustco  (Canadal   

Sanyo  Electric  (Japan)   

Schlumberger  (France)   37, 

Scientific-Atlanta   

Scovill   

E.W.  Scripps   

Sears,  Roebuck   82, 

Sceq  Technology  

Seven-Up   

Shionogi  (Japan)   

Socie'te  Ge'nerale  (France)  

Sony  (Japan)   74,  82, 

Southeast  Banking  

Southwest  Airlines   

Spectra-Physics   

Levi  Strauss   

Sunshine  Mining   

Symbolics   

Syntex   

Tandy   •.  

Telecom   

Teledyne   

Telefunken  |W.  Germany)   

Texaco   20, 

Texas  Instruments  

Texas  Municipal  Power  Agency   

Texas  Oil  &  Gas   

Textron   - 

Unilever  Ltd  IU.K.)   

Union  Carbide   

United  Brands  

U.S.  Home   

U.S.  Steel   20, 

Universal  Studios   

Upjohn   

Wang  Labs   

Warner  Communications   1 12, 

Wham-O  Mfg  

J  H.  Whitney  &  Co   

Xerox   36,  112, 

Zenith   


Do  you  know  anybody 
who  is  somebody  in  busines 
who  does  not  read 
Forbes  Magazine? 


Forbes: 
CapitalistTbol 


Flashbacks 


Edited  ByDero  A.  Saunders 


"The  more  things  change.  . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

From  the  issue  of  February  18,  1922) 

'There  are  certain  rules,  entirely  un- 
written, which  most  decent  business- 
men observe.  The  people  in  the  auto- 
mobile industry  complain  bitterly 
:hat  the  Dodge  company  perpetrated 
m  'unclubby'  act  which  seriously  in- 
rerfered  with  the  sale  of  cars.  From  all 
iccounts,  things  were  going  very  well 
it  the  automobile  show  in  New  York 
jntil  the  Dodge  manufacturers  an- 
lounced  that  they  would  issue  a  list  of 
substantial  price  cuts  on  Feb.  1,  the 
:uts  to  take  effect  from  Jan.  1.  This 
:hrew  the  industry  into  a  state  of 
icute  uncertainty.  Prospective  buyers 
raturally  held  off." 

'The  radio  telephone  is  one  of  the 

atest  contributions  of  science  to  hu- 
manity. It  is,  briefly,  a  means  where- 
yy  the  voice  of  a  speaker  or  the  song 
)f  a  singer  can  be  heard  in  natural 
:ones  at  distances  of  hundreds  or  even 
:housands  of  miles. 

"It  is  really  not  new;  it  has  been  a 
ong  time  in  the  making.  .  .  .  But  little 
ase  was  made  of  this  invention  until, 
n  the  fall  of  1920,  the  Westinghouse 
Electric  &  Manufacturing  Co.  began 
:o  'broadcast'  music,  news,  and 
speeches  by  radio,  on  a  regular  daily 
schedule,  from  its  East  Pittsburgh 
jlant.  This  regularity  of  program,  to- 
gether with  the  fact  that  the  highest 
n"ade  of  artists  and  speakers  were  in- 
cited to  participate,  aroused  great 


popular  interest.  In  consequence,  the 
system  has  been  greatly  extended,  so 
that  now  there  are  perbaps  a  score  of 
transmitting  stations  scattered 
throughout  the  country.  ..." 

Fifty  years  ago 

(February  15,  1932) 

"Will   the   Reconstruction  Finance 

Corporation  succeed  in  reconstruct- 
ing confidence?  If  it  can  achieve  that, 
everything  else  will  follow.  Its  activi- 
ties should  receive  all  feasible  public- 
ity. ...  Its  creation  has  already  had 
beneficial  influence  in  the  highest  cir- 
cles; there  nervousness  has  subsided 
considerably.  The  formation  of  the 
railway  credit  fund  has  helped. 

"The  country  is  now  supplied  with 
weapons  to  fight  further  needless  de- 
flation. Before  long  the  newspapers 
should  be  recording  bank  reopenings 
rather  than  fresh  failures.  Redeposit- 
ing  rather  than  hoarding  should  like- 
wise make  its  appearance.  Expansion 
rather  than  further  contraction  of 
bank  credit  will  be  in  order.  In  short, 
there  is  reason  to  conclude  that  the 
long,  painful,  catastrophic  descent  is 
about  to  be  arrested  and  the  upward 
journey  begun." 

The  Reconstruction  Finance  Corp., 
set  up  in  early  1932,  was  the  most 
potent — and  enduring — of  the  ma- 
chines devised  by  Herbert  Hoover  to 
combat  the  Depression.  Begun  with 
$2  billion  in  borrowing  authority  and 
Treasury-paid  capital,  with  Eugene 
Meyer  as  chairman  and  former  Vice 
President  Charles  G.  "Hell  and  Ma- 
ria" Dawes  as  president,  the  RFC  in 


'Have  you  a  little  wireless  in  your  home?  If  not,  you  are  not  in  step  with  the  times, 
werybody's  doing  it.  The  Westifighouse people,  in  Newark  alone,  are  in  communica- 
tor! with  something  like  100,000  wireless-equipped  homes,  etc.  They  give  a  wireless 
ntertainment  every  evening,  and  they  estimate  the  average  audience  at  50,000." 


1932  authorized  $1.9  million  in  loans 
mainly,  as  intended,  to  banks  and 
similar  institutions.  But  assailed  by 
critics  for  its  "theory  of  feeding  the 
sparrows  by  feeding  the  horse,"  it 
soon  acquired  powers  to  lend  for  such 
diverse  purposes  as  farm  credit,  public 
works  and  public  relief.  It  became  a 
principal  New  Deal  instrument,  lend- 
ing $  1 1  billion  in  Franklin  Roosevelt's 
first  term  alone,  and  was  a  major  force 
in  World  War  II  industrial  financing. 
Petty  political  scandals  brought  about 
its  demise  in  the  mid-1950s. 

"The  world  largely  sympathized  with 
Japan  when  she  started  to  inflict  pun- 
ishment upon  irresponsible  Chinese 
marauders  in  Manchuria.  It  was  well 
understood  in  European  diplomatic 
circles  that  Japan  entered  Manchuria 
with  every  intention  of  appropriating 
wide  territory  and  staying  there.  Ja- 
pan's population  steadily  multiplies, 
demanding  room  outside  her  own  is- 
lands for  the  overflow.  .  .  . 

"But  by  descending  upon  uninvolved 
Shanghai  and  unleashing  butcheries 
upon  non-combatant  Chinese,  the 
wrath  of  the  world  was  aroused.  The 
military  faction  dominating  the  Japa- 
nese Government  revealed  that,  drunk 
with  its  easy  victories  in  Manchuria,  it 
had  run  amuck,  blind  to  the  difference 
between  snapping  its  fingers  in  the  face 
of  disorganized  Chinese  authorities 
and  subjecting  the  nationals  of  the 
strongest  powers  of  the  world  to  indig- 
nities and  defiance." 

Twenty-five  years  ago 

(Febmary>  15,  1957) 

"Analysis  of  the  President's  budget 

for  the  fiscal  year  starting  July  1  [1957] 
reveals  a  significant  change  in  basic 
Administration  policy.  Four  years 
ago,  when  he  started  his  first  term, 
Mr.  Eisenhower's  avowed  aim  was  to 
whittle  federal  spending,  then  run- 
ning around  $74  billion.  Within  two 
years  he  had  effected  cuts  amounting 
to  $10  billion.  He  now  starts  his  sec- 
ond term  by  budgeting  expenditures 
of  almost  $72  billion,  a  figure  which 
will  set  a  peacetime  high." 

"Ford  common  stock,  now  selling  be- 
low its  $64.50  offering  price,  could 
bounce  back,  say  its  supporters.  Their 
argument:  Ford  was  first  out  with 
1957  models,  did  not  have  the  heavy 
retooling  and  expansion  costs  of  1956 
and  could  get  a  lift  in  earnings  from  its 
new  Edsel  car." 


A  man  is  relieved  and  gay 
when  he  has  put  his  heart 
into  his  work  and  done  his 
best;  but  that  he  has  done 
otherwise  shall  give  him 
no  peace. 

Ralph  Waldo  Emerson 


If  you  are  patient  in  one 
moment  of  anger,  you  will 
escape  100  days  of  sorrow. 
Chinese  Proverb 


Few  men  can  afford  to 
be  angry. 
Edmund  Burke 


A  man  who  cannot  command 

his  temper  should  not 

think  of  being  a  man 

of  business. 

Lord  Chesterfield 


Few  get  credit  for  thinking 
quietly  and  efficiently. 
William  Feather 


When  a  man  is  wrong  and 
won't  admit  it,  he  always 
gets  angry. 

Thomas  Haliburton 


Anger  is  momentary  madness. 
Horace 


The  important  thing  is 
to  know  how  to  take  all 
things  quietly. 
Michael  Faraday 


Anger  blows  out  the  lamp 
of  the  mind.  In  the 
examination  of  a  great 
and  important  question, 
every  one  should  be  serene, 
slow-pulsed  and  calm. 
Robert  Ingersoll 


He  that  has  no  patience 
has  nothing  at  all. 
Italian  Proverb 


Thoughts 

on  the  Business  of  Life 


Excitability  often  springs 
from  incompetency.  The  man 
who  is  master  of  his  job 
usually  can  keep  calm.  He 
knows  how  to  meet  each 
situation  that  arises  and 
does  so  capably,  without 
fussing  or  fuming.  T6  get 
a  better  grip  on  your  temper, 
get  a  better  grip  on  your  job. 
B.C.  Forbes 


The  worst-tempered  people 
I've  ever  met  were  people 
who  knew  they  were  wrong. 
Wilson  Mizner 


When  I  am  angry  with 
myself,  I  criticize  others. 
E.W.  Howe 


Anger  is  never  without 
a  reason,  but  seldom 
with  a  good  one. 
Benjamin  Franklin 


To  strike  out  right  and 
left  against  the  mist 
never  clears  the  vision; 
but  to  lift  your  head  above 
it  is  a  sovereign  panacea. 
Mary  Baker  Eddy 


It  does  not  do  to  leave 
a  live  dragon  out  of  your 
calculations,  if  you  live 
near  him. 
J.R.R.  Tolkien 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $12.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


There  is  nothing  more 
serious  in  man  than  his 
sense  of  humor.  It  is  the 
sign  that  he  wants  all  the 
truth  and  sees  more  sides 
of  it  than  can  be  soberly 
and  systematically  stated. 
Mark  Van  Doren 


If  you  want  your  judgment 
to  be  accepted,  express  it 
coolly  and  without  passion. 
Arthur  Schopenhauer 


Patience  is  the 
companion  of  wisdom. 
Saint  Augustine 


Only  people  who  possess 
firmness  can  possess 
genuine  gentleness. 
La  Rochefoucauld 


A  Text . . . 

He  that  covereth  his 
sins  shall  not  prosper; 
but  whoso  confesseth 
and  forsaketh  them  shall 
have  mercy. 
Proverbs  28:13 


Sent  in  by  Percy  Hong,  Fargo,  N.D.  What's 
your  favorite  text?  The  Forbes  Scrapbook 
of  Thoughts  on  the  Business  of  Life  is  pre- 
sented to  senders  of  texts  used. 


If  you  would  grow  great 
and  stately,  you  must 
try  to  walk  sedately. 
Robert  Louis  Stevenson 


Our  attitudes  control 
our  lives,  attitudes  are 
a  secret  power  working  24 
hours  a  day,  for  good  or 
bad.  It  is  of  paramount 
importance  that  we  know 
how  to  harness  and  control 
this  great  force. 
Charles  Simmons 
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It  also  holds  the  worlds  finest  whisky. 

Crown  Royal  from  Seagram.  Diamonds  from  Harry  Winston,  Inc. 
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Forbes 


It's  enough  to  make  you  want  to  get  lost 


Can  any  camera 
make  you  a  better 
photographer? 


We  think  the  answer  is  "yes" 

While  talent,  admittedly, 
comes  first,  equipment  comes 
second.  And  there's  a  world  of 
difference  between  cameras. 

The  moment  you  hold  a 
Hasselblad  in  your  hand  you'll 
sense  that  difference. 

When  you  look  into  the  view 
ing  hood  you'll  see  a  big,  bright 
214"  x  214"  image  projecte 
onto  the  ground  glass 
screen.  You'll  find 
this  experience  con- 
siderably more  satis- 
fying and  stimulating 
than  peering  with 
one  eye  through 
the  tiny  eyepiece 
of  a  35mm.  The 
Hasselblad  viewing 
system  brings  you 
closest  to  what  your 
finished  photograph 
will  actually  look  like, 
which  will  help  improve  your 
results. 


Formats  approx. 
half  actual  size 


Hasselblad's 
interchangeability  is  another 
great  creative  stimulant. 


It  helps  you  shape  the  camera 
configuration  to  suit  your  own 
ideas,  so  the  camera  and  your 
mind's  eye  can  work  together  as 
one. 

For  a  start,  you  can  interchange 
the  film  magazine  with  other 
magazines,  permitting  changes  in 
film  types,  film  capacity  and  even 
formats.  And  you  can  switch 
magazines  even  in  mid-roll,  with- 
out wasting  a  single  shot  and  that 
includes  a  Polaroid  back. 

You  can  also  interchange  the 
lens  with  other  Carl  Zeiss  lenses, 


for  a  wide  range  of  optical 
options.  These  lenses  greatly 
extend  the  vision  of  the  camera 
and  open  up  an  exciting  range  of 
creative  possibilities. 

You  can  further  adapt  your 
Hasselblad  to  your  own  creative 
needs  through  a  wide  number  of 
accessories,  including  specialized 
viewfinders,  bellows  extensions, 
grips — even  an  underwater 
housing. 

Considering  the  extra- 
ordinary scope  and 
versatility  of  the 
Hasselblad,  the 
uninitiated  might 
be  inclined  to 
conclude  that  this 
is  a  complicated 
camera.  But  nothing 
could  be  further 
from  the  truth.  The 
Hasselblad  is  designed 
to  be  easy  to  operate 
enabling  the  photographer  to 
concentrate  on  the  subject  and  not 
on  the  camera. 

So  if  you're  looking  to  improve 
your  photography,  look  into  a 
Hasselblad. 

See  your  Hasselblad  dealer  or 
write  for  our  comprehensive 
brochures,  to: 
Victor  Hasselblad  Inc., 
10  Madison  Road, 
Fairfield,  N.J.  07006 


HASS£LBLAD 

When  you  shoot  for  perfection 


Well  never  know  how  many 
ideas  have  been  lost,  or  chances 
missed,  because  they  were  simply 
never  noticed. 

But  at  Sperry,  were  deter- 
mined not  to  overlook  a  single  one. 

Staying  inventive  and  ahead 
in  a  technological  world  requires  a 
uniquely  human  skill. 

The  ability  to  listen. 

Which  is  why  we've  set  up 
listening  training  programs, 
worldwide,  for  Sperry  employees 
to  attend. 

In  computer  science,  defense 
and  aerospace,  where  new  sys- 
tems can  take  decades  to  develop, 
we've  found  the  best  way  to  meet 
tomorrow's  needs. 

Listen  well  enough  to  antici- 
pate opportunity,  long  before  it 
has  a  chance  to  knock. 


We  understand  how  important  it  is 
to  listen. 

Sperry  is  Sperry  Univac  computers,  Sperry  New  Holland 

farm  equipment,  Sperry  Vickers  fluid  power  systems, 
and  defense  and  aerospace  systems  from  Sperry  division 
and  Sperry  Flight  Systems. 

For  a  booklet  on  listening,  write  to  Sperry,  Dept.  C6 
1290  Avenue  of  the  Americas,  New  York,  N.Y.  10104. 
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112  Carer  Story;  Rarely 
hare  the  numbers  been  bet- 
ter. So  why  is  3M's  Lew  Lehr 
warned? 


MM 

39  American  Can  Same 
companies,  like  some  peo- 
p/e,  can't  seem  to  do  any- 
thing right. 


41  AT&T:  Haw  about  the 
people  who  own  the  stock? 


39  Companies: 

American  Can  Co. 

Buying  high  and  selling  low  has  always  been  a 
prescription  for  disaster.  But  Canco  keeps 
doing  it. 

41  Companies: 

American  Telephone  &  Telegraph 

After  the  breakup,  it  faces  writeoffs  that 
would  cut  reported  earnings  by  billions. 

42  Companies: 

Tesoro  Petroleum  Corp. 

Is  Bob  West  driven  by  foolish  pride  in  consid- 
ering liquidation  before  takeover-  Not  neces- 
sarily,- in  Tesoro's  case,  it  might  make  sense. 

43  Forest  Products: 

You  Can't  Eat  An  Inflation  Hedge 

Decision  time  for  an  industry  that  is  being 
winnowed  as  mercilessly  as  it  culls  its  own 
timberlands. 

44  Companies: 

First  Jersey  Securities 

That  handsome  man  with  the  moneyed  man- 
ner in  those  late-night  television  commer- 
cials is  First  Jersey  President  Bob  Brennan, 
who  knows  how  to  get  salesmen  to  sell. 
Whether  you  should  buy  what  he's  selling, 
though,  is  something  else  again. 

50  The  Up-And-Comers: 

Anta  Corp.;  Agrigenetics  Corp. 

The  rewards  of  grave-robbing,  skillfully  done; 
the  advantages  of  having  friends  named  Ford, 
Rothschild  and  Flick. 

56  The  Up-And-Comers: 
National  Medical  Care 

The  government  wants  to  cut  kidney  dialysis 
costs.  Will  it  kill  ail  competition,  too? 

58  As  I  See  It: 

Roberto  Alemann 

What  went  wrong  with  Argentina!'  It  lost  its 
"vision  of  the  future,"  says  its  minister  of 
economics. 

62  Companies: 
Cetus  Corp. 

"Do  you  doubt  we're  on  the  right  path""  asks 
Chairman  Ronald  Cape.  "Do  you  in  any  way 
doubt  that-"  In  fact,  many  Wall  Streeters 
certainly  do. 


63  Companies: 
Ozark  Air  Lines 

Making  fun  of  this  little  airline  named  after  a 
mountain  range  is  popular  in  the  Midwest. 
But  sticks  and  stones.  .  .  . 

64  Companies: 
Robert  Wold  Co. 

Like  thousands  of  other  middle-aged  middle 
managers,  Robert  Wold  had  a  dream  and  an 
idea.  The  difference  was  that  he  had  the  guts 
to  act  on  them. 

66  Companies: 

Premier  Industrial 

What  kind  of  company  would  beat  IBM  in 
return  on  equity?  A  company — of  course — 
that  makes  nuts  and  bolts. 

99  Companies: 
H.H.  Robertson 

Wall  Street  seems  to  think  it's  in  the  wrong 
industry.  Maybe  Wall  Street  should  take  an- 
other look. 

100  Taxing  Matters: 

The  Taxman's  Accounts  Receivable 

They  amount  to  some  $15  billion,  and  IRS 
efforts  to  collect  the  tab  get  few  cheers  in 
Congress. 

102  The  Numbers  Game: 

Sweeping  Debt  Under  The  Rug 

Retailers  have  been  selling  receivables  off 
balance  sheet  for  years,  of  course,  but  recently 
other  companies  have  joined  the  crowd. 

106  Companies: 

Canadian  National 

Canada's  state-owned  railroad  is  quietly  clos- 
ing the  ring  around  Great  Lakes  shipping. 

108  Government: 

The  President's  Friend 

Every  President  relies  on  an  old  friend  for 
soundings  and  advice.  For  Ronald  Reagan  that 
man  is  Senator  Paul  Laxalt. 

109  Companies: 

TDK  Electronics  Co.  Ltd. 

Fukujiro  Sono  likes  to  brace  his  employees  to 
"think  deeply  about  life"  and  "win  over  at 
least  one  more  person  to  TDK  every  day."  It 
would  be  a  great  mistake  to  dismiss  all  this 
as  hokum. 
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W.H  Robertson.  "We  get 
it  in  the  shuffle,"  says 
jug  Jones  "It  bugs  me. " 
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Ill  Cover  Story: 

Minnesota  Mining  &  Manufacturing 

There's  a  deep  sense  of  unease,  a  concern  for 
the  future,  at  this  citadel  of  diversification. 
And  that's  a  good  sign. 


118  Personal  Affairs: 

Here  comes  the  "cellular  radio"  mobile 
phone,  precursor  of  the  two-way  wrist  radio 
and  the  telephone-in-a-briefcase.  Also:  Is  it 
time  to  buy  in  the  superexpensive  skiing 
condo  market?  And,  getting  medical  insur- 
ance on  your  own. 
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Bankrupt  Companies 

Sometimes  you  can  find  some  interesting 
opportunities.  But  look  before  you  leap. 

136  The  Streetwalker: 

Jewelry  Stocks;  Raytheon  Co. 

Planning  a  heist?  Get  there  before  Wall 
Street's  professionals  move  in.  Also:  What 
do  washing  machines  have  to  do  with  mis- 
siles? Not  much — which  may  be  Raytheon's 
problem. 

138  The  Funds: 

Money  Funds  For  The  Rich  Man 

Tax-exempts  have  nipped  $6  billion  from  the 
top  end  of  the  booming  money-fund  market. 

142  The  Money  Men: 
Richard  Donchian 

How  to  get  rich  slow  in  commodities. 
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Broadway's  Evitu 


Ferreting  out  the  feckless 

Buckets  of  journalistic  ingenuity  goes  into  tracking  down  much 
essentially  insignificant  wrongdoing  by  businessmen  and  politicians 
while  one  of  the  worst  ills  besetting  our  economy  goes  virtually 
unreported.  We're  talking  about  bad  management.  Not  the  spectacular 
examples  that  end  in  bankruptcies  or  the  public  firing  of  top  execu- 
tives: the  far  more  common  case  where  directors  snooze  while  one 
poor  decision  follows  another  and  capital  is  gradually  dissipated.  The 
Japanese,  who  are  taking  great  lumps  out  of  our  economic  hide, 
recognize  that  complacent  management  is  a  major  part  of  our  prob- 
lem. So  does  Forbes.  Our  lead  article,  "A  company  with  two  left  feet," 
is  about  a  multibillion-dollar  outfit  whose  management  can  best  be 
described  as  feckless.  Unfortunately,  we  aren't  likely  to  run  out  of  this 
kind  of  editorial  material:  American  Can  is  not  an  isolated  case. 

Bread  and  circus  populism 

If  your  knowledge  of  Argentina  and  of 
the  political  tragedy  of  Peronism  is 
limited  to  the  musical  Evita,  we  rec- 
ommend reading  the  interview  with 
Roberto  Alemann,  Argentina's  chief 
inflation  fighter,  in  this  issue.  Last 
year  that  nation  was  distinguished  on 
two  scores:  It  had  the  highest  infla- 
tion rate  in  the  industrial  world  and 
one  of  the  worst  recessions.  Argenti- 
na's current  minister  of  economics  

traces  the  problems  to  what  we  Americans  call  populism  or  consu- 
merism: an  expropriation  of  the  saving  and  investing  class  in 
order  to  finance  more  consumption  for  the  public  at  large.  Mean- 
while, our  liberals  and  leftists  are  calling  President  Reagan  an 
enemy  of  the  poor  for  his  efforts  to  encourage  investment  and 
enterprise.  Reagan's  critics  would  do  well  to  study  what  populism 
led  to  in  Argentina.  The  interview  is  on  page  58. 

If  it  doesn't  make  sense . . . 

In  Readers  Say,  you  will  find  a  number  of  letters  "that  take  quite 
violent  issue  with  our  cover  story  "Small  isn't  beautiful"  (Feb.  1). 
Having  let  the  small-is-beautiful  clan  have  its  say,  we'll  let  the  matter 
rest,  except  to  quote  the  words  that  one  of  my  colleagues  attributes  to 
his  wise  old  grandmother:  "If  it  doesn't  make  sense,  I  don't  believe 
it."  It  doesn't  make  sense  that  small  capitalization  stocks  as  a  group 
and  at  all  times  would  be  inherently  better  investments  than  big 
capitalization  stocks.  So  we  won't  believe  it — no  matter  how  many 
learned  professors  argue  the  case — until  they  produce  a  lot  better 
evidence  than  they  have. 

"Come  grow  with  us" 

A  happy  beneficiary  of  the  misconception  that  small  stocks  are  the 
only  place  to  be  is  a  fellow  named  Robert  Brennan,  who  runs  an  outfit 
called  First  Jersey  Securities.  In  this  issue,  Associate  Editor  Richard 
Stern  tells  more  about  Brennan — his  merchandise  and  his  methods — 
than  Brennan  would  like  the  public  to  know.  "Come  grow  with  us" 
begins  on  page  44. 
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FINALLY,  A  REAL  CHOICE 
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THEIR  CORPORATE  CARD. 

CASH  FLOW 

•  American  Express  advertises  that  ypu  get  up  to  47-days 
float  on  airline  ticket  purchases. 


COST  CONTROL 

Their  Corporate  Card  Management  Information  System 
gives  you: 

•  Year-to-date  reporting  on  Calendar  Year  only. 


FLEXIBILITY 

•  They  offer  one  Corporate  Card  system  with  some 
options.  This  means  you'll  have  to  make  your  accounting 
system  fit  theirs. 

ACCEPTANCE 

•  Their  acceptance  worldwide  is  approaching  500,000 
establishments. 

American  Express  and  the  American  Express  card  are  registered  trademarks  and 
the  property  of  the  American  Express  Company 
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OUR  CORPORATE  CARD. 

CASH  FLOW 

•  Current  Diners  Club  Corporate  Card  customers  get 
an  average  of  60-days  float  on  airline  ticket  purchases. 
Additionally,  our  customers  get  immediate  credit  on 
unused  air  tickets. 

COST  CONTROL 

Our  Corporate  Card  Management  Information  System 
gives  you: 

•  Year-to-date  reporting  on  Calendar  Year  or  Fiscal  Year. 

•  Itemized  monthly  renewal  reports. 

•  Spending  guidelines  for  each  cardmember  that  can  be 
set  by  your  company 

•  Individual  reports  detailing  expenses  and  specific  airline 
credits  to  help  you  keep  track  of  travel  expenses. 
FLEXIBILITY 

•  You  can  get  an  individual  system  designed  to  meet  your 
specific  requirements.  In  other  words,  we  can  tailor 

our  card  system  to  fit  into  your  accounting  system 
ACCEPTANCE 

•  Our  acceptance  worldwide  is  approaching  500,000 
establishments.  Our  Corporate  Card,  like  theirs,  is 
welcomed  at  all  major  airlines  and  car  rental  agencies, 
as  well  as  the  finest  hotels  and  restaurants  in  the  cities 
where  you'll  most  likely  be  doing  business. 

OUR  CITICORP  CONNECTION 

•  We're  part  of  Citicorp.  That  means  you'll  benefit  from 
our  combined  financial  strengths  and  in-depth  experience 
in  Cash  Management. 

THE  BOTTOM  LINE 

•  When  you  take  a  look  at  the  comparison  between  our 
Corporate  Card  and  their  Corporate  Card,  you  see  that 
Diners  Club  gives  you  widespread  acceptance,  flexibility, 
liquidity,  and  the  systems  control  to  improve  cash  flow. 
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Please  mail  to: 

Stephen  B.  Hesse,  Vice  President 

Diners  Club  Corporate  Card  System 

Citicorp  Travel  and  Entertainment  Division 

399  Park  Ave.,  Suite  1103,  New  York,  NY  10043 

I'd  like  complete  information  on  how  to  put  the  Diners 

Club  Corporate  Card  to  work  for  my  company 

Name  Title  

( '.( >mpan  y  

Address  

City  


Fb 


.State. 


.Zip. 
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Telephone:  ( 
□  Please  call  □  Please  send  information 


Worldwide  financial  and  traveler  services  from  CITICORPO 


From  corn  to  cattle toT-bills to 
securities,  no  bank  commits  more 
muscle  than  First  Chicago. 


For  maximum  impact  on  world  markets.  First 
Chicago  combines  its  agribusiness,  commodi- 
ties and  securities  professionals  into  a  single 
group.  They  not  only  know  your  market.  They 
know  all  the  markets  that  influence  it.  They're 
your  First  Team,  and  they  work  together  to 
give  you  the  support  you  need. 

"Wide  market  swings  have  become  a 
regular  occurrence."  says  Robert  R.  Yohanan. 
Senior  Vice  President/Group  Head.  "The  First 
Team  provides  the  consistent  support  demanded 
in  today's  changing  agricultural  and  financial 
environments.  We  apply  our  advantage 
of  combined  expertise  to  help 
customers  respond  faster  and 
more  decisively  to  market 
opportunities." 

Peter  W.  Bartol.  Vice 
President/Commodities  Division 


Head  expands  on  First  Team  effectiveness: 
"Our  clients  count  on  us  to  help  them  capital- 
ize on  developing  opportunities  such  as 
financial  futures.  We  receive  up  to  the  minute 
information  worldwide  as  a  member  of  com- 
modity futures  exchanges  in  the  major  world 
trading  centers. 

Your  Relationship  Manager  focuses  the 
entire  First  Team's  capabilities  on  your  goals. 
Katherine  L.  Updike.  Vice  President/ Agri- 
business Team  Leader  sums  up:  "From  specially 
structured  credit  to  complete  cash  manage- 
ment, we  can  mobilize  every  financial  service 
a  growing  business  needs!' 

Get  The  First  Team  behind  you.  Call 
Robert  R.  Yohanan.  (312)  732-6810. 

First  Chicago  Worldwide 

Atlanta  —  Baltimore — Boston — Chicago  -  Cleveland  — 
Dallas— Houston— Los  Angeles— Miami  — New  York- 
San  Francisco— Washington.  D.C.— Abu  Dhabi -Athens 
—  Beijing  —  Beirut — Brussels — Buenos  Ai  res — Cairo — 
Calgary — Caracas — Cardiff — Cayman  Islands — Dubai — 
Dublin  -  Dusseldorf  -  Edinburgh  -  Frankfurt — Geneva 
— Guernsey — Hong  Kong —Jakarta  —  Kingston  —  Lagos 
— London  —  Madrid — Manila — Mexico  City — Milan  - 
Munich  —  Nairobi  —  Panama  City — Paris— Port-au- 
Prince— Rome— Rotterdam— Sao  Paulo— Seoul — 
Sharjah— Singapore— Stockholm -Sydney— Tokyo- 
Toronto— Warsaw— Zurich 


FIRST  CHICAGO 

The  First  National  Bank  of  Chicago 


Trends 


Kdited  By  John  A. Conway 


Flexible  figuring 

It  might  be  wise  to  take  those  "sea- 
sonally adjusted"  unemployment  fig- 
ures with  a  grain  of  salt.  The  January 
statistics  most  used,  for  instance, 
show  9.3  million  out  of  work,  or  8.5% 
of  the  labor  force,  seasonally  adjusted. 
Without  that  jiggering,  the  numbers 
would  be  9.4%  and  10.2  million.  The 
gap  shows  up  because  so  many  were 
laid  off  in  December  that  there  were 
not  that  many  left  to  fire  in  January. 
Usually,  January  brings  heavy  layoffs, 
so  the  seasonal  adjustment  improves 
the  picture.  By  that  logic,  in  fact,  if 
every  worker  in  the  country  were 
fired  in  December  and  stayed  on  the 
street  in  January,  the  "seasonally  ad- 
justed" January  unemployment  num- 
bers would  show  an  improvement. 


Cameras  as  currency 

Japanese  cameras  have  become  a  kind 
of  international  wampum,  to  the  dis- 
comfiture of  their  manufacturers.  The 
reason  is  the  current  strength  of  the 
dollar  against  the  yen,  the  pound,  the 
franc  and  other  currencies.  The  sys- 
tem works  like  this.  Anyone  with  a 
sharp  eye  for  exchange  rates  can  buy 
up  a  batch  of  high-priced  cameras  in, 
say,  Europe,  using  the  local  money, 
ship  them  to  the  U.S.  and  sell  them 
for  dollars.  The  cameras  reach  con- 
sumers through  what  the  camera 
makers  call  the  "gray  market"— not 
quite  black,  but  not  all  white  either. 
The  dollar  has  to  be  high  enough 
against  the  currency  used  in  the  pur- 
chase to  cover  shipping  and  other 
costs,  plus,  of  course,  a  profit.  One 
caution:  The  international  warranty 
card  that  goes  with  the  gray  market 
camera  may  not  be  honored  in  the 
buyer's  country  of  origin,  in  this  case 
the  U.S.  Thus,  someone  picking  up  a 
made-in-Japan  bargain  that  reached 
the  U.S.  gray  market  through  a  third 
country  might  have  a  hard  time  get- 
ting a  simon-pure  American  camera 
dealer  to  honor  the  warranty. 


Grassroots  pressure 

Pressure  is  still  building  for  a  constitu- 
tional amendment  mandating  a  bal- 
anced budget  and  tying  tax  increases 
to  economic  growth.  Alaska  has  just 
become  the  31st  state  to  ask  for  a 
constitutional  convention  to  write 
such  an  amendment,  and  nine  others 
have  passed  similar  resolutions  in  one 
house  of  their  legislatures,  according 
to  the  National  Taxpayers  Union,  a 


promoter  of  the  plan.  (Thirty-four 
states  have  to  vote  for  a  convention, 
which  would  be  the  first  of  its  kind 
since  1787.)  The  convention  calls  put 
more  heat  on  Congress  to  pass  the 
balanced-budget  amendments  both 
houses  now  have  before  them.  Pas- 
sage would  still  mean  that  38  states 
would  have  to  approve  before  the 
amendment  could  become  part  of  the 
Constitution. 


Sign  of  the  times 

Citibank,  New  York's  biggest,  made 
much  of  its  computer-based  automat- 
ic teller  machines  when  it  introduced 
them  a  few  years  ago.  Using  a  plastic 
card  and  a  secret  password,  a  "day-to- 
day account"  holder  could  get  cash 
from  the  24-hour  iron  men,  with  no 
minimum  balance  and  5%  interest  to 
boot.  But  times  have  changed.  Citi- 
bank's ready-money  machines  now 
impose  penalty  charges  on  anyone 
who  taps  them  with  less  than  $500  in 
his  account. 


Play  ball! 

If  you  thought  the  designated-hitter 
rule  or  the  aluminum  bat  offended 
baseball  purists,  wait  until  the  fans 
hear  about  the  space-age  touches  the 
Japanese  want  to  add  to  the  national 
pastime.  Mizuno,  already  a  heavy  hit- 
ter in  the  baseball-equipment  field 
(Pete  Rose  promotes  its  gloves),  is 
now  offering  a  "computerized  pitch- 
ing analyst"  to  make  the  decisions 
now  left  to  the  bullpen  catcher  and 
pitching  coach;  an  "audio  receiver 
system"  that  lets  a  manager  talk  con- 
fidentially to  his  batters  and  base  run- 


Dodger's  pitcher  Fernando  Valenzuela 
Base-runners  wired  for  sound? 


ners  via  sound  waves;  and  an  elec- 
tronic battery  gizmo  that  allows  a 
catcher  to  flash  light  signals  to  his 
pitcher. 


Winners  and  losers 

The  days  may  be  numbered  for  that 
part  of  the  Reagan  tax  package  allow- 
ing moneylosers  to  trade  their  tax 
losses  to  profitmakers.  This  "tax  leas- 
ing" gimmick  is  drawing  fire  from 
congressional  critics,  who  range  from 
liberal  Democrats  like  Senator  Ted 
Kennedy  of  Massachusetts  to  conser- 
vative Republicans  like  Pete  Domeni- 
ci  of  New  Mexico.  Even  GOP  Senator 
Robert  Dole,  chairman  of  the  Senate 
Finance  Committee,  admits  that  leas- 
ing is  in  "some  jeopardy."  The  law 
allows  a  loser  like  Chrysler  to  order 
new  equipment  and  "sell"  it  to  a  win- 
ner like  General  Electric,  which  then 
leases  it  back  to  the  "buyer."  The 
profitable  company  gets  investment 
tax  credits  and  depreciation 
allowances;  the  loser  gets  equipment 
and  fresh  cash.  The  bag  holder  is  the 
Treasury,  which  says  leasing  will  cost 
it  $29.1  billion  in  revenues  by  1986. 
(Skeptical  critics  say  the  loss  will  be 
more  like  $50  billion.)  Nonetheless, 
the  Treasury  is  fighting  for  tax  leas- 
ing. John  Chapoton,  the  Treasury's 
top  tax  official,  told  Congress:  "This 
is  a  particularly  inopportune  time  to 
talk  about  reducing  any  incentives  to 
invest  in  new  machinery  and  equip- 
ment." His  boss,  Treasury  Secretary 
Donald  Regan,  puts  it  another  way. 
"Profitable  companies  have  cash,"  he 
says.  "From  the  point  of  view  of  the 
country,  it's  a  good  thing  for  them  to 
help  companies  that  don't." 


Guns  or  canes? 

Unless  spending  for  the  elderly  can  be 
slowed,  according  to  one  White  House 
budgeteer,  the  U.S.  could  face  a  major 
choice  of  priorities.  "The  traditional 
tradeoff  between  guns  and  butter  may 
in  the  future  be  better  characterized 
as  a  tradeoff  between  guns  and 
canes;"  Barbara  Boyle  Torrey,  a  fiscal 
economist  for  the  Office  of  Manage- 
ment &  Budget,  told  the  American 
Economic  Association.  That,  she  add- 
ed, was  her  personal  view,  but  she 
cited  some  impressive  numbers  to 
justify  it.  By  1986,  she  pointed  out, 
outlays  for  older  veterans  could  al- 
most double,  as  World  War  II  GIs 
reach  65,  while  Medicare  could  be  the 
largest  single  item  in  the  federal  bud- 
get after  2005.  Mrs.  Torrey,  a  pension 
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HOW  YOU  CAN  PROVIDE  A  SUPERIOR 
IRA  PROGRAM  WHILE  HARDLY  LIFTING  A  FINGER. 


Now  that  IRAs  are  available 
?n  to  wage  earners  with  pension 
ins,  your  employees  are  proba- 
!  thinking  about  them  right  now 
And  wondering  if  you  are  going 
make  available  an  IRA  program 
supplement  their  retirement 
:ome. 

Realizing  this,  Metropolitan  is 
idy  to  provide  your  employees 
th  a  program  that  requires  mini- 
il  effort  on  your  part  and  involves 
aetieally  no  cost  to  you. 
It's  Metropolitan's  Metromatic 
A  Program. 

All  you  do  is  arrange  for  payroll 
duetions  by  your  employees. 
?tropolitan's  trained  profession- 
»  will  hold  one-on-one  interviews 
th  your  employees  to  discuss 
s  benefits  provided  by  an  IRA 


and  assist  them  in  establishing 
their  own  IRAs  for  amounts  up  to 
$2,000.  The  administrative  details 
will  be  handled  by  Metropolitan 
and,  with  your  cooperation,  the 
program  will  be  communicated  to 
your  employees. 

In  addition.  Metropolitan  will 
provide  a  sound  and  attractive 
vehicle  for  the  IRA  contributions— 
the  Flexible  Retirement  Annuity 
Contract. 

All  of  your  employees  who  are 
interested  in  providing  for  retire- 
ment on  a  tax-deferred  basis  will 
welcome  this  unusually  beneficial 
IRA  program.  It  features  an  op- 
tional provision  that  will  continue 
payments  to  the  employee's  IRA 
in  the  event  of  total  disability.  It 
has  flexible  options  which  allow  use 


of  the  IRA  to  provide  retirement 
income.  Under  this  program, 
employees  can  even  continue  their 
IRAs  should  they  leave  the 
company. 

Metropolitan,  because  of  its  vast 
financial  and  human  resources,  is 
equipped  to  serve  a  company  of 
any  size  and  in  any  location. 
Arranging  for  Metromatic  IRA  is  a 
simple  matter.  Just  contact  your 
local  Metropolitan  office  and  ask  to 
have  a  representative  call. 

This  is  a  chance  to  make  a  favor- 
able impression  on  your  employees 
at  practically  no  cost  and  with  vir- 
tually no  effort. 


5<  Metropolitan 

(■ap   Insurance  I  Companies 


METROPOLITAN  REALLY  STANDS  BY  YOU. 


Life/Health/Auto/Home/Retirement 


)82  Metropolitan  Life  Insuranc-p  Co.,  New  York.  N.Y. 


Robertshaw's 
electronic  Level-Tel® 
automatically  measures 
emulsions  to  speed  up 


anti-knock  refining  for  Shell  Oil. 

In  the  alkylation  process  to  produce  anti-knock  ratings  for 
gasoline,  refinery  operators  need  to  know  the  settling  time 
(strength)  of  the  emulsion  and  the  percentage  of  acid  to 
hydrocarbons.  Shell  refineries  are  replacing  visual  measur- 
ing methods  with  readings  taken  automatically  by  Robert- 
shaw's Level-Tel  instruments.  Results:  faster  response  time 
for  optimum  production. 

Within  this  new  Emulsion  Settling  Cell,  the  Robertshaw 
electronic  device  can  produce  either  an  electronic  or  pneu- 
matic signal  to  control  adjusting  the  alkylation  process. 
Flexible,  precise  level  control  is  one  of  the  diversified  cap- 
abilities offered  by  Robertshaw's  10,000  control  products 
made  and  marketed  worldwide.  For  details,  write  to  Robert- 
shaw Controls  Company,  Dept.  IIF,  P.O.  Box  26544,  Rich- 
mond, VA  23261.  Or  call  804/281-0700.  Exports:  call 
Robertshaw  International  Sales  Company,  804/285-4161. 


CONTROLS  COMPANY 

The  Energy  Control  Company 


3itcheu(Jreeman 

Customized  clothes  for  men  and  women. 


"Quality  is  never  an  accident; 
it  is  always  the  result  of  high 
intention,  sincere  effort,  intelligent 
direction  and  skillful  execution; 
it  represents  the  wise  choice  of 
many  alternatives,  the  cumulative 
experience  of  many  masters  of 
craftsmanship." 


©1981  Hickey-FreemanCo  .Inc  .  i  155  Clinton  Ave  ,  N  .  Rochester.  NY  14621 


Trends 

specialist,  predicts  that  outlays  for  the 
elderly,  25%  of  the  budget  now,  could 
reach  30%  by  1986  and  represent  half 
of  all  government  spending  by  2025. 
(In  1940  it  was  about  2%.)  Those  in- 
creases are  "not  insupportable,"  she 
added,  saying  "it  does,  however,  rep- 
resent a  clear  shift  in  future  priori- 
ties." The  OMB  official  would  like- 
more  attention  paid  to  deciding  how 
the  government  and  private  resources 
should  split  these  costs.  "Today," 
Mrs.  Torrey  said,  "the  federal  govern- 
ment pays  78%  of  all  the  retirement 
and  survivors'  benefits  in  the  U.S.  and 
54%  of  all  the  medical  care  costs  of 
people  65  and  over." 


Don't  call  the  law 

Businessmen  should  find  encourage- 
ment in  the  attitude  of  the  current 
head  of  the  Occupational  Safety  & 
Health  Administration,  Florida  com- 
mercial builder  Thorne  Auchter.  He 
doesn't  like  lawsuits  and  instead  of 
calling  in  the  law  on  violations  of 
OSHA  rules,  prefers  out-of-court  set- 
tlements. Over  a  year  and  a  half  ago, 
Auchter  says,  22%  of  OSHA's  cita- 
tions were  contested  legally  by  com- 
panies; now,  he  claims,  the  figure  is 
9%,  and  falling.  Settlements  are  better, 
Auchter  thinks,  because  violations  are 
corrected  quickly,  rather  than  waiting 
for  legal  rulings.  "We  don't  want  to  be 
in  court  with  you,"  he  tells  business- 
men. "We  want  to  be  working  with 
you  on  safety  and  health." 


No  hurry  for  steel 

Will  steelmakers  take  their  cue  from 
the  auto  industry  and  try  to  win  con- 
cessions now  from  their  unions-'  The 
Steelworkers'  three-year  contract  has 
until  1983  to  run,  but  rumors  have 
surfaced  that  the  companies  might  try 
for  an  early  reopening,  as  Detroit  has 
done  with  the  Auto  Workers.  Steel- 
men  themselves  brush  off  the  reports. 
"The  situation  is  not  parallel,"  says 
one  official  in  Pittsburgh.  "Most  steel 
companies  are  profitable.  They  made 
money  last  year."  Steelworkers  do 
draw  good  pay,  but  one  company 
president,  Richard  Simmons  of  Alle- 
gheny Ludlum  Steel,  has  defended  the 
high  wages — at  least  in  his  specialty 
steel  industry — because  of  the  skills 
required.  Any  auto  settlement,  every- 
one admits,  will  have  an  impact  on 
next  year's  steel  labor  talks.  But  de- 
mands for  changes  now  are  not  con- 
sidered likely. 
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State  of  the  art  VS 
planned  obsolescence. 


When  buying  a  typewriter, 
hich  should  you  choose— electric 
'  electronic?  Which  will  give  you 


have  daisy  wheel  printers.  So 
documents  have  a  professional 
look.  And  they're  quiet. 


electronic  typewriter  so 
sophisticated,  it's  a  word  processor. 
So  whatever  your  typing  needs, 


State  of  the  art  electronic  typewriters 


3  most  for  your  money?  Which  is 
3  most  technologically  advanced? 
The  answer  to  all  of  these  ques- 
>ns  is  electronic. 

Electronic  VS  Electric 
Electric  typewriters  are  designed 
th  1960s  technology.  Electronic  is 
day's  state  of  the  art.  Here's  why: 
Electronic  typewriters  help 
increase  productivity.  Because 
many  of  the  once  "manual"  func- 
tions are  done  automatically. 
Electronic  typewriters  have  fewer 
moving  parts . . .  fewer  parts  to 
break  down. 
Electronic  typewriters 


Which  electronic  to  choose? 

Olivetti  is  the  only  company  that 
offers  a  full  line  of  electronic  type- 
writers. So  you  only  pay  for  the 
typing  power  and  automatic  fea- 
tures you  need.  No  more.  No  less. 
Olivetti  offers  five  electronic  type- 
writers to  choose  from.  And 
they're  all  operator-friendly. 

Olivetti's  line  begins  with  an 
electronic  portable  type- 
writer—and ends 
with  an 


somewhere  in  Olivetti's  complete 
line  of  electronic  typewriters 
is  a  machine  that's 
just  your 
type. 


FB-3/1 

□  I'd  like  more  information  about 
Olivetti's  full  line 
□  I'd  like  some  information  about  typewriter 
supplies 


Name 


Title 


Company 


Address 


State 


Zip 


Phone 
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Mail  to  Olivetti  Corporation,  155  White  Plains  Road,  Tarrytown,  New  York  10591 

If  you're  a  tough  customer 

orporation  mt 


wsmm^mmrnHmmmmmiimiiillk 
When  you  fly  a  new  corporate  jet  over 70,000  m 
In  fact,  virtually  nothing  did. 


By  now,  you  may  be  aware  of  the  fact 
that  the  Canadair  Challenger  will  fly  its 
passengers  more  economically  and  in 
greater  comfort  than  any  other  interconti- 
nental corporate  jet  in  the  world. 

What  you  may  not  be  aware  of  is  the 
success  with  which  the  first  Challengers 
have  already  done  so. 

A  crucial  point  illustrated  best,  we 
feei,  by  an  actual  case  history. 

What  we  did  with  this  aircraft 
in  less  than  two  months, 
you  probably  wouldn't  do 
in  five  months. 

On  September  14, 1981.  Canadair 
Challenger  #5  left  its  home  base  in 
Hartford.  Connecticut  with  a  crew  of 
three,  flew  to  New  York  to  pick  up  eight 
passengers,  flew  to  Long  Beach, 
California  for  the  National  Business 
Aircraft  Association  Convention,  flew 


13  demonstration  flights  in  two  days, 
then  left  immediately  for  Honolulu  and 
the  Western  Pacific. 

The  itinerary  included  Wake  Island. 
Guam,  Singapore,  Kuala  Lumpur,  Penang. 
Paya  Lebar  (Singapore),  Darwin, Sydney, 
Perth.  Melbourne.  Essendon  (Melbourne). 
Brisbane,  Canberra,  Pago  Pago.  Honolulu 
again,  and  finally  San  Francisco.  Bridge- 
port and  Hartford. 

Total  miles  flown:  36.000.  Total  days: 


20.  Total  takeoffs  and  landings:  60 
Average  hours  flown  per  day:  4.7.  Tc 
hours  flown:  93.4. 

Dispatch  reliability:  100%. 

Special  maintenance  and  supr. 
provisions:  none. 

Which  is  not  to  say  that,  with  it: 
Pacific  tour  completed,  the  Challeni 
had  arrived  back  in  Hartford  for  a  re 

The  next  morning  it  refueled  ar 
to  Europe. 


TOTAL  TIME        TOTAL        TOTAL  FUEL  T( 
PASSENGERS     EN  ROUTE      DISTANCE  CONSUMPTION  FUEL 


CHALLENGER 
(OCTOBER  4) 

8  +2  CREW 

8HR.+51  MIN. 

3.760NM 

2.782  GAL. 

$4.( 

GULFSTREAM  II 
(OCTOBER  5) 

8  +2  CREW 

8HR.+48  MIN. 

3.760NM 

4.191  GAL. 

$7.0 

Flight  summary:  New  York-Shannon-Vienna-October  4  and  5, 19 

"Based  on  an  average  cost  for  jet  fuel  of  $1.68  per  gallon.  Rom  a  national  survey  of  U.S.  fixed  base  operators  as  reported  in  tt 

1981  issue  of  Business  and  Commercial  Aviation. 


18  straight  days,  virtually  anything  can  happen. 


d,  by  the  sheerest  coincidence,  so 
ulfstream  II. 

Duel  over  the  Atlantic. 

i  October  4  and  5.  respectively,  the 
air  Challenger  and  a  Gulfstream  II 
iw  York  to  Vienna,  with  a  stop  in 
Dn,  Ireland. 

the  chart  will  show  you,  the 
lger  arrived  exactly  three  minutes 
nd  exactly  $2,367.12  cheaper, 
iy. 

icidentally,  based  on  computer  pro- 
s  of  their  manufacturers'  own  data, 
smaller  Falcon  50  would  not  have 
:he  trip  with  any  significant  fuel 
s  over  the  Challenger,  while  the 
earn  III  would  have  required  33% 
han  the  Challenger.) 
hich  is  still  not  to  say  that  the 
iger  then  flew  home  for  a  respite, 
stead,  it  flew  home  for  a  tour  of 


North  America.  By  way  of  London.  Paris, 
New  York,  Houston,  Las  Vegas,  Pittsburgh. 
Montreal,  Toronto,  Calgary,  Los  Angeles, 
Cincinnati.  Kansas  City  and  Akron.  To 
name  just  a  few  of  the  stops. 

Total  miles  flown:  70,000.  Total  days: 
48.  Total  takeoffs  and  landings:  111. 
Average  hours  flown  per  day:  4.1.  Total 
hours  flown:  195.9. 

Dispatch  reliability:  100%. 

Special  maintenance  and  support 
provisions:  none. 

Which  is  still  not  to  say  that  the 
Challenger  then  flew  home  for  a  respite. 

At  this  writing,  it  is  uninter- 
ruptedly flying  its  missions,  receiving 
only  routine  maintenance  , 
and  parts  support  and  giving 
no  one  even  the  slightest  degree  of  grief. 

For  a  detailed  explanation  of  how  a 
corporate  jet  so  new  can  possibly  be  so 


reliable,  we  suggest  you  ask  the  man  in 
the  best  position  to  know.  His  name  is 
James  B.  Taylor  and  he's  the  President 
of  Canadair  Inc.  His  address  is  274 
Riverside  Avenue,  Westport,  CT  06880 
and  his  telephone  number  is  (203) 
226-1581. 

There's  a  great  deal  he  can  tell  you 
himself.  And.  if  you  like,  he  can  even  have 
you  meet  with  the  maintenance  people 
responsible  for  that  Challenger. 

They  have  lots  of  free 
time  on  their  hands.  „fr  , 


canadair 
chaiienqer 


The  Classic 
Caribbean  Vacation. 

There  has  never  been  a  golf  and  tennis 
resort  in  the  entire  Caribbean  to  equal  the 
unabashed  luxury  and  sophisticated 
service  of  Mahogany  Run,  in  St  Thomas, 
Virgin  Islands. 

There  are  luxury  guest  accommodations 
including  one  and  two  bedroom  condo- 
minium residences  with  the  most  beautiful 
vistas  in  the  islands.  The  storied  Fazio 
golf  course.  Tennis  in  your  own  Garden  of 
Eden.  Sensuous  wining  and  dining.  Fabu- 
lous Magen's  Bay  Beach,  only  five  minutes 
away.  And  some  of  the  best  diving,  sailing 
and  fishing  in  the  Caribbean  all  around  you. 

For  reservations  and  information  see 
your  travel  agent  or  phone  (800)  524-2129. 
Telex:  3470128  Or  write;  Mahogany  Run, 
^ — P.O.  Box  1224,  St.  Thomas, 
Mahogany  U.S.  Virgin  Islands 
1  Run 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $33  □  3  years  $66 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  1  year  $44,  3  years  $92.  Or- 
ders for  other  countries  add  $18  a  year. 


Subscription  Service  Manager 
Forbes,  60  Fifth  -Venue 
New  York,  N  Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  ( please  prim  i 


New  Address 


City 


State 


Zip 


Date  of  Address  Change 
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The  lineups  for  Saturday 

College  heroes  were  fighting  for 
Bowl  bids  last  fall,  while  the  TV  net- 
works were  battling  )ust  as  hard  for 
broadcast  rights — even  though  the  au- 
diences and  ratings  for  the  rah-rah 
wars  hardly  seemed  worth  all  the  ef- 
fort (Forbes,  Nov.  23,  1981),  The  Na- 
tional Collegiate  Athletic  Associ- 
ation, lords  of  all  college  sports  since 
1906,  was  weighing  a  $263.5  million 
bid  from  CBS  and  ABC  for  four  years 
of  its  football,  while  an  upstart  group 
of  61  big-time  football  schools,  the 
College  Football  Association,  was  giv- 
ing ear  to  a  rival  $180  million  pitch 
from  NBC. 

The  big  issue  at  that  point  was 
whether  CFA's  breakaway  play  would 
succeed,  because  without  its  top- 
flight teams,  the  NCAA  package 
would  become  a  second-string  offer. 
The  party  most  at  risk  was  NBC, 
whicb  was  counting  on  the  CFA  to 
give  its  Saturday  afternoon  ("sports 
prime  time")  and  nighttime  (conven- 
tional prime  time)  programming  a 
much  needed  lift.  The  stakes  for  its 
rivals  were  just  as  high.  In  1966  the 
NCAA  sold  a  four-year  gridiron  pack- 
age to  ABC  for  $36  million.  The  asso- 
ciation priced  the  four-season  package 
to  start  next  fall  at  $263.5  million,  a 
sevenfold  increase  and  a  price  so  large 
it  took  two  networks  to  meet  it. 

A  month  later  the  intercollegiate 
wars  ended  with  a  whimper.  At  a  De- 
cember NCAA  meeting  in  St.  Louis, 
most  of  the  61  CFA  members  re- 
versed their  field  and  voted  against 
taking  NBC's  $180  million.  Behind 
that  end-around  was  fear  of  NCAA 
reprisals.  The  bigger  association  met 
again  this  [anuary  in  Houston  and 


nailed  the  stadium  door  even  more 
tirmly  against  NBC.  First,  the  assem- 
blage voted  to  say  that  the  NCAA  had 
read  its  bylaws  correctly  and  to  reaf- 
firm its  action  approving  the  CBS- 
ABC  offer.  To  underscore  its  stand, 
the  NCAA  also  wrote  specific  refer- 
ences to  television  into  its  constitu- 
tion. The  last  football  action  for  the 
NCAA  came  in  February  when  it  sold 
a  two-year  package  of  night  football 
games  (19  each  year)  to  Ted  Turner's 
cable  network,  its  first  venture  into 
cable,  for  $17.7  million. 

That  should  settle  matters,  except 
for  a  pair  of  pending  court  actions 
brought  by  CFA  members  against  the 
NCAA.  In  Austin,  lawyers  for  the 
University  of  Texas  are  pressing  a  suit 
in  a  state  court.  In  Oklahoma  City, 
the  Universities  of  Oklahoma  and 
Georgia  have  an  action  going  in  feder- 
al court.  (The  latter  is  still  in  the  depo- 
sition stage,  and  a  new  judge  is  to  be 
named  to  try  it.) 

Meanwhile,  NBC  is  out  of  the  col- 
lege football  lineup,  except  for  Bowl 
broadcasts,  for  another  four  years. 
And  what  will  it  use  to  fill  those  long 
Saturday  hours?  Afternoons  it  will 
still  have  its  grab-bag SportsWorld  and, 
until  October,  some  big-league  base- 
ball. For  the  prime-time  evening 
hours,  instead  of  pom-pom  girls  and 
college  heroes,  it  will  provide  enter- 
tainment— currently  singer  Barbara 
Mandrell,  Harper  Valley,  One  of  the  Boys 
and  so  on  into  the  night. 

Far  ah' s  revenge 

"Is  Willie  doomed  to  repeat  his  past 
mistakes?"  Forbes  wondered  last 
yesaQan  1').  1981).  There  were  hints 
that  William  F.  Farah,  chairman  of 


Texas  healing  Alabama  in  the  Cotton  Boui 

Fighting  for  glory,  alma  mater  and  the  TV  networks. 
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TO  BE  COPIED, 


HHU 


Why  small  copiers  quit 


You  overwork  them. 

Not  intentionally,  of  course.  It's  just  that  small 
copiers  are  built  for  small  work  loads.  And 
when  work  mounts  up,  they  can  break  down. 

But  there's  a  bigger  small  copier  designed  to 
grow  as  your  business  does. 

The  Minolta  EP  530R  A  plain  paper  copier  that 
takes  options  like  a  document-feeder  and  a 
sorter.  Or  a  copy  counter. 

The  EP  530R  also  has  a  special  reduction  mode 
that  can  reduce  an  11"  x  17"  original  to  an  8V2"  x  11" 
copy.  Or  an  &V2  x  U"  original  to  a       x  8'/2" 

Of  course,  if  you  don't  need  a  reduction  mode, 
you  can  get  the  Minolta  EP  530  (the  EP  530R 
without  the  "R','  but  with  a  smaller  price) 

It  even  has  Minolta's  exclusive  micro-toning 


system  to  assure  you  rich  contrasts  and  crisp, 
clear  copies.  From  edge  to  edge. 

So  get  the  Minolta  EP  530R,  and  give  yourself 
a  brealc  Before  your  small  copier  gives  you  a 
breakdown. 

Forthe  bigger  small  copier,  call  toll  free 
800-526-5256.  In  N.|.,  call  201-797-7808.  For  your 
authorized  Minolta  dealer, 
look  for  our 
trademark  in 
the  Yellow 
Pages. 

The  EP530R. 
The  Bigger 
Small 
Copier. 


MINOLTA 
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Ars  longa, 
vita  brevis 

Now,  in  midtown  Manhat- 
tan, right  off  Fifth  Avenue, 
a  magnificent  residential 
tower  has  risen  over  The 
Museum  of  Modem  Art.  It 
was  designed  for  those  who 
appreciate  the  words  of  the 
Roman  statesman  Lucius 
Annaeus  Seneca,  "Art  is 
long,  life  is  short."  Per- 
haps you  should  consider 
Museum  Tower. 


Museum  Tower 

15  West  53rd  Street 
New  York,  New  York  10019 
Douglas  Elliman-Gibbons 
&  Ives,  Inc. 

Selling  and  Managing  Agent 
By  appointment  only. 
(212)  307-0200.  Telex  237867 
A  development  of 
The  Charles  H  Shaw  Company 
This  property  may  not  be  offered 
for  sale  within  California  or  in  any 
other  state  where  conditions  neces- 
sary to  offers  or  solicitations  have 
not  been  satisfied. 
This  is  not  an  offering  which  can 
be  made  only  by  prospectus. 
CD-81-071 


The  Aviator  Shirt. 

Authentic.  Manufactured  by  Van  Heusen — the  people 
who  supply  most  of  America's  leading  airlines.  Features, 
button-through  flap  pockets,  one  with  pencil  slot.  And  \^ 
epaulets,  naturally.  Collar  looks  neat  and  correct  worn 
open  or  with  tie.  Extra-long  tail.  This  special 
edition  Van  Heusen  shirt  is  cut  for  comfortable 
fit,  and  smartly  tailored  of  military-weight  poplin. 
The  65%  Dacron"  polyester/35%  combed 
cotton  fabric  delivers  the  comfort  you  want  plus 
the  permanent  press  convenience  you  demand. 
Choose  khaki,  blue  or  white.  Short 
sleeves  $17.  Long  sleeves  $18 

8  DuPont  registered  trademark 


/ 


Size  Chart  for  the  Aviator  Shirt 


Neck  Size 

14  Vi 

15.  15'/?.  16,  16V4,  17 

17'/i 

Sleeve  Length 

Med  (32/33) 

Med  (32/33)  or  Long  (34/35) 

Long  (34/35) 

When  ordering,  indicate  sleeve  length  by  using  letters  M  or  L 

Neck  sizes  tor  short  sleeve  shirts  1 4  V?  to  17'/; 
LONG  SLEEVE  @  $18 


Qty 

Color 

Neck  Size 

Sleeve  Length 
M  or  L 

White  (19-567X) 

Blue  (19-568X) 

Knaki  (19-569X) 

Oty 

Color 

Neck  Size 

White  (19-560X) 

Blue  (19-561X) 

Khaki  (19-562X) 

J  Please  send 
free  catalog 


Add  $2  50  per  order  for  shipping  and  handling,  plus  local  taxes  where  applicable 
Make  checks  payable  to  Baker  Street  Shirtmakers 
Mail  your  order. ..or  call  toll  free  (800)  528-6050 

□  Personal  Check  or  Money  Order  □  Visa  □  American  Express  □  MasterCard 

Card  #  Exp  Month  Year  

□  Mr.   □  Mrs.   □  Ms.  


Address . 
City  


.  State . 


.Zip. 


Baker  Street9 Shirtrnakers 

Creators  of  classic  shirts  at  affordable  prices 

281  Centennial  Avenue,  Piscataway,  New  Jersey  OS&M 


BFB 


Follow^Ihrough 

Farah  Manufacturing,  was  misjudging 
his  market — moderately  priced  mens- 
wear — as  he  had  in  the  early  1970s, 
when  Farah  lost  $10.3  million  in  three 
years  on  sales  of  $414  million.  An 
alarmed  board  ousted  him  in  1976  but 
the  slide  continued,  with  $45  million 
in  losses  over  the  next  two  years. 

Willie  Farah  blamed  his  creditors, 
claiming  that  as  losses  piled  up  and 
debt  reached  70%  of  capitalization, 
the  lenders  began  to  liquidate  the 
company  to  get  their  money  back. 
When  he  returned  to  Farah  in  1978, 
Willie  sued  State  National  Bank  of  El 
Paso,  Republic  Bank  of  Dallas,  Conti- 
nental Illinois  Bank  and  Prudential  In- 
surance, charging  them  with  "wrong- 
fully acquiring  and  misusing  control 
of  [Farah]  for  their  own  benefit." 

In  January  a  Texas  court  awarded 
Farah  $18.9  million.  Only  State  Na- 
tional was  named,  but  the  other  three 
have  agreed  to  share  losses.  State  Na- 
tional, of  course,  vows  to  appeal. 

And  Willie?  Last  year  Elvis  Mason, 
chairman  of  Dallas'  Interfirst  Corp., 
which  had  replaced  the  previous  lend- 
ers, told  Forbes:  "Willie  has  good 
products  and  the  future  looks  promis- 
ing." He  was  right.  From  an  $85  mil- 
lion low  in  1978,  sales  rose  to  $169 
million  last  year.  Earnings  hit  an  all- 
time  high  of  $11  million,  or  $1.74  a 
share.  The  company's  slacks  and  jack- 
ets fit  the  new  dressier  trend,  and 
buyers  like  its  jeans.  Business  is  so 
good,  in  fact,  that  Farah  has  leased  a 
new  plant  in  Ireland  and  bought  two, 
in  Ireland  and  New  Mexico.  Willie 
Farah  has  learned  from  his  mistakes. 


Once  more,  one  Toyota 

Things  take  time  in  Japan.  Thirty-odd 
years  ago,  Toyota,  Japan's  biggest  au- 
tomaker, split  into  two  companies, 
one  for  sales,  one  for  manufacturing. 
This  Siamese-twin  arrangement 
looked  permanent  until  last  summer 
when  the  motor  company's  president, 
Eiji  Toyoda,  shifted  his  cousin,  Shoi- 
chiro  Toyoda,  to  the  top  sales  spot 
(Forbes,.////)'  6,  1981). 

Ln  January  Toyota  started  the  final 
steps  to  merge  the  two  Toyotas.  Put- 
ting the  car  builders  back  in  the  driv- 
er's seat  could  risk  the  trouble  that 
caused  the  original  split — making 
more  cars  than  salesmen  could  peddle. 
But  the  manufacturing  side  is  going  to 
be  in  charge  for  quite  a  while.  Eiji 
Toyoda,  68,  is  a  manufacturing  man; 
so  is  his  cousin  and  heir  apparent, 
Shoichiro,  57. 


Blood  Shortage 


Doctor!  There  is  onW  enough  blood  le 

to  save  one  patient  ...who  shall  it  be? 


Too  much  of  our  economic  blood  is  being 
sucked  away  by  the  high  interest  rate  policy 
of  the  Federal  Reserve. 

Too  much  money  goes  into  interest  expense 
—and  not  enough  into  new  cars,  new  homes, 
new  factories  that  create  jobs,  and  needed 
public  works. 

Like  you,  we  support  the  fight  against 
inflation— but  not  by  destroying  the  economy 
with  high,  erratic  interest  rates. 

Tell  your  Congressman  what  you  think  of 
high  interest  rates.  Send  a  copy  to  The 
Honorable  Paul  A.  Volcker,  Chairman, 


Board  of  Governors,  Federal  Reserve 
System,  Washington,  D.C.  2055 1  —send  us  a 
copy  if  you  can. 

Do  it  now— you  are  not  too  big  or  too  small 
to  count. 


James  E.  Stewart.  Chairman  of  t lie  Board  and  Chief  Executive  Officer 

Lone  Star  industries,  [nc  ,  One  Greenwich  Plaza,  Greenwich,  Connecticut  06830 

Reprints  on  request;  write  Depl  E     Permission  grjnted  to  reproduce 
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Readers  Say 


Small  is  controversial 

Sir:  Your  article  "Small  isn't  beauti- 
ful" (Feb.  1)  summarizes  the  "blunt 
truth"  that  there  is  no  empirical  evi- 
dence of  small  company  stock  superi- 
ority. This  is  emphatically  not  true. 
— David  A.  Baker 
President, 
MPT  Associates 
New  York,  NY. 

Not  true?  We  know  of  no  study  that 
proves  that  small  capitalization  stocks 
are,  per  se,  a  better  investment  than  big 
capitalization  stocks.  For  further  com- 
ment, see  Side  Lines,  page  6. — Ed. 

Sir:  Your  cover  story  asserts  that 
"somewhat  dicey  CRISP  stock  price 
records"  are  being  used  as  the  basis 
for  almost  all  of  the  empirical  aca- 
demic finance  research  studies  (in- 
cluding Banz'  small  stock  study),  with 
the  effect  of  "garbage  in,  garbage  out." 

Merrill  Lynch,  CRISP's  sponsor, 
has  used  our  tapes,  and  they  have 
found  no  systematic  errors. 

You  say  CRISP  excludes  stocks 
"after  they  are  delisted."  In  fact, 
CRISP  is  careful  to  obtain  the  price 
quote  immediately  upon  delisting. 
— Robert  S.  Hamada 
Director, 
Roger  Ibbotson 
Executive  Director, 
Center  for  Research  in  Security  Prices 
Graduate  School  of  Business 
University  of  Chicago 
Chicago,  III 

Sir:  You  made  two  very  good  points 
that  undermined  the  Banz  theory:  a) 
the  distinction  between  small  compa- 
nies and  sick  companies  and  b)  the 
delisting  of  some  sick  companies. 
—Nicholas  R.  Parks 
New  York,  NY. 

Sir:  Forbes  doesn't  come  out  clean. 
The  Amex  article  and  "Life  in  the  fast 
lane."  (Nov.  9,  1981)  put  small  stocks 
in  front  of  the  investor. 

— Gerald  D.  Dickey 
Sacramento,  Calif 

We  do  not  recommend  banning  small 
stocks  from  investment  consideration. 
But  size  of  company  should  not  be  a 
primary  investment  consideration. — Ed. 


Gore  your  own  ox 

Sir:  You  are  constantly  harping  to 
raise  gasoline  excise  taxes  and  tax  im- 


ported oil  (Fact  and  Comment,  Feb  I ) .  I, 
along  with  millions  of  others,  use  the 
automobile  to  get  to  work.  Why  must 
wage  earners  carry  the  brunt  of  idiotic 
policies?  How  about  a  tax  on  maga- 
zines along  with  an  immediate  in- 
crease in  mail  costs  for  publishers? 
— Michael  I  Therianos 
Fairfield,  N.J. 

Money-making  magazines  (except 
those  of  nonprofit  organizations)  pay  the 
same  taxes  as  any  other  business.  Maga- 
zine postal  rates  have  gone  up  212% 
since  1976. — Ed. 


Hot,  sandy  cushion 

Sir:  I  object  to  your  snide  remarks 
about  "cushy  jobs"  in  Libya  (Side 
Lines.  Jan  18).  Tell  this  to  the  mechan- 
ic having  to  pick  up  his  tools  with  a 
rag  as  they  are  too  hot  to  handle  with 
bare  hands,  or  the  driller  on  the  brake 
with  sand  blowing  across  the  floor  at 
20  mph  to  30  mph. 
—W.S.  Akers 
Lafayette.  Ixi 


Coping  with  No-shows 

Sir:  Re  your  editorial  on  the  no-show 
problem  (Fact  and  Comment,  Feb.  I), 
we  have  been  fighting  to  establish  ap- 
propriate no-show  penalties  for  some 
time,  but  in  the  current  extraordinar- 
ily competitive  environment  it  is  dif- 
ficult, if  not  impossible. 

In  the  long  run,  a  sensible  penalty 
arrangement  will  reduce  not  only  the 
inconvenience,  but  also  the  cost  asso- 
ciated with  air  travel. 
— /.  "Edwin  Smart 
Chairman  and  President, 
Trans  World  Corp. 
New  York,  NY. 

Sir:  In  the  pre-Chnstmas  season 
alone  we  had  an  average  of  100  no- 
shows  per  day  on  our  flight  from  New 
York  to  Germany.  Our  cost  for  meals 
that  we  had  to  destroy  ran  up  to 
$12,000  in  December  alone.  I  am  an- 
noyed, considering  we  have  to  pay 
high  denied-boarding  compensation 
fees  for  overbookings. 
— Hellmuth  F.  Klumpp 
General  Manager  for  North  and  Central 

America, 
Lufthansa  German  Airlines 
East  Meadow,  NY. 

Sir:  We  have  tried  a  number  of  attrac- 
tive    remedies — none     of  which 


worked.  That  does  not  mean  the  situa- 
tion cannot  be  improved.  I  think  it  has 
[beenj  by  the  auction  system,  which 
removes  people  from  a  flight  that  is 
oversold.  [Another  is]  space  planning, 
when  we  artificially  increase  inven- 
tory on  a  flight  based  on  a  comprehen- 
sive review  of  the  no-show  factor.  By 
so  doing,  we  were  able  to  accommo- 
date 1.6  million  people  last  year  that 
otherwise  would  have  been  rejected. 

The  only  part  of  the  editorial  I  dis- 
agree with  is  to  involve  the  govern- 
ment once  again  in  our  business  aftei 
we  worked  so  hard  to  get  them  out. 
— Richard  J.  Ferris 
Chairman, 
I  nited  Airlines 
Chicago,  III 

Sir:  I  would  agree  re  airline  "no-shows" 
if  it  were  possible  to  get  an  answer  to  a 
telephone  call  made  to  the  reservations 
office — but  usually  the  line  is  busy  or 
the  call  goes  unanswered. 
— Claude  Ramsey 
Asheville.  N  C. 


Small  is  cheaper 

Sir:  The  article  "Small  fish,  big 
ponds"  (Feb.  II  says  that  the  Big  Eight 
accounting  firms  offer  services  that 
the  local  practitioner  cannot.  Howev- 
er, the  applicability  to  the  small  busi- 
nessman of  those  services  is  generally 
very  remote.  Most  new  or  small  busi- 
nesses do  not  need  the  expertise  of  a 
city  planner  or  an  actuary  or  other 
related  consulting  services. 

There  is  just  no  way  that  a  Big  Eight 
firm  can  compete  price-wise  with  a 
local  accounting  firm.  Their  overhead 
and  fringe  benefits  are  much  too  high, 
and,  even  with  discounts,  their  prices 
are  generally  going  to  be  much  above 
those  of  a  local  firm. 
— Charles  P.  Cocke 
Reston,  Va. 


Apples  and  oranges 

Sir:  Re  the  Flashback  concerning  the 
1932  Chevrolet  priced  at  $595  (Feb  1) 
In  1932  the  average  hourly  wage  (if 
work  could  be  found)  did  not  exceed 
80  cents  to  90  cents,  so  this  auto  could 
have  been  "exchanged"  for  about  800 
hours  of  labor.  Today  a  similar  auto 
would  probably  be  purchased  for  about 
400  to  500  hours'  labor. 
—Jerome  W.  Schneider 
Jasper.  Ind. 


FORRFS  MARCH  1  19S2 


Producing  the  newHP-12C. 

Tie  calculator  that  puts  more 
nancial  solutions  in  your  pocket. 


Hewlett-Packard  offers  you  the 
most  extensive  set  of  financial  functions 
available  in  a  pocket  calculator: 

•  Compound  interest  •  Internal  rate  of  return 

•  Amortization  •  Depreciation  schedules 

•  Net  present  value     •  Odd  days  interest 

•  Bond  calculations    •  Statistical  analysis 

We  can  even  tell  you  how  to  create 
your  own  functions  with  the  HPT2C s 
easy-to-use  programming  capability. 

The  HP-12C  is  designed  to  be 
both  handsome  yet  durable.  The  new 
slim-line  case  features  an  easy-to-read 
LCD  display.  Continuous  Memory 
saves  your  programs  and  data  even  when 
the  calculator  is  turned  off. 


Your  nearest  Hewlett-Packard 
dealer  can  show  you  how  the  new 
HP-12C  can  put  solutions  in  your  pocket. 
For  details  and  the  address  of  the 
dealer  in  your  area,  call  toll  free: 
800-547-3400,  Dept.687C,  except 
Hawaii  and  Alaska.  In  Oregon,  call 
758-1010.  Or  write  Hewlett-Packard, 
Corvallis,  OR  97330,  Dept.687C. 

Suggested  retail  price,  $150.00,  excluding  applicable  state  and  local  taxes- 
Continental  U.S.A..  Alaska,  and  Hawaii.  611/10 


Who 


HEWLETT 
PACKARD 


Why  Sunbeam 
is  now  part  of. 
Allegheny  International. 


ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


vas  a  bold  and  dramatic  move.  It 
ubled  the  size  of  Allegheny 
emotional  to  sales  of  over  $3 
lion.  The  logic  of  the  merger  of 
i  Sunbeam  Corporation  and 
legheny  International  comes 
ough  loud  and  clear:  in  the  com- 
ling  of  resources,  in  the  matching 
markets,  in  the  blending  of  busi- 
ss,  the  two  companies  are  a 
tural  fit. 

Both  companies  have  special 
lis  for  special  needs.  Both  com- 
nies  have  a  wide  range  of  prod- 
rs  marketed  on  a  worldwide 
sis.  Both  companies  have  great 
engths  in  financial  and  human 
sources,  manufacturing  expertise 
d  marketing  skills. 


tate-of-the-art  kitchen 
p:  Sunbeam  Mixmaster, 
Dster  Kitchen  Center, 

Wilkinson  Sword 
Jelf-Sharpening  Knife. 


Allegheny  International  already 
markets  work-saving  products  for 
the  home,  kitchen,  lawn  and  garden, 
as  well  as  personal  grooming 
products.  Our  True  Temper,  Scripto 
and  Wilkinson  Sword  brands  are 
known  worldwide  for  quality.  Now 
we  have  added  Sunbeam  small 
appliances  and  other  famous  brands 
such  as  Oster  and  Northern  Electric. 

In  Europe,  the  names  Sunbeam, 
Rowenta,  and  Rima  are  found  on 
products  ranging  from  food  proc- 
essors, mixers,  blenders,  and  elec- 
tric blankets  to  hair  dryers  and 
irons.  They  hold  major  shares  of 
their  respective  markets.  In  fact, 
over  40%  of  total  Sunbeam  sales 
are  accounted  for  internationally. 


For  more  information,  write  us. 
Allegheny  International,  Inc.,  Box  456  B, 
Two  Oliver  Plaza.  Pittsburgh,  PA  15230 


In  electronics, 
Sunbeam  makes  processing 
equipment  while  Allegheny  International 
produces  lead  frames  and  components 

for  the  semi-conductor  industry. 

A  tremendous  market  for  all  of  those 
brands  promises  to  grow  even 
larger  as  socio-economic  trends— 
in  the  U.S.  and  around  the  globe- 
accelerate  the  need  and  demand  for 
new,  electric-powered,  labor-saving 
devices  for  the  "kitchen  of  the  future!' 


Sunbeam  also  has  significant 
industrial  and  commercial  busi- 
nesses that  complement  our  own  in 
such  growth  markets  as  aerospace 
and  defense,  electronics,  combus- 
tion control,  food  processing,  and 
oil  and  gas  recovery  and  handling. 

For  example,  Allegheny 
International  already  supplies  super- 
alloys,  titanium  and  special  metals 
for  jet  engines, rocket  engines,missiles 
and  spacecraft.  Sunbeam's  capabil- 
ities in  exotic  heat-treating  equip- 
ment and  processes  for  space  age 
metals  will  greatly  extend  our 
activities  in  specialty  metals. 


Allegheny  International  and 
Sunbeam  have  300  operating  locations 
on  six  continents  with  many  common 
distribution  channels. 

In  addition,  Sunbeam  is  of 
primary  importance  in  supplying 
combustion  equipment  for  the 
manufacture  of  petroleum  products 
and  in  steam  generation.  They  are 
a  world  leader  in  gas  and  vapor 
recovery  in  the  refining  and  hand- 
ling of  petroleum  products.  This 
business  will  expand  our  involve- 
ment in  energy  processes. 

Sunbeam  and  Allegheny 
International  are  complementary  in 
the  important  area  of  worldwide 
channels  of  distribution,  where  the 
strengths  of  each  company  will  be 
advantageous  to  the  other. 

The  acquisition  of  Sunbeam 
exemplifies  the  basic  strategy  of 
Allegheny  International:  to  continue 
to  build  a  multinational,  diversified 
manufacturing  company  with  special 
skills  to  meet  special  needs  in  growth 
markets  where  it  can  expect  to 
achieve  significant  market  shares. 


NOW  THAT  YOU'VE 
FINALLY  FOUND 
A  PRACTICAL.REUABLE, 
INTELLIGENTLY 
DESIGNED  WAGON, 

HERE  COMES 
THE  HARD  PART. 


After  you  shop  around 
and  decide  that  a  Volvo  wagon 
is  exactly  what  you  want,  you've 
got  a  difficult  decision.  Which 
Volvo  wagon  do  you  want? 

Do  you  want  a  Volvo  DL 


It  not  only  goes  far  on  a  gallon  *  it  does 
.   it  smoothly,  quietly,  and  wonder  of 
T  wonders  in  a  diesel,  quickly. 

Do  you  want  a  Volvo  GL  wagon? 
A  wagon  as  finely  appointed  as  many 
fine  luxury  sedans. 


DIESEL 

wagon?  It's  our  lowest  priced 
wagon.  But  hardly  economizes 
on  amenities.  Offering  stan- 
dard features  such  as  power 
assisted  steering.  Power 
assisted  brakes.  Driver 
controlled  power  door 
locks.  Even  a  rear  win- 
dow wiper  For  starters. 

Do  you  want  a 
Volvo  Diesel  wagon?  GL 

ffl$fl)ERA  EST.  The  Volvo 4-door  diesel  sedan  and  wagon  with  man 

and  weather.  Actual  highway  mpg  will  probably  be 


TURBO 

Or  do  you  want  a  Volvo  GLT 
wagon?  Equipped  with  our  2.1-liter 
turbocharged  engine,  itU  leave  many 
a  startled  muscle  car  owner  sitting 
speechless  at  the  traffic  light. 

All  have  one  thing  in  common.  A 
recent  study  showing  that  over  98%f  of 
new  Volvo  wagon  owners  were  happy 
with  their  purchase. 

So  while  it  might  be  difficult  deciding 
which  Volvo  wagon  you  want,  liking  it 
should  be  an  absolute  cinch.  ,  volvo 

A  car  you  can  believe  in. 

uat  transmission  and  overdrive.  Use  these  numbers  for  comparisons-  Actual  mpg  max  differ  depending  <m  speed,  trip  length 
lower  than  EPA  highway  estimate.  ©  19X2  Volvo  of  America  Corporation.  H9HI  Volvo  Buyer  Survey.  Roof  rack  optional. 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


CAN  YOU  BELIEVE  THAT  THE  BUSINESSES  AND  INDUSTRIES 

of  this  country  can't  come  up  with  safe  and  cost-sane  federal  exercise  of  eminent  domain  when  needed, 

ways  and  means  of  toxic  waste  disposal?  Surely  there  is  Just  as  there's  big  money  to  be  made  for  those  with 

big  money  to  be  made  by  honest  enterprises  that  can  answers,  there's  even  bigger  money  to  be  lost  without  an 

provide  such  facilities — aided  and  abetted  by  state  or  answer. 


THAT  DAN  LUDWIG'S 

has  had  to  be  ended  far  short  of  realization  is 
truly  a  shame. 

With  strides  and  strokes  that  would  have  left 
even  Paul  Bunyan  agape,  Dan  Ludwig  tried 
single-handedly  to  develop  a  hunk  of  the  Ama- 
zon (the  size  of  Rhode  Island  and  Connecticut 
combined)  into  a  vast  paper-,  crop-,  mineral- 
and  other  resource-producing  area  unlike  any- 
thing ever  before  attempted.  This  great  Gulli- 


MIND  BOGGLING  BRAZILIAN  DREAM 

ver  became  so  enmeshed  by  the  Lilliputians  of 
Brazil  and  elsewhere  that  he's  pulled  up  stakes. 
He's  turning  over  what's  been  realized  to  a 
Brazilian  financial  group,  but  these  realities  are 
far  from  the  envisioned  possibilities. 

Had  Dan  Ludwig  been  20  years  younger — 
he's  now  84 — or  involved  with  a  Brazilian  gov- 
ernment 20%  smarter,  what  a  fabulous  100% 
they  and  the  world  might  now  be  enjoying. 


WHEN  DISCUSSING  HIGHLY  POSSIBLE  COMMODITY  LOSSES 

one  leading  expert  told  us  he  always  advised  complaining  customers  "not 
to  look  on  these  as  losses,  but  as  tuition."  I  would  assume  the  degree 
of  solace  in  such  advice  is  in  inverse  proportion  to  the  size  of  the  loss. 

IS  PUSILLANIMITY  NECESSARY  FOR  REELECTION? 


Senators  and  congressmen  have  to  spend  most  of  the 
year  in  Washington,  D.C.  Except  for  a  handful,  commuting 
home  on  a  daily  basis  is  impossible. 

So  the  Senate,  facing  the  reality  of  inflation's  ravages, 
voted  to  increase  the  tax  deduction  allowed  congressional 
legislators  for  the  cost  of  maintaining  a  place  to  live  in  the 
nation's  capital. 

But  of  the  33  senators  up  for  reelection,  only  7  voted  in 
favor.  On  the  premise,  I  presume,  that  they  assume  many 
voters  would  resent  this  commonsense  action. 


We'd  rather  think  that  more  voters  would  resent  such 
patently  phony  posturing. 

Ditto  on  raising  the  salary  cap  ($50,000)  for  top  federal 
officials.  How  can  we  get — or,  in  some  cases,  keep — those 
with  the  experience  and  brains  to  run  well  those  jobs  with 
enormous  authority,  responsibility  and  budgets?  How  can 
we  expect  to  recruit  the  ones  who  can  do  the  job  when,  in 
the  private  sector,  they  can  make  two,  three,  four  or  five 
times  the  federal  ceiling  on  salaries? 

We  can't. 


WRITE  YOUR  OWN 
EDITORIAL 


From  The  National  Geographic — 

Touring  l  '.S.  soldiers  witness  the  changing 
of  the  guard  at  a  war  memorial  in  East 
Berlin    Photograph  by  Cotton  Coulson 


THE  MOST  DEVASTATING  DOCUMENTATION  OF  BRITAIN'S  PLIGHT 


appeared  in  the  Oct.  13  New  York  Times  entitled  "A  Tale 
of  Two  Ford  Plants."  From  the  second  paragraph  of  this 
carefully  comprehensive  comparison  are  these  words 
about  Ford's  West  German  factory: 

"This  plant  produces  some  1,200  cars  a  day,  more  than 
the  1,015  that  Ford  planners  had  anticipated,  and  requires 
7,762  workers.  Its  counterpart  at  Halewood,  England,  with 
virtually  identical  equipment  and  production  targets,  has 
averaged  only  about  800  cars  a  day  this  year,  and  10,040 
workers  have  been  needed  to  achieve  even  that  production 
level.  'Our  standards  say  it  should  take  something  like  20 
man-hours  of  labor  in  both  the  body  and  assembly  plants 


to  make  an  Escort,'  said  Bill  Hayden,  vice  president  of 
manufacturing  for  Ford  Europe  Inc.,  in  an  interview.  'At 
Saarlouis  (West  Germany],  they  do  it  with  21  hours.  At 
Halewood  it  takes  40  hours.  .  .  .  All  of  the  problems  I  have 
are  symbolic  of  the  whole  of  British  industry.'  " 

Yet  only  a  few  weeks  after  that  article  appeared,  British 
newspapers  were  headlining  a  strike  at  the  government- 
owned  BL  Ltd.'s  Longbridge  automobile  plant  because 
management  proposed  cutting  daily  "tea  break"  time  from 
51  minutes  to  40  minutes. 

Detroit  is  in  deep  difficulty,  but,  thanks  be,  many  of  its 
concerned  union  members  are  not  intent  on  suicide. 


TWO  OLDIE  GOLDIES 


8  years  ago  most  corporations 
didn't  know  that  leisure  time 
would  become  big  business 

But  Grace  knew. 


GRACE 


Here  are  two  ads  that 
appeared  a  while  back. 
It's  impossible  not  to 
be  stopped  by  this  great 
Grace  spread  of  nearly 
four  years  ago. 

And  the  General  Re 
cartoon,  over  a  year  old, 
inescapably  and  at  a 
glance  makes  its  point. 


nm  tr»#  bod  rwwi... 


MOVIES 


Four  Friends — In  good  conscience,  I  couldn't  recommend 
it  to  one.  Montenegro — Sweden's  a  land  of  beautiful 
women,  sexual  freedom,  demonstrating  youth,  boredom, 
high  suicide  rates  and  strange  movies.  This  one's  an  all- 
inclusive  example,  with  unnoted  indebtedness  to  Fellini — 
who  I  am  sure  wouldn't  want  it  to  be  acknowl- 
edged. Reds — Overmeticulous  faithfulness  to  detail  in 
every  setting,  large  or  small,  steals  most  scenes.  The  sec- 
ond half  moves — happily — faster.  Warren  Beatty  and 
Diane  Keaton,  as  well  as  Jack  Nicholson,  are  terrific,  but  I 
understand  what's  put  all  the  critics  into  orbit;  nor, 


after  sitting  earnestly  through  this  three-and-a-half-hour 
film,  is  it  at  all  clear  why  John  Reed  ended  up  the  only 
American  buried  in  that"  Communist  Valhalla  under  the 
Kremlin  wall.  He  and  crony  Emma  Goldman  were  more 
quickly  disillusioned  by  Communism  than  the  rest  of  the 
world.  Sharky's  Machine — Burt  Reynolds  plays  Burt  Reyn- 
olds as  a  demoted-for-incorruptibility  sleuth-cop  who  suc- 
ceeds anyway  in  busting  up  an  international  criminal 
syndicate.  As  a  director,  Burt  Reynolds  proves  he  is  as 
superb  as  he  is  an  actor.  Let's  hope  he  stays  on  and  behind 
the  camera  for  decades  to  come. 
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BOOKS 


Showing 

.OFF  IN 

America 


John  Brooks 


TOM  WOLFE 


Showing  Off  in  America — by  John 
Brooks  (Little,  Brown  &  Co., 
$12.95) — has  long  since  ceased  to  be 
easy,  since  the  Passing  of  Newport- 
Cottage  conspicuous  consumption. 
It's  now  parody  at  any  price,  the 
higher  the  better.  The  subtle  absurdi- 
ties involved  in  establishing  superior- 
ity today  are  dissected  with  a  clarity 
and  wit  possessed  uniquely  by  John 

Brooks.  Dissembling  show  will  never  be  the  same  again. 
Excerpt:  The  leading  industrialist  of  today  may  work  at 
his  job  ten  or  twelve  hours  a  day  and  have  almost  no 
leisure  time  at  all.  The  hand-working  member  of  a 
strong  union  may  have  short  hours,  long  vacations,  and 
ample  time  for  leisure,  although  his  display  takes  the 
modest  form  of  fancy  lawn-mowing  equipment,  fancy 
automobiles,  and  perhaps  a  motor  boat.  Literally  speak- 
ing, his  has  become  the  nearest  thing  to  an  American 
leisure  class. 

From  Bauhaus  to  Our  House — by 

Tom  Wolfe  (Farrar  Straus  Giroux, 
$10.95).  This  slim  volume  of  con- 
cepts by  the  intensively  perceptive 
Tom  Wolfe  gives  most  of  us  chuck- 
les and  will  doubtless  give  apoplexy 
to  the  architectural  profession  and 
those  who  pass  as  authorities  on  the 
subject.  They've  done  us  wrong  in 
major  degree  by  giving  us  just — with  our  abysmal  my- 
opia— what  we  wanted. 

Excerpt:  The  height  of  excitement  in  American  architec- 
tural circles  was  those  brave  new  styles,  North  Shore 
Norman  and  Westchester  Tudor,  also  known  as  Half- 
limber  Stockbroker. 

The  Hearsts:  Family  and  Empire, 
the  Later  Years— by  Lindsay  Chaney 
and  Michael  Cieply  (Simon  &  Schus- 
ter, $16.95).  The  muckraking  put- 
downs  that  followed  the  decline  of 
W.R.  Hearst  and  his  empire  are  now 
as  passe'  as  the  flamboyant  Hearst 
era  of  U.S.  history  itself.  This  is  an 
absorbing  appraisal  of  the  latter-day 
Hearst  family  and  management 
right  up  to  the  present-day  successful  reemergence  of  the 
Hearst  Corporation. 

Excerpt:  It  was  in  1939 — the  dark  year  when  the  [Hearst! 
zmpire  was  tottering.  Rumors  were  widespread  that  the 
mtire  organization  was  about  to  go  under.  Joseph  Kenne- 
dy stepped  in  with  his  offer  of  $14  million  for  the  whole 
nagazine  unit.  Clarence  Shearn,  the  reigning  power, 
wanted  to  accept.  Dick  Berlin  /general  manager  of  the 
Hearst  magazines)  was  outraged.  .  .  .  [It  was]  suggested 
hat  Berlin  talk  to  A. P.  Giannini,  president  of  the  Bank  of 
'taly.  Giannini  lent  Hearst  eight  million  dollars,  saving 
he  magazines  from  the  clutches  of  foe  Kennedy,  and  at 
he  same  time  giving  Berlin's  standing  in  'the  Hearst 
organization  a  sharp  boost  upward. 


THE  EXTER  YEARS 


I  ind.a,  Cliaii<a-Mirl,a,-I  Opt) 


Too  Old  to  Cry— by  Paul  Hemphill 
(Viking  Press,  $11.95).  In  my  teens, 
the  superbestseller  was  entitled  Life 
Begins  at  40.  For  Mr.  Hemphill,  be- 
ing 40  is  a  lachrymose  trauma  ex- 
pressed in  staccato  detail. 

Excerpt:  Hemphill .  .  .  had  seen  in 
his  forty-one  years  a  certain  image 
grow  up  around  him.  The  image 
was  one  of  macho.  His  uniform  con- 
sisted of  faded  jeans  and  cowboy  boots  and  turtlenecks 
and  pea  coats  and  leather  jackets  and  T-shirts  painted 
with  Coors  advertisements  and  with  female  thighs 
opened  to  the  sun.  He  smoked  Camels.  He  drank  Scotch 
straight  from  the  bottle.  He  swam  naked  in  frigid  moun- 
tain lakes.  He  hung  around  saloons.  He  cussed  good. 

Views  from  a  Window:  Conversa- 
tions with  Gore  Vidal — edited  by 
Robert  J.  Stanton  and  Gore  Vidal 
(Lyle  Stuart  Inc.,  $14.95).  The  au- 
thor's talents  are  nearly  equal  to  his 
opinion  of  them,  and  that  is  a  con- 
siderable achievement.  His  outre' 
views  are  stimulating,  amusing  and 
refreshing. 

Excerpt:  Most  of  our  writers  just 


Itetm 

GORE 
VIEWL 


give  you  their  first  wild  rush  and  assume  that  because  it 
comes  from  them  it  is  valuable.  This  is  the  romantic 
fallacy  of  the  bad  writer. 

Kennedy  for  the  Defense — by  George 

V.  Higgins  (Alfred  A.  Knopf,  $9.95). 

Another  crooks-cops-lawyers-judges 

|Hf       \        novel  of  sparkling  authenticity  by  the 

ICE       young  Boston  attorney  who  wrote 

The  Friends  of  Eddie  Coyle.  This 

time  the  hero's  a  criminal  attorney, 

and  a  savvy,  witty  hero  he  is. 
Excerpt:  "What  I  [Cooper,  called  in 


on  the  case  by  Kennedy]  like  about  cash  is  that  it  doesn't 
bounce.  What  I  don't  like  about  cash  is  that  I  seldom 
have  enough  of  it,  and  when  I  get  enough  of  it,  like  I  am 
doing  today,  it  generally  means  that  my  guy  probably  got 
caught  fair  and  square  and  I  am  going  to  have  some 
trouble  getting  him  out.  ..." 

"My  guess,"  [Kennedy]  said,  "is  that  Donald  French  did 
something  that  might  very  well  get  him  into  trouble,  to 
get  the  money  to  pay  me  to  keep  him  out  of  trouble. 
Which,  as  I  told  him  when  he  was  not  in  trouble,  was  not 
necessary  because  then  he  was  not  in  trouble." 

The  New  Tiffany  Table 
Settings — by  John  Loring 
&  Henry  B.  Piatt  (Double- 
day  a  Co.,  $50).  It's  not 
often  one  can  get  paid  $50 
for  a  piece  promoting 
one's  merchandise,  but 
this  volume  of  settings, 
mostly  in  celebrity  homes,  is  fun  to  look  at  and — surprise 
sublime — mostly  most  tasteful. 


BOOKS 


The  Last  /Vlafioso — by  Ovid  De- 
maris  (Times  Books,  $15).  No  novel 
on  the  gangster  underworld  comes 
close  to  this  explosive,  only  expo- 
sure by  a  "made  guy"  and  ex-boss  of 
a  major  crime  family  (Los  Angeles), 
Jimmy  Fratianno.  Studded  with 
some  surprising  Names — none  of 
whom  has  filed  a  libel  suit. 
Excerpt:  [Johnny  Roselli:]  "In  our 
business,  Jimmy,  it's  always  the  little  things  you've  got  to 
worry  about.  Don't  ever  spit  on  the  sidewalk." 

Wealth  and  Poverty— by  George 
Gdder  (Bantam  Books,  $3.95,  paper- 
back). This  best-selling  bible  of 
Reaganomics  clearly,  quotably  and 
often  persuasively  makes  the  case 
for  "Keynes  Is  Dead,  Long  Live  The 
Supply  Side." 

Excerpt:  Any  fail-safe  system  of  reg- 
ulation to  prevent  environmental 
damage,  work-place  hazards,  and 
every  possible  peril  to  consumers 
would  never  have  permitted  the  launching  of  an  airplane, 
let  alone  an  industrial  revolution.  Regulators  must  al- 
ways rely  on  existing  knowledge,  commanded  by  existing 
scientific  disciplines  and  their  leading  proponents. 

St.  Louis  and  the 
Arch — photographs 
by  Joel  Meyerowitz 
(New  York  Graphic 
Society,  $29.95).  We 
are  blessed  by  so  many 
superb  photographs 
that  it's  very  hard  for 
the  merely  very  good 
to  grab  us.  A  few  of  these  pictures  do,  but  those  of  that 
great  Great  Arch  are  more  tricky  than  monumental. 

The  Landed  Gentry — by  Sophy  Burn- 
ham  (G.P.  Putnam's  Sons,  $10).  An 
unconvincing  effort  to  relate  gentry 
and  the  possession  of  land  in  the 
U.S.A.,  which  is  too  young  to  have 
the  old  European  tradition,  a — literal- 
ly— "propertied  class."  Here,  land 
per  se  is  not  the  definition  of  either 
wealth  or  "class."  Samples  of  the 
author's  naivete'  follow. 

Excerpts:  No  one  expects  certain  people  to  work.  They  are 
bom  to  command.  "Jock"  Whitney,  who  pulls  in  income 
from  his  newspapers,  racing  stables,  investments  and 
interests  at  a  rate  of  $1,600  a  day,  has  no  need  to  take  a 
salaried  post  at  someone  else's  firm.  .  .  .  For  sheer  finan- 
cial return  the  seventeen  acres  of  Rockefeller  Center  in 
the  middle  of  Manhattan  may  be  more  profitable  than  a 
hundred  thousand  acres  of  Western  scrub. 
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A  NOVEL 
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The  Lords  of  Discipline — by  Pat 

Conroy  (Bantam  Books,  $3.75,  pa- 
perback). This  "expose"  of  the  im- 
pact military  college  brutality  has 
on  the  hero  and  his  friends  would 
have  benefited  enormously  if  short- 
ened by  one-third — in  length  and 
exaggeration.  The  Hemingwayesque 
author  writes  powerfully  and  beauti- 
fully. He  needs  only  the  discipline  of  a  Lord-powerful 
editor. 

Excerpt:  Though  I  will  always  be  a  visitor  to  Charleston, 
I  will  always  remain  one  with  a  passionate  belief  that  ii 
is  the  most  beautiful  city  in  America  and  that  to  walk  the 
old  section  of  the  city  at  night  is  to  step  into  the  blood- 
stream of  a  history  extravagantly  lived  by  a  people  born 
to  a  fierce  and  unshakable  advocacy  of  their  past.  .  .  .  Jit) 
has  a  smell,  a  fecund  musk  of  aristocracy,  with  the  wine 
and  the  history  of  the  lowcountry  aging  beneath  the 
verandahs,  the  sweetly  decadent  odors  of  lost  causes. 

After  Hours — by  Edwin  Torres  (The 
Dial  Press,  $9.95).  A  novel  of  city 
netherland  nightlife — the  clubs,  the 
dope,  shootings,  jails  and  "justice" 
by  a  sitting  judge  who  practiced 
criminal  law  and  now  dispenses  it. 
Excerpt:  "Pete's  dead." 

"May  he  rest  in  peace,"  I  said, 
making  the  sign  of  the  cross.  "[He] 
should  be  condemned  to  walk 
through  hell  wearin'  gasoline  drawers,  forever." 


Disfarmer — by  Julia  Scully  (Ad 
dison  House,  $22.50).  Gim 
mickless,  stark,  characterfu 
family  photographs  that  mak 
all  voguey  Name  stuff  seem  ut 
terly  pallid  in  comparison. 


The  Great  Railway  Bazaar — by  Paul 
Theroux  (Ballantine,  $2.50,  paper- 
back). This  chronicle  will  cure  any- 
one who  may  yet  yen  for  the  Orient 
Express  and  its  romanticized  breth- 
ren rail  rides  of  yesteryear.  The  au- 
thor's journey  is  a  near-sheer,  hor- 
rendous hardship.  Better  by  oxcart. 
Excerpt:  1  stopped  wondering  why  so 
many  writers  had  used  this  train  as  a 
setting  for  criminal  intrigues,  since  in  most  respects  tht 
Orient  Express  really  is  murder.  .  .  .  It  had  not  occurred  tc 
me  that  I  would  have  company;  the  conceit  of  the  long 
distance  traveler  is  the  belief  that  he  is  going  so  far,  he  wiL 
be  alone — inconceivable  that  another  person  has  the  samt 
good  idea. 
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WITH  A  FLASHLIGHT  UNDER  THE  BEDCOVERS 

several  decades  ago,  most  of  us  used  to  do  our  adventure-    could  get  across  into  Asia  and — " 


book  reading  when  we  were  supposed  to  be  asleep.  It  was 
the  Boy  Allies  series,  the  Boy  Aviator  series,  rather  than 
grass  that  accounted  for  our  glassy-eyed  morning  look. 

On  my  last  birthday,  son  Bob  presented  a  book  pub- 
lished in  1912— seven  years  before  I  was:  The  Motor  Cycle 
Chums  Around  the  World  by  Lieutenant  Howard  Payson. 
Since  Bob  and  I  have  cycled  together  in  recent  years  in 
North  Africa,  to  the  North  Cape,  through  most  of  Europe 
including  from  north  to  south  in  Russia,  it  was  a  good-fun 
present.  Take  this  wee  bit  of  dialogue  (the  spelling  and 
punctuation  exactly  as  is): 

"Phew,  Ned!"  he  exclaimed,  "wouldn't  it  be  bully  if  we 


"How'd  you  cross  the  Pacific  on  motor  cycles?"  de- 
manded Ned. 

"Oh,  rubbish,  you  know  what  I  mean.  We'd  cross  on  a 
ship,  of  course.  .  .  ." 

"Huh!"  scoffed  Ned,  "it  might  be  romantic  and  all  that, 
but  where'd  you  get  gasolene  in  Asia  or  in  any  of  those  far 
countries?" 

Tom  was  stumped  for  an  instant;  but  then  he  rallied. 

"Why,  the  advertisements  of  the  Dashaway  Motor  Cycles 
say  that,  for  a  small  extra  cost,  they  can  be  fitted  with  a  new 
carburetor  that  will  handle  kerosene  as  well  as  gasolene,  and 
I'll  bet  you  can  get  Standard  Oil  wherever  you  go." 


WHY  IS  IT  WOMEN 

seem  to  have  the  sense  to  enjoy  happy  moments  while  they're  hap- 
pening, while  men  seem  to  worry  at  the  moment  that  it  won't  last? 


THOSE  WHO  FIGURE 

do.  Those  who  can't,  don't. 


THOSE  WHO  WON'T  ASK 

for  advice  most  need  it. 


By  M.S.  Forbes  Jr. 


Are  the  ghosts  of  Smoot-Hawley 
lurking  in  the  chancellories  and  fi- 
nance ministries  of  Western  Eu- 
rope? If  so,  the  results  could  be 
frightening  indeed  for  investors  and 
businesses  both  here  and  abroad. 

The  1930  Smoot-Hawley  tariff, 
which  slapped  heavy  import  taxes 
on  over  a  thousand  items  ranging 
from  automobiles  to  needles,  was 
one  of  the  most  destructive  pieces 
of  legislation  ever  enacted  in  the 
U.S.  Our  trading  partners  retaliated, 
and  a  devastating,  worldwide  trade 
and  currency  war  was  under  way,  a 
war  that  played  a  major  role  in  turn- 
ing an  American  recession  into  a 
global  depression. 

We're  not  about  to  have  a  rede- 
scent  into  the  wholesale  protection- 
ism of  the  1930s,  but  the  restraint  is 
wearing  dangerously  thin  in  West- 
ern Europe  today.  The  immediate 
goad  for  the  Common  Market  coun- 
tries is  Japan,  which  is,  as  you 
might  expect,  racking  up  huge  trade 
surpluses. 

Unlike  the  U.S.,  however,  the  Eu- 
ropeans are  not  merely  pressing  the 
Japanese  to  liberalize  their  still-ex- 
tensive trade  barriers.  There  is  a 
growing  clamor  in  Europe  for  broad 
curbs  on  Japanese  exports  in  the 


EUROPE'S  MALAISE 

name  of  preserving  domestic  jobs. 

True,  the  Japanese  have  not  been 
nearly  as  sensitive  or  farsighted  as 
they  should  have  been  about  the 
growing  anger  over  their  trade  re- 
strictions. But,  in  essence,  it  ap- 
pears the  Common  Market  doubts 
its  ability  to  compete  successfully, 
even  in  a  fair-trade  environment. 

A  serious  move  to  more  protec- 
tionism in  Europe  is  very  possible, 
even  if  Japan  should  suddenly  mend 
its  ways.  A  few  days  ago  the  Organi- 
zation for  Economic  Cooperation  & 
Development,  an  influential  institu- 
tion that  tries  to  promote  economic 
growth  through  cooperative  efforts, 
warned  that  under  the  policies  cur- 
rently pursued  by  the  French  Social- 
ist government  Paris  could  be 
tempted  "to  take  protectionist  mea- 
sures." There  is  also  talk  m  Britain 
of  "siege  economy"  programs. 

U.S.  Vulnerable 

Such  moves,  of  course,  would  be 
self-destructive,  but  that  doesn't 
mean  they  might  not  happen.  More 
to  the  point,  the  U.S.  would  be  hurt 
as  well.  Foreign  trade  now  makes  up 
more  than  10%  of  our  GNP,  and  we 
have  a  big  trade  surplus  in  Europe. 

For  the  moment,  European  politi- 
cians seem  unable  to  tackle  the  true 
causes  of  their  economic  malaise: 


onerous  taxation  on  individual  in- 
comes, which  discourages  those 
who  want  to  get  ahead;  unemploy- 
ment compensation  schemes  that 
give  people — after  taxes — almost  as 
much  as  if  they  worked;  runaway 
budgets;  restrictions  on  laying  off 
employees,  which  make  businesses 
think  twice  before  adding  someone 
to  the  payroll;  widespread  rent  con- 
trols which  create  housing  short- 
ages and  restrict  mobility. 

Europe's  potential  lurch  to  protec- 
tionism underlines  how  much  truly 
rides  on  the  ultimate  success  of  the 
Reagan  economic  program.  This 
column  pointed  out  one  year  ago: 
"A  Reagan  success  would  provide 
a  powerful  model  for  other  trou- 
bled countries.  .  .  .  Britain,  Sweden, 
France,  Italy  and  others  have  moved 
to  the  right  since  the  mid-1970s. 
But  so  far,  these  conservative  gov- 
ernments have  little  to  show  in  the 
way  of  economic  success.  Even  the 
German  economy  is  in  trouble." 

Since  then,  the  Left  has  come  to 
power  in  France  and  Greece,  the 
Socialists  are  expected  to  win  in 
Sweden,  and  Mrs.  Thatcher  looks 
more  and  more  discredited. 

A  U.S.  success  in  licking  its  eco- 
nomic woes  might  give  Europe  the 
positive  jolt  it  needs  to  shake  off  its 
lethargy  and  defeatism. 


CHDDCC     S,1  A  DTI  I   1  W»oi 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  s  mind. -MSI 


1  Chasm  in  2  Leaps 

Counting  out  the  President's  pro- 
gram before  the  bell  rings  strikes  me 
as  being  very  unfair.  I'm  surprised, 
frankly,  that  the  critics,  presumably 
because  of  the  pain  involved  in  jump- 
ing our  economic  chasm,  seem  to 
have  forgotten  that  the  objective  is  to 
get  to  the  other  side,  hi  trying  to  elim- 
inate the  pain  of  adjustment,  they 
have  obviously  also  forgotten  Lloyd 
George's  warning  that  "the  most  dan- 
gerous thing  in  the  world  is  trying  to 
leap  a  chasm  in  two  jumps." 

— Willard  Butcher,  CEO, 
Chase  Manhattan  Bank 

Trustee's  2  of  3 

Some  years  ago  Henry  Wnston, 
then  president  of  Brown,  said  that 
trusteeship  had  three  components — 
work,  wealth  and  wisdom.  In  his  judg- 
ment, no  one  of  these  qualifications 
was  sufficient  to  merit  selection  as  a 
trustee.  On  the  other  hand,  anyone 
who  possessed  all  three  attributes  was 
a  trustee  of  unique  value.  Most  candi- 
dates fall  into  the  category  of  having 
two  of  President  Wriston's  qualifica- 
tions. As  a  rough  and  ready  way  of 
looking  at  things,  I  like  the  Wriston 
generalization. 

— Headmaster  Bruce  McClellan, 
Lawrenceville  School 

Crowning  Glories? 

hi  his  preface  to  the  book  version  of 
The  International  Style,  the  Museum 
of  Modern  Art's  director,  Alfred  Barr, 
took  a  look  at  the  f  lnials,  the  crowns,  of 


New  York's  most  famous  skyscrapers. 
He  was  appalled.  "The  stainless-steel 
gargoyles  of  the  Chrysler  Building," 
"the  fantastic  mooring  mast  atop  the 
Empire  State" — how  could  such  vul- 
garities come  into  being?  Simple: 
American  architects  stood  still  and 
listened  to  the  client.  He  had  even 
heard  architects  argue,  albeit  cynically, 
that  their  hideous  little  ornaments  and 
hollow  grandiosities  were  "function- 
al," since  one  function  of  a  building  was 
to  please  the  client.  "We  are  asked," 
said  Barr,  "to  take  seriously  the  archi- 
tectural taste  of  real  estate  speculators, 
renting  agents  and  mortgage  brokers!" 

— Tom  Wolfe, 
From  Bauhaus  to  Our  House 

Conspicuous  Generosity 

"Radical  chic"  often  took  the  form 
of  conspicuously  appearing  to  love  the 
common  man  more  than  one's  neigh- 
bor did. 

— John  Brooks, 
Showing  Off  in  America 

Killing  Red  Cure 

The  economic  defects  of  Soviet- 
style  Communism  that  have  long 
since  seemed  chronic  and  incurable 
may  prove  terminal.  The  fundamental 
deception  of  Marxism-Leninism — its 
subjugation  of  economic  health  to 
military  strength — will  finally  cripple 
the  whole  muscle-bound  organism. 
The  various  experimental  remedies 
that  authorities  in  the  East  bloc  are 
trying  for  their  economic  sickness 
might,  over  the  long  run,  have  irre- 


versible and  salutary  political  side  ef- 
fects. In  order  to  save  itself  from  eco- 
nomic disaster,  the  Soviet  system  will 
be  not  only  reformed  but  transformed 
into  something  less  oppressive  and 
aggressive  than  it  is  today.  In  other 
words,  if  the  illness  does  not  kill 
Communism,  the  cure  will. 

— Strobe  Talbott,  Time 


Men    are    not   even  born 
free.  Merely  to  have  par- 
ents is  an  almost  intoler- 
able restriction. 

— Quentin  Crisp, 
How  To  Have  a  Life  Style 


Imagine  the  Row 

You  can  talk  about  things,  but  no- 
body will  pay  any  attention  in  this  life 
until  you  get  off  your  backside  and  do 
them.  Perhaps  if  I  do  it  other  people 
might  think  they  should  get  up  and  do 
something  as  well.  If  you  ask  too 
many  people  their  views  and  you  con- 
sider them  carefully,  you  end  up  doing 
nothing.  You  have  to  take  the  plunge, 
and  if  it  doesn't  work,  it  doesn't  work. 

I  think  I  can  do  more  by  trying  to 
set  an  example,  start  up  small  busi- 
nesses and  take  risks;  but  then,  you 
see,  if  I  lose  money,  or  some  frightful 
thing  happens  and  you  support  the 
wrong  person,  imagine  the  row.  So 
you  have  to  pick  your  way  carefully. 
— Prince  Charles,  interviewed  by 
Rosemary  Bailey,  Engineering  Today 

The  Lion  Gets  100% 

If  someone  reports  that  a  candidate 
has  "the  lion's  share"  of  delegates, 
check  his  arithmetic  to  make  sure  the 
figure  is  100%.  This  particular  cliche 
has  been  kicking  around  for  more 
than  2,500  years  and  was  presented  by 
Aesop.  The  lion  joined  the  other 
beasts  for  a  hunt  and  listed  his  priori- 
ties for  the  spoils.  He  was  to  receive 
one  quarter  for  being  king  of  the 
beasts,  one  quarter  for  his  superior 
courage,  another  for  his  lioness  and 
their  cubs,  "and  as  for  the  fourth,  let 
who  "will  dispute  it  with  me."  The 
other  beasts  silently  withdrew. 

— Martin  Nolan, 
Washington  Journalism  Review 

Presidential  Timber 

I  couldn't  imagine  an  actor  as  presi- 
dent. I  could  imagine  a  director.  After 
all,  he's  a  hustler,  a  liar,  a  cheat — 
plainly  presidential. 
— Gore  Vidal,  Views  From  a  Window 
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WITH  A  MERRILL  LYNCH  IRA,  THE  INVESTMENT  POSSIBILITIES  ARE  VIRTUALLY  UNLIMITED. 


An  Individual  Retirement  Account  (IRA)  is  not  only 
an  excellent  way  to  obtain  a  $2,000  deduction  on  your 
income  tax  every  year,  but  also  to  build  retirement 
funds  at  the  same  time. 

Almost  everyone  with  earned  income  now  has  that 
opportunity  You  should  know,  however,  that  some  IRAs 
do  more  for  your  money  than  others. 

Some  lock  you  into  one  type  of  investment  Or  limit 
you  to  a  fixed  rate  of  return  A  Merrill  Lynch  IRA,  on 
the  other  hand,  opens  up  virtually  the  entire  range  of 
investment  opportunities  to  your  money. 
For  example: 

•  Money  Market  Funds  •  Annuities  •  Mutual  Funds 

•  Government  Securities  •  Government  Agencies 

•  Certificates  of  Deposit  •  Treasury  Bills  •  Growth 
Stocks  •  High-Yield  Stocks  •  Blue-Chip  Stocks 

•  Corporate  Bonds  •  Convertible  Bonds  •  Discount 
Bonds  •  Higher  Yield  Bonds  •  Covered  Call  Options 

•  Corporate  Income  Trusts  •  Real  Estate  Limited 
Partnerships 

A  breed  apart. 

ALL 

IRAS 

ARE  NOT 

CREATED 
EQUAL. 

CALL  TOLL  FREE  MONDAY  THROUGH  FRIDAY,  8:30  A  M  TO  12  MIDNIGHT 
EASTERN  TIME,  1-800-526-3030,  EXT  487. IN  NEW  JERSEY,  CALL  1-800-742-2900,  EXT  487 

Mail  to:  Merrill  Lynch  Service  Center  PO  Box  2021,  lersey  City,  N|  07303  I 
j     dl'm  interested  in  an  IRA  Plan  that  can  truly  reflect  my  individual 
needs  and  goals.  Please  send  me  free  literature. 

I     Name   I 

Address   | 

City  State  Zip   I 

I    Business  Phone  Home  Phone 

Merrill  Lynch  customers,  please  write  name  and 
|    office  address  of  your  Account  Executive 


L_ 


You  select  the. investment  that  best  suits  your  needs. 
You  can  also  switch  from  one  to  another  investment 
any  time  your  goals  change  or  new  opportunities 
arise.  You  also  enjoy  the  confidence  of  investing  with 
a  world  financial  leader,  with  years  of  experience  han- 
dling IRA  accounts  More  than  100,000  Merrill  Lynch 
IRA  customers  have  invested  over  one  billion  dollars. 

So  before  you  make  a  decision  as  important  as  a 
retirement  investment,  be  sure  to  check  all  your  op- 
tions —  to  make  your  money  grow  faster.  Your  Merrill 
Lynch  Account  Executive  will  be  happy  to  explain  the 
wide  range  of  possibilities  available  to  you.  lust  call 
or  mail  the  coupon  today. 

Call  toll  free  Monday  through  Friday,  8:30a.m.  to 
12  midnight  Eastern  Time,  1-800-526-3030,  ext.487. 
In  New  Jersey,  call  1-800-742-29  00,  ext.487.  In  Alaska 
or  Hawaii,  call  the  Merrill  Lynch  office  nearest  you. 


Merrill 


Merrill  L\ni  h  Pien  e  Fei  i  i  Wt,  smith  inc. 
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AVIS  BELIEVES 
TRYING  HARDER 
IS  STILLTHE  REST  WAY 
TO  DO  BUSINESS. 


Trying  harder.  To  Avis  that  means  giving  you  the  service  you 
expect  and  deserve. 

The  Avis  maintenance  system  is  a  good  example.  Every  car  receives 
9  safety,  7  comfort  and  6  cleanliness  checks  before  you  drive  it  away.  The 
proof  is  on  every  mirror:  the  Avis  maintenance  checklist,  signed  by  the 
service  agent  who  personally  inspected  your  Avis  car. 

It's  that  kind  of  attention  to  detail  by  nearly  2,000  Avis  employees 
that  keeps  the  Avis  car  better  maintained  than  the  average  family  car. 


Avis  features  GM  cars  like  the 
Pontiac  Bonneville. 


eservations  and  full  details,  call  Avis  toll-free  at  800-  $  J I  - 1212.  Or  see  your  travel  consultant. 
Maintenance  procedures  maj  vary  at  certain  locations. 
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What's  Ahead  tor  Business 


Edited  By  Thomas  O'Donnell 


"Worst  case" 
federal  deficit 
isn't  likely 


Expect  financial 
markets  to  stay 
volatile 


Don't  overlook 
the  positive 
changes 


LOOK  TO  THE  LONG  TERM 

Pessimists  worried  that  the  persistence  of  high  interest  rates 
will  prolong  the  recession  and  keep  on  raising  hell  every  time  recovery 
looks  possible  may  be  overstating  their  case. 

There's  no  denying  that  the  size  of  the  federal  budget  deficits 
in  prospect  are  a  worry.  Even  the  Administration's  projected  $91.5 
billion  deficit  could  push  rates  up  again.  The  prime,  which  fell  from 
20.5%  to  15%  last  fall  has  already  resumed  its  upward  course.  More 
worrisome,  long  rates — the  real  key  to  the  recovery — are  also  on  the 
upswing.  But  is  the  worst  case — a  federal  deficit  of,  say,  $150  billion  in 
fiscal  1983— likely?  What's  Ahead  thinks  not. 

The  trick  is  not  to  be  misled  by  all  the  posturing  on  every  side  as  the 
budget  debate  unfolds.  We  think  the  White  House  is  betting  Congress 
will  go  after  the  $215.9  billion  the  President  has  asked  for  in  defense 
spending  with  a  sharp  knife.  Expect  the  defense  total  for  fiscal  1983  to 
come  in  under  that  figure.  Remember,  one-third  of  the  Senate  and  all  of 
the  House  are  up  for  reelection.  Many  are  already  planning  to  go  before 
the  voters  with  platforms  claiming  they  will  not  allow  defense  to  be 
beefed  up  at  the  expense  of  the  "poor."  The  President's  defense  request 
amounts  to  a  10.5%  increase  in  constant  dollars.  He  simply  cannot  say 
now  how  much  less  than  that  he  will  actually  accept. 

While  the  Hill  attacks  the  military,  the  White  House  will  hang 
tough — and  lobby  hard — for  its  proposed  $55.9  billion  in  nondefense 
cuts.  That  combination  could  reduce  inflationary  expectations  sharply 
by  midyear.  But  while  the  budget  battle  rages,  expect  the  financial 
markets — which  hate  uncertainty  more  than  anything  else — to  remain 
volatile. 

There's  another  reason  for  the  volatility,  the  fact  that  the  markets  now 
react  to  both  good  and  bad  news  faster  than  ever  before.  Last  fall,  for 
example,  no  sooner  did  rates  start  coming  down  than  both  consumers 
and  business  began  to  look  beyond  the  recession.  Consequently,  hous- 
ing starts  and  orders  for  capital  goods  picked  up.  When  rates  later 
jumped  upward,  investors  started  worrying  about  stagflation  and  nev- 
er-ending recessions  and  both  turned  soft  again. 

These  quick-on-the-draw  reactions,  and  overreactions,  tend  to 
obscure  the  fact  that,  except  for  the  deficit  (which  no  one  can  accurate- 
ly predict  at  this  point),  the  Administration's  program  is  on  track.  The 
inflation  rate  has  fallen  sharply,  and  further  falls  are  almost  certain 
later  in  the  year.  The  tax  system  has  been  made  more  rational  and  no 
longer  penalizes  success  quite  so  hard.  Most  important,  the  momen- 
tum toward  ever-bigger  government  has  slowed  dramatically.  True, 
some  real  budget-busters — entitlement  programs  like  Medicare  and 
food  stamps — are  scheduled  to  rise  by  more  than  5%  next  year.  And  if 
Congress  balks  at  the  trims  proposed  by  the  White  House,  that  5% 
figure  could  double.  Still,  the  Administration  has  done  well  in  the  face 
of  stiff  political  opposition.  As  long  as  no  one  hits  the  panic  button,  the 
long-term  outlook  seems  brighter  than  it  has  in  years. 
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The  Forbes  Index 
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Still  in  the  dumps.  The  Forbes  Index  continues  to  fall — to 
the  point  that  it  is  now  well  below  year-ago  levels.  What's 
more,  the  pace  of  the  decline  is  accelerating,  and  that 
clearly  isn't  reason  for  cheer.  The  latest  dip  comes  in  part 
because  unemployment  claims  are  still  rising.  In  Decem- 
ber they  were  up  more  than  2%. 


On  the  good-news  front,  orders  for  manufactured  goods 
rose  marginally  and  inventories  fell.  But  neither  of  these 
positive  signs  was  enough  to  offset  the  broader  gloomy 
statistics.  Both  consumers  and  corporate  economic  fore- 
casters seem  to  expect  a  continuing  decline,  and  that's  a 
major  dose  of  pessimism  to  overcome. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  suns,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U  S  government  data  The  last  14  months'  data 
for  each  series  is  presented  at  nght 
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You  don't  have  to  settle  for  a  vacation 
package.Create  your  own  with  The 
SwissTravel  Invention.  It  gives  you  the 

Dest  of  both  worlds.  Pre-planned  travel  so  you 
mow  what  your  costs  will  be,  yet  freedom 
:o  roam  as  your  whims  dictate. 

You  travel  independently  through  Switzer- 
land or  Austria  with  pre-paid,  guaranteed 
iccommodation  vouchers.  They're  welcome 
it  over  350  hotels  with  as  little  notice  as  a  call 
ahead  the  night  before  arrival.  Or  map  out 
/our  itinerary,  pick  your  hotels  before  you 
leave  and  your  room  will  be  waiting . 

Hotels  range  from 
ja  comfortable  $  14  per 
jnight  per  person  to 
a  luxurious  $53. 

Airfares  range  from 
Apex  to  First  Class, 
and  land  travel  is  by 
car  or  rail.  Again,  your 
choice.  Your  pace. 

Call  your  travel 
agent  or  swissairiy/ 


Swissair  f 

rhe  Swiss  Travel  Invention. 

Simmer  '82 

r ravel,  as  you  like  it, 

n  Switzerland  or  Austria. 

With  a  choice  of 

-  over 350  hotels, 

-  land  transportation 
-and  airfares. 


r  I 

»  mm 


Ml  prices  in  USS. 


/e  chart  a  course  where 
no  signposts  exist. 

- 


That's  Singer  technology. 


When  you're  flying  a  straight  course  over  the  curved 
Earth,  how  can  you  tell  where  you  are  at  any  moment? 
That's  a  problem  our  Kearfott  Division  has  been  solv- 
ing since  the  first  days  of  inertial  navigation. 

Kearfott  is  a  major  producer  of  today's  precision 
navigation  systems,  and  is  a  leader  in  tomorrow's 
laser-based  gyroscope  technology.  In  the  F-16,  the  free 
world's  key  fighter  aircraft,  Kearfott  systems  con- 
stantly provide  accurate  position,  attitude,  velocity, 
and  steering  information.  Kearfott  equipment  also 
performs  sophisticated  navigation  and  guidance  for 


other  major  military  aircraft,  the  Space  Shuttle,  a 
the  Trident  missile. 

Through  expanding  research  and  development 
electronic-based  simulation,  guidance,  communic 
tions,  and  specialized  computer  systems,  Singer  is 
writing  a  new  chapter  in  its  corporate  history.  Togi 
with  our  unique  consumer  durables  capabilities 
throughout  the  world,  this  technological  base  pos 
tions  us  in  important  growth  markets  of  today  an< 
tomorrow.  The  Singer  Company,  8  Stamford  Forun 
Stamford,  CT  06904. 


BARCLAYS  BANK 
HELPS  JOHNSON  &  JOHNSON 
KEEP  ITS  KENYAN 
INTERESTS  HEALTHY 


In  Kenya,  the  African  Flying 
Doctor  Service  extends  the  advantages 
of  modern  medical  care  to  remote  areas 
and  their  people. 

The  majority  of  Kenya's  clinics,  as 
well  as  the  Flying  Doctor  Service,  turn 
tojohnson  &  Johnson  (Kenya)  Ltd. 
for  medical  supplies-from  BAND-AID 
Brand  adhesive  bandages  to  surgical 
instruments  and  other  specialist  equip- 
ment. And  to  help  the  smooth  flow 


of  its  operationsjohnson  &  Johnson 
has  the  aid  of  Barclays  Bank. 

Like  the  Flying  Doctor  Service, 
Barclays  is  in  the  right  place  at  the  right 
time- in  17  countries  throughout  Africa. 

With  a  worldwide  network  of 
branches,  Barclays  is  well  placed  to  help 
Johnson  &  Johnsons  worldwide 
organization.  In  London  and  New  York, 
as  well  as  in  Kenya  and  Zambia. 

Johnson  &  Johnson  is  just  one  of 


an  impressive  list  of  customers  and 
projects  served  by  Barclays  through  our 
branches  in  80  countries.  Indeed,  we 
help  most  of  the  world's  successful 
international  companies.  Somewhere 
there  is  a  market  where  we  can  help  you 

ASK  BARCLAYS  FIRST 


BARCLAYS 

International 


Barclays  Bank  has  over  120  branches  in  North  America.  Corporate  enquiries  will  be  welcomed  by: 

Vice  President, Corporate  Business  Development,  Barclays  Bank  International,  200  Park  Avenue, New  York,  NY.  10166.  Telephone  (212)  573  4400. 

ce  President  and  Manager,  Corporate-International  Division.  Barclays  Bank  of  California,  2971  Wilshire  Boulevard,  Los  Angeles,  California  90010.  Telephone  (213)  385  1501. 
Vice  President,  Corporate-International  Division,  Barclays  Bank  of  California,  111  Pine  Street,  San  Francisco,  California  94111.  Telephone  (415)  981  8090. 
larclays  Bank  of  Canada,  Suite  3500,  Commerce  Court  West.  Toronto,  Ontario  M5L  1G2.  Telephone  (416)  862  0594. 

sset  based  financial  services,  including  commercial  finance,  factoring  and  leasing,  contact: 

Director  of  Marketing.  BarclaysAmericanCorporation,  201  S.Tryon  Street,  Charlotte,  N.C.  28231.  Telephone  (704)  372  0060. 


Forbes 


Buying  high  and  selling  low  has  always 
been  a  prescription  for  disaster.  But  Ameri- 
can Can  Co.  keeps  doing  it. 


A  company  with 
two  left  feet 


By  Jean  A.  Briggs 

Some  companies,  like  some  peo- 
ple, just  can't  seem  to  do  any- 
thing right.  They  have  two  left 
feet.  Making  acquisitions,  they  buy  at 
the  top.  Selling  assets,  they  wait  until 
the  market  has  peaked.  Capital  goes 


into  vainglorious  corporate  monu- 
ments. An  example:  Greenwich, 
Conn. -based  American  Can  Co.,  a  $5 
billion  company  that  has  had  trouble 
earning  as  much  as  5%  on  its  assets. 
Earnings  dropped  again  last  year  to 
$3.77  a  share — far  less  than  Canco 
was  making  in  the  mid-1970s. 


For  15  years  Canco  was  run  by 
William  May,  a  tall,  articulate  chem- 
ist who  talked  a  good  game.  May 
retired  a  year  and  a  half  ago  and  is 
now  dean  of  New  York  University's 
Graduate  School  of  Business.  Besides 
his  acquisitions  and  Canco's  low  re- 
turns, May  will  be  remembered  by 
some  for  his  construction  in  1970  of 
country-club-like  corporate  headquar- 
ters in  beautiful  Greenwich.  When  he 
retired,  May  was  succeeded  by  a  long- 
time associate,  William  Woodside. 
The  team  has  scarcely  covered  itself 
with  glory. 

To  be  sure,  the  can  business  has 
been  a  hard  sell  for  a  long  time.  But 
the  decline  of  the  tin  can  didn't 
happen  suddenly,  and  Canco  had 
plenty  of  time  to  adapt.  A  smaller 
competitor,  Crown  Cork  &  Seal,  has 
performed  brilliantly,  and  Canco's 
chief  competitor,  Continental  Group, 
has  surpassed  Canco  in  diversifica- 
tion, in  profitability  and  in  the  price 
of  its  stock. 

After  a  number  of  earlier  false 
starts,  Canco  in  1977  bought  Pick- 
wick Corp.,  a  record  retailer  and  job- 
ber, paying  $103  million.  Among  the 
sellers:  Hartz  Mountain's  Leonard 
Stem,  well  known  as  a  razor-sharp 
operator  (Forbes,  Apr.  17,  1978).  Less 
than  two  years  later,  the  record  busi- 
ness collapsed.  Pickwick  has  been  los- 
ing money  ever  since. 

In  1978  American  Can  bought  Sam 
Goody,  a  chain  of  record  stores.  The 
idea  was  to  create  synergism  with 
Pickwick.  A  year  and  a  half  after  that 
deal,  Sam  Goody's  top  executive  and  a 
vice  president  were  indicted  on 
charges  of  tape  and  record  piracy.  Sam 
Goody  itself,  for  which  American  Can 
paid  $5.3  million,  has  since  made  lit- 
tle money. 

In  the  late  Sixties,  Canco  had 
bought  Printing  Corp.  of  America  and 
eventually  closed  down  the  business. 
Earlier  still,  it  moved  into  paper  pack- 
aging in  an  effort  to  diversify,  but  that 
has  remained  a  flat  market  dominated 
by  industry  leaders  such  as  Container 
Corp.  Canco's  Dixie  Cup  division, 
bought  in  1957,  was  slower  than  com- 
petitor Maryland  Cup  in  getting  into 
new  markets. 


American  Can's  lavish  headquarters  in  Greenwich.  Inset.  Chairman  Hill  Woodside 
Investors  have  seen  the  company  fall  on  its  face  too  many  times. 
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One  acquisition  that  hasn't  gone 
sour  is  1978's  Fingerhut,  which  sells 
everything  from  blouses  to  blenders 
through  targeted  mailings.  In  the  eu- 
phemism of  the  trade,  Fingerhut  is  a 
"downscale"  marketer.  It  markets  to 
relatively  low-income  people  in  small 
towns — a  market  neglected  by  fancy 
retailers.  Fingerhut  has  continued  to 
prosper,  but  Canco  paid  $137  million, 
1 1  times  earnings — no  bargain  unless 
Canco  can  produce  some  synergy. 
That  it  has  yet  to  do. 

Canco  seems  no  more  adept  at  sell- 
ing assets  than  at  buying  them.  Last 
April,  after  halting  trading  in  the  stock 
for  a  day,  Chairman  Woodside  an- 
nounced that  Canco  would  sell  its  for- 
est products  operations.  Trees  had 
been  in  vogue,  and  speculators  as- 
sumed those  assets  to  be  very  valuable; 
the  news  sent  the  stock  soaring  five 
points  in  a  day  after  trading  resumed. 
After  all,  the  company  owned  588,000 
acres  of  timberland,  as  well  as  cutting 
rights  on  1.6  million  acres  and  about 
two  dozen  mills  and  plants.  How  much 
were  they  worth?  No  one  knew  for 
sure,  but  the  number  $  1  billion  floated 
through  Wall  Street  and  Canco  didn't 
discourage  it.  No  wonder  investors  fi- 
nally became  interested  in  Canco 
stock:  $1  billion  was  almost  twice 
what  the  entire  company  was  selling 
for  on  the  New  York  Stock  Exchange. 

But  that  lucrative  sale  was  not  to 
be.  By  the  time  Woodside  made  his 
announcement,  the  market  for  tim- 
berlands  had  peaked.  The  forest  prod- 
ucts industry  was  about  to  go  deeper 
into  recession.  "If  ever  there  was  a 
bad  time  to  try  to  sell  those  assets,  we 
picked  it,"  says  Bill  Woodside,  elbows 
on  knees,  in  a  tan  Barcelona  chair  in 
his  sun-flooded  office. 

Nevertheless,  for  a  good  six  months 
American  Can  clung  to  its  belief  that 
it  could  sell  the  property  in  one  pack- 
age and  for  cash.  It  turned  away  a 
number  of  would-be  buyers,  including, 
reportedly,  Union  Camp  and  Great 
Northern  Nekoosa,  who  were  inter- 
ested in  parts  of  the  property. 

So  long  as  investors  believed  the 
sale  might  take  place,  they  remained 
interested  in  Canco  stock.  From  a 
low  of  29  Vs  it  climbed  to  45.  But 
months  dragged  on.  Nothing  hap- 
pened. The  stock  gave  up  almost  all 
the  gains. 

If  shareholders  had  expected  a 
windfall,  they  would  have  been  disap- 
pointed. Management  had  no  inten- 
tion of  distributing  the  proceeds.  The 
deal  was  intended  as  a  redeployment 
of  assets.  In  an  age  when  capital  was 
expensive,  Canco  would  move  out  of 
capital-intensive  forest  products  into 
a  business  where  it  could  get  more 


bang  for  its  capital.  Into  what?  An 
answer  was  soon  at  hand. 

In  April,  ten  days  after  the  an- 
nouncement appeared  that  the  tim- 
berlands  were  for  sale,  Woodside  re- 
ceived a  letter  from  Gerry  Tsai. 

Remember  Gerry  Tsai?  Thousands 
of  battered  investors  will  never  forget 
him.  After  the  press — with  Forbes 
conspicuously  dissenting — idolized 
him  as  an  investment  genius,  Tsai 
raised  big  money  from  the  public  for 
his  Manhattan  Fund  in  1966  and  pro- 
ceeded to  lose  most  of  it.  Undaunted, 
he  sold  the  fund  management  com- 
pany to  CNA  Financial  Corp.  in  Chi- 
cago for  $27  million.  The  deal  helped 
push  CNA  toward  the  brink  a  few 
years  later.  But  Tsai  took  his  $27  mil- 
lion and  went  on  to  other  things — 
including  a  spectacular  waterfront 
mansion  in  Greenwich. 

Now,  in  1981,  Tsai  had  a  suggestion 
for  Canco.  Tsai  ran  and  controlled  a 
smallish  insurance  company,  Associ- 
ated Madison.  How  about  a  joint  deal 
between  Madison  and  Fingerhut?  In- 


When  Woodside  made  his  an- 
nouncement, the  market  had 
peaked.  The  industry  was 
about  to  go  deeper  into  re- 
cession. "If  there  was  a  bad 
time  to  try  to  sell  those  as- 
sets, we  picked  it,"  he  says. 


surance  by  mail.  Wouldn't  that  be 
magic?  Woodside  thought  he  had  an 
even  better  idea.  How  about  Canco's 
buying  Madison?  That  would  put 
Canco  squarely  into  coveted  financial 
services.  Tsai,  who  lived  in  Green- 
wich anyhow,  could  operate  out  of 
Canco's  lavish  headquarters  there  and 
build  an  even  bigger  financial  services 
company  with  Canco  money.  Ameri- 
can Express  and  Sears  were  into  finan- 
cial services.  Shouldn't  Canco  be? 

"Tsai  said  he'd  like  to  think  about 
it,"  Woodside  says  with  the  air  of  a 
man  who  has  just  pulled  off  a  devil  of  a 
coup.  "But  he  didn't  have  to  think 
long.  A  couple  of  days  later  he  agreed, 
and  negotiations  began."  Six  months 
later,  on  Oct.  28,  a  deal  was  an- 
nounced. American  Can  would  pay 
$140  million,  2  times  book  value  and 
more  than  20  times  earnings,  for  As- 
sociated Madison.  Tsai  personally 
would  make  about  $15  million  on  the 
deal.  Associated  Madison  sharehold- 
ers would  do  well,  too.  Many  of  them 
had  bought  the  company's  stock 
when  it  was  $5  or  $6  per  share.  They 
would  be  taken  out  at  $15. 

Those  who  knew  Madison  inti- 
mately were  relieved  by  the  sale  be- 


cause its  chief  subsidiary,  National 
Benefit  Life  Insurance,  had  been  run- 
ning into  problems.  Nothing  major, 
but  problems  nonetheless.  At  one 
point  costs  had  gotten  out  of  line. 
Management  had  succeeded  in  reduc- 
ing them,  but  the  situation  was  worri- 
some because  postage  prices  contin- 
ued to  climb.  A  bigger  worry,  howev- 
er, was  this:  The  company  needed 
money.  According  to  Conning  & 
Co.'s  Frederick  Townsend,  it  had  only 
a  $2  million  unassigned  surplus  at  the 
end  of  1980.  It  had  always  grown  so 
rapidly,  that  it  had  to  turn  over  60% 
of  its  business  to  reinsurers.  If  it  had 
more  money  it  wouldn't  need  to  give 
up  so  much;  it  could  also  proceed  with 
plans  to  build  an  agent  network. 

All  well  and  good  for  Associated 
Madison,  but  what  about  Canco?  The 
company  had  not  yet  sold  any  trees, 
and  here  it  was  chasing  rainbows, 
paying  big  prices  for  fashionable  mer- 
chandise. Eyebrows  were  raised  on 
Wall  Street.  Listen  to  Merrill  Lynch's 
container  analyst,  Richard  Palm: 

"I  thought  they  would  use  the  pro- 
ceeds from  the  sale  of  assets  to  buy 
back  stock,  tax-shelter  profits  by  tak- 
ing substantial  writeoffs  and  pay 
down  some  debt,  generally  improving 
profitability.  That's  what  I  would 
have  liked."  Palm  had  recommended 
the  stock  after  the  Apr.  1  announce- 
ment but  has  since  dropped  it. 

Less  than  a  month  after  the  Associ- 
ated Madison  deal  was  announced, 
word  leaked  out  through  Robert  Metz' 
column  in  the  New  York  Times  that 
American  Can  had  at  last  found  a 
buyer  for  its  forest  products  oper- 
ations, namely  the  James  River  Corp. 
The  leak  forced  an  announcement  the 
following  day  that  discussions  were 
taking  place,  and  on  fan.  4  a  prelimi- 
nary agreement  was  announced, 
[ames  River  would  buy  most  of  the 
mills  for  $330  million  in  cash  and  $90 
million  in  stock.  That  was  far  short  of 
the  hoped-for  $1  billion,  but  it  was 
something.  And  Canco  still  owned 
the  timberlands,  although  James  Riv- 
er got  the  cutting  rights. 

But  there  was  a  further  hitch:  It  all 
depended  on  James  River's  getting  fi- 
nancing; several  weeks  after  the  deal 
was  announced,  the  financing  was  not 
yet  in  hand.  Is  it  any  wonder  investors 
are  confused  as  well  as  disillusioned? 

There's  an  unanswered  question  in 
all  this:  Instead  of  cash,  Tsai  is  getting 
750,000  shares  of  Canco  for  his  Associ- 
ated Madison  stock  that  represented  an 
original  investment  of  only  about  $7.5 
million.  He  will  end  up  Canco's  largest 
stockholder,  with  almost  4%  of  the 
stock,  and  will  gain  a  major  voice  in  a 
company   with   some   $2.8  billion 
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in  assets  and  a  cash  flow  of  $200  mil- 
lion. What's  Tsai's  game?  He  has  told 
associates  that  his  goal  is  to  retire 
with  a  $1  billion-plus  company.  Is  this 
the  culmination?  But  what  does  he 
want  with  a  company  that  has  been 
such  a  laggard?  Has  something  on  the 
balance  sheet  caught  his  eye?  Are 
there  hidden  assets  here?  Tsai,  natu- 
rally, isn't  saying. 

»HHHHHHMi 


Meanwhile,  pending  receipt  of 
some  money  from  the  timberlands, 
Canco  is  tapping  a  $550  million  line 
of  credit  to  finance  its  entry  into  fi- 
nancial services. 

But  investors  clearly  are  not  im- 
pressed. In  January  the  company  of- 
fered to  buy  2.2  million  shares  of  its 
own  stock  at  $33.50  a  share.  Even 
though  the  price  was  under  70%  of 


book  value  and  only  a  few  points  over 
the  recent  market  price,  the  offer  was 
oversubscribed  twice.  It  seems  that 
Canco  investors  want  out.  They  have 
seen  it  fall  on  its  face  too  often,  and 
few  seem  inclined  to  wait  around  to 
see  whether  miracle  man  Gerry  Tsai 
and  financial  services  will  finally  get 
Canco  moving  again.  They  have  been 
burned  too  many  times.  ■ 


There  are  hidden  pitfalls  for  shareholders 
in  the  confusion  over  AT&T's  breakup. 


By  Eamonn  Fingleton 


Wrong 
numbers 


W&T's  Charles  Brown 

Overvalued  assets?  No  problem,  he  says. 


In  the  row  over  the  breakup  of 
American  Telephone  &  Tele- 
graph, there  has  been  a  lot  of  talk 
about  defending  the  public  from  rock- 
eting local  telephone  bills.  But  all  the 
while  another  group  of  ordinary  peo- 
ple—AT&T's stockholders — may  be 
getting  mugged  in  the  confusion.  Bil- 
lions of  dollars  may  be  at  stake. 

The  problem  centers  on  what 
AT&T  calls  customer  premises  equip- 
ment— telephones  and  switchboards 
in  customers'  homes  and  offices. 
These  are  currently  owned  by  local 
Bell  companies,  but,  along  with  Bell 
Laboratories  and  Bell  Long  Lines, 
they  will  remain  with  AT&T  after  the 
local  companies  are  spun  off. 

The  transfer  means  customer  prem- 
ises equipment,  unlike  local  customer 
service,  will  be  out  from  under  regula- 
tion. Fine,  except  for  one  thing:  Much 
of  the  stuff  is  badly  underdepreciated, 
perhaps  by  as  much  as  $6  billion. 
After  the  breakup,  AT&T  may  have 
lost  forever  the  chance  to  recover  bil- 
lions of  dollars  of  depreciation  it 
should  already  have  charged  to  tele- 
phone users.  Why?  Listen  to  Steven 
Chrust,  telecommunications  analyst 
at  Sanford  C.  Bernstein:  "Under  the 
new  deal,  AT&T  will  bill  customers 
for  the  lease  of  the  equipment.  But 
much  of  it  is  out-of-date  and  AT&T 
cannot  charge  too  much  without  peo- 
ple switching  to  newer,  cheaper 
equipment  from  other  suppliers." 

According  to  Harry  Edelson  at  the 
First  Boston  Corp.,  AT&T's  best 
course  would  be  to  make  an  immedi- 
ate writedown  to  market  values  when 
it  emerges  as  an  unregulated  com- 
pany. While  that  would  cut  AT&T 
earnings  in  half  in  its  first  year  after 
deregulation,  analysts  like  Edelson 
think  Wall  Street  would  quickly  forget 
its  initial  disappointment. 

"If  they  wrote  off  the  underdepre- 
ciation  immediately,  it  would  all  be 
over  in  a  day,"  says  Edelson.  "The 
damage  to  the  stock  price  would  be 
minimal  and,  although  the  asset  value 
per  share  would  be  reduced,  this  hard- 
ly affects  how  the  market  sees  an 
unregulated  company." 
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An  immediate  writeoff  would  also 
probably  bring  tax  benefits  that  could 
actually  boost  AT&T's  cash  flow  by 
billions  in  its  first  year  of  freedom. 
This  is  because  the  writeoff  could  be 
charged  to  operating  expenses  and 
thus  would  reduce  taxable  income. 
But  AT&T  is  far  more  likely  to  write 
off  the  underdepreciation  piecemeal 
over  several  years  as  individual  bits  of 
obsolete  equipment  are  scrapped. 
This  would  produce  a  steady  drag  on 
earnings  for  perhaps  five  to  ten  years. 
AT&T  Chairman  Charles  Brown  told 
Forbes:  "If  the  older  equipment  must 
be  replaced  and  is  underdepreciated, 
we  would  have  to  write  off  the  differ- 
ence. But  you  know  we  are  not  going 
to  go  around  replacing  the  tele- 
phones." Meaning:  We'll  take  the 
writeoffs  only  as  fast  as  the  customers 
throw  out  the  old  equipment. 

Brown  dismisses  suggestions  that 
there  will  be  a  massive  writeoff.  "We 
are  in  no  danger  of  suddenly  taking  a 
big  loss  of  $5  billion,  whatever  some- 
body wants  to  dream  up,"  he  says. 

How  has  AT&T  landed  itself  with 
the  problem?  For  years  it  suited  every- 
one— regulators  and  stockholders — to 
understate  depreciation.  That  way, 
telephone  rates  were  kept  down  for 
the  short  term.  Meanwhile  AT&T 
was  happy  because  the  profits  it  was 
allowed  were  calculated  as  a  percent- 
age of  net  qualifying  assets  (the  "rate 
base"),  so  the  slower  the  depreciation 
the  more  handsome  reported  profits. 

It  was  a  strategy  designed  to  maxi- 
mize reported  profits  rather  than  to 
maximize  cash  flow.  Analysts  also  be- 
lieve that  thousands  of  central  switch- 
ing offices  now  owned  by  the  local 
companies,  but  which  will  be  retained 
by  AT&T,  are  even  more  overvalued. 
But  here  there  is  no  problem  for  earn- 
ings because  these  assets  will  remain 
within  the  regulatory  net.  AT&T  will 
get  its  money  back  through  telephone 
bills  in  years  to  come. 

Less  clear  is  what  will  happen  with 
the  Bell  companies'  so-called  inside 
wire  account.  This  is  in  the  books  as 
an  asset  totaling  $11  billion  and  it 
represents  the  cost  of  installing  the 
wiring  needed  in  customers'  homes 
and  offices  to  connect  them  to  the 
local  telephone  system.  Most  of  the 
account  is  capitalized  labor  costs.  As 
with  underdepreciation,  the  rationale 
was  simply  to  put  off  until  tomorrow 
an  item  that  would  otherwise  have 
had  to  be  expensed  today — a  conces- 
sion to  militant  rate  commissions  and 
consumers.  Even  before  the  breakup 
decision,  AT&T  was  planning  to 
phase  out  the  account  over  the  next 
decade,  adding  to  costs  and  the  pres- 
sure for  higher  telephone  bills. 


Industry  observers  say  that  AT&T 
may  be  forced  to  take  part,  at  least,  of 
the  account,  thus  relieving  some  of 
the  pressure  on  local  telephone  rates. 
Several  regulators  have  been  breath- 
ing fire  about  the  account,  saying  that 
as  you  need  inside  wiring  to'  make 
long  distance  as  well  as  local  calls,  it 
should  not  be  expensed  solely  to  local 
telephonerates. 

One  of  the  loudest  critics  of  the 
breakup  agreement  is  Neil  Swift,  staff 
director  of  the  New  York  State  De- 
partment of  Public  Service.  He  insists 
that  inside  wiring  should  be  a  deregu- 
lated function,  and  should  go  with 
AT&T  in  its  entirety.  Then  AT&T 
would  have  to  recover  what  it  could 
from  telephone  users  in  the  face  of 
competition  from  other  installers  and 
from  do-it-yourself  enthusiasts. 

Swift  suggests,  however,  that 
AT&T  might  make  up  the  shortfall  by 


tacking  some  of  the  costs  on  to  th 
long  distance  service,  which  it  wil 
retain.  At  any  rate,  these  capitalizel 
costs  will  be  a  bone  of  contention  for 
long  time  to  come. 

According  to  Brown,  only  those  lo 
cal  company  assets  specifically  men 
tioned  in  the  decree  are  being  retainei 
by  AT&T — everything  else  includin 
inside  wiring  goes  to  the  local  operat 
ing  companies. 

"This  whole  thing  is  not  our  idea,  i 
is  an  idea  of  the  Justice  Department, 
Brown  says  of  the  wire's  fate. 

So  far  so  good.  But  the  deal  stil 
awaits  ratification  by  Judge  Haroli 
Greene  of  the  U.S.  Disrict  Court  ii 
Washington.  Given  AT&T's  incredi 
bly  complex  accounting,  there  is  plen 
ty  of  scope  for  accountants,  lawyer 
and  regulators  to  continue  arguing 
And  there  are  clearly  a  lot  of  pitfall 
for  stockholders.  ■ 


Threatened  with  takeover,  Tesoro  didnh 
panic  and  seek  a  white  knight.  Sensibly,  it 
seems  to  have  decided  to  liquidate. 


'Tis  a  far,  far 
better  thing 


By  Richard  Phalon 


WHEN  THE  Wall  Street  journal 
broke  the  word  the  other  day 
that  Tesoro  Petroleum  Corp. 
was  thinking  about  liquidating  part  of 
its  $760  million  asset  base  and  taking 
the  rest  private,  it  looked  like  the 
opening  of  another  of  those  corporate 
death-before-dishonor  dramas:  for  ex- 
ample, U.V.  Industries'  going  out  of 
business  in  the  hope  of  escaping  raid- 
er Victor  Posner. 

The  Tesoro  situation,  however, 
makes  a  lot  more  sense.  Robert  West, 
the  wheeler-dealer  chemical  engineer 
who  began  putting  the  San  Antonio- 
based  company  together  out  of  a  clus- 
ter of  small  production  properties  18 
years  ago,  is  playing  his  cards  close  to 
the  vest  for  now.  The  Tesoro  CEO 
concedes  only  that  he  and  his  invest- 
ment bankers  are  "considering  sever- 


al courses  of  action  to  alleviate  th 
undervaluation  of  the  company' 
stock  in  the  market." 

The  script  has  an  almost  operatii 
quality.  Tesoro,  partly  because  of  th< 
way  West's  hell-for-leather  acquisi 
tion  strategies  misfired,  has  been  ii 
deep  trouble  for  the  better  part  of  fiv< 
long  years.  The  stock  had  been  trad 
ing  at  very  low  multiples,  but  lately  i 
has  begun  to  move  up  briskly  oi 
heavy  volume.  West  is  being  pressec 
by  restive  stockholders.  Diamont 
Shamrock  not  long  ago  made  an  abor 
tive  pass  at  the  company,  and  in  thesi 
parlous  times  who  can  tell  what  othe 
hostiles  might  not  be  ready  to  spring 
Clearly,  something  had  to  be  done. 

"We've  certainly  been  talking  t( 
them,"  says  Robert  Ravitz,  a  partne 
in  David  J.  Greene  and  Co.,  one  o 
several  Wall  Street  firms  that  begai 
putting  together  sizable  stakes  in  Te 
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soro  more  than  a  year  ago.  "We 
thought  someone  would  come  in  and 
make  a  preemptive  takeover  bid  at  an 
unfair  price  to  stockholders."  Ravitz 
is  almost  ingenuous:  "We  don't  want 
to  see,  that  happen." 

Greene,  Ravitz  says,  owns  "more 
than  700,000  shares"  of  Tesoro.  Op- 
penheimer  &  Co.,  owns  at  least 
325,000  shares.  Like  so  many  outfits 
these  days,  Tesoro  may  actually  be 
worth  more  alive  than  dead.  Greene 
and  Oppenheimer  liked  that. 

Tesoro  is  very  much  the  product  of 
West's  magpie  acquisitive  instincts. 
What  was  supposed  to  come  out  as  an 
integrated  "energy  conglomerate"  is  a 
highly  eclectic  mix:  a  deficit-ridden 
coal  company,  an  oilfield  services 
rental  business  and  a  refining-market- 
ing  complex  tied  to  crude-oil  produc- 
tion in  Trinidad  and  Indonesia, 
among  other  things. 

The  mix  might  ultimately  have 
gelled  if  West  had  not  made  the  near- 
fatal  error  of  buying  control  of  Com- 
monwealth Oil  and  Refining,  a  Puerto 
Rico-based  refiner  and  petrochemi- 
cals producer,  for  $83  million.  Com- 
monwealth was  over  half  again  as  big 
as  Tesoro,  but  the  price  looked  right 
to  West  back  in  1975.  By  1978,  how- 
ever, Corco  had  fled  from  high  crude 
prices  and  a  savage  cost  squeeze  to  the 
safety  of  the  bankruptcy  courts,  tak- 
ing a  huge  amount  of  Tesoro  capital 
with  it.  Tesoro  was  heavily  leveraged 
as  a  result  of  the  Corco  deal — its  $212 
million  long-term  debt  at  one  point 
was  over  100%  of  equity. 

West  was  forced  to  liquidate  prom- 
ising assets  like  Tesoro's  North  Sea 
holdings  to  pay  down  debt.  His  bet 
that  refining  would  turn  profitable 
had  failed.  There  were  other  troubles: 
a  skirmish  with  the  SEC  over  alleged 
bribery  payments  to  agents  of  foreign 
governments,  a  tangle  of  stockholder 
suits,  an  Internal  Revenue  Service 
audit.  Earnings  last  year  dropped 
horn  $104  million  to  $80.2  million 
on  sales  that  wilted  from  $3.5  billion 
to  $3  billion.  The  Trinidad  govern- 
ment socked  crude  producers  with  a 
new  tax  structure  that  cost  Trinidad- 
Tesoro  more  than  $280  million  in 
earnings. 

All  of  those  woes  turned  off  The 
Street  and  the  public,  but  not  Oppen- 
heimer and  Greene.  Both  firms  were 
bullish  on  what  they  saw  beneath  the 
surface.  Along  with  the  heavy  write- 
offs on  Corco,  cash  flow  had  begun  to 
pick  up.  Tesoro's  long-term  debt  was 
chopped  from  a  peak  of  $212.5  million 
in  1975  to  only  $5.9  million  last  year. 
Freed  of  that  dead  weight,  stock- 
holders' equity  climbed  from  $203.8 
million  to  $444.8  million.  With  the 


stock  trading  as  low  as  14  after  Dia- 
mond Shamrock's  highly  tentative 
move,  David  J.  Greene,  Oppenheimer 
and  a  few  other  firms  moved  in. 

How  would  liquidation  work  out  for 
stockholders?  The  stock  is  currently 
selling  at  around  23.  Estimates  on  Te- 
soro's breakup  value  range  from  $40 
to  $30  a  share. 

Where  are  the  values?  David  J. 
Greene's  Robert  Ravitz  and  other  ana- 
lysts put  Tesoro's  oil  equipment  rent- 
al business  at  the  top  of  the  list.  It 
reported  an  operating  profit  merger  of 
almost  55%  on  $72  million  in  rev- 
enues last  year.  The  Street  is  also  high 
on  a  Tesoro  refinery  that  for  the  mo- 
ment has  a  lock  on  the  Alaskan  jet 
fuel  and  aviation  gasoline  market. 


The  big  question  mark  is  the  com- 
pany's 49.9%  interest  in  Trinidad-Te- 
soro.  One  outside  appraisal  values 
that  interest  at  a  conservative  $200 
million,  the  equivalent  of  about  $9.50 
a  Tesoro  share  on  a  fully  diluted  basis. 
The  Trinidad  government  owns  the 
rest  of  Trinidad-Tesoro.  The  price  it 
might  be  willing  to  pay  for  the  Tesoro 
end  would  figure  heavily  in  the  kind 
of  return  shareholders  might  get. 

Corco,  West's  great  dream,  may 
prove  valueless — a  total  writeoff.  Even 
that,  however,  is  yielding  some  fat  tax 
credits.  For  people  who  know  how  to 
sniff  out  truffles,  the  Greenes  and  Op- 
penheimers,  for  example,  the  current 
disarray  in  the  business  world  is  creat- 
ing great  values.  ■ 


You  can't  eat  an  inflation  hedge,  you  can't 
pay  bills  with  it.  So  the  beleaguered  forest 
products  industry  is  learning. 


Down  from  the 
clouds 


By  Kathleen  K.  Wiegner 

Recessions    can  be 
therapeutic,  forc- 
ing corporate 
managements  to 
make  the  hard  deci-' 
sions.  Decision  time 
is  at  hand  for  the  $40 
billion  forest  prod- 
ucts industry,  now 
entering    the  third 
year  of  an  industrywide 
depression.  The  indus- 
try had  grown  com- 
placent in  the  last  two 
decades  when,  except 
for  one-year  down-  y 
turns,  everything 
went    up.  And 
trees  were  the 
ultimate  infla- 
tion    hedge — 
better  than 
gold.  <;r~ 

But  now  all  has  changed.  "It  is 
a  disaster,"  exclaims  Chairman 


Richard  Madden  of  Potlatch 
Corp.   "If  the   economy  re- 
mains the  same  as  last  year, 
wood    products    will  be 
break-even.  That's  as  low 
as  it  can  go." 

Earnings — down  al- 
most   60%    from  the 
peaks    of     1979 — are 
5p  continuing  to  fall  this 
year,  and  unless  there  is  a 
quick  turn  in  the  econo- 
my,   Crown  Zellerbach, 
Champion  International, 
Boise  Cascade,  Willamette 
Industries  and  Louisiana- 
Pacific  will  probably  re- 
port  operating  losses 
for  the  first  quarter.  Any 
actual  losses  would  be  a 
first    for    this  industry 
since  World  War  II. 

The  villain,  as  everyone 
knows,   is  high  interest 
rates  and  the  devastation 
they  have  wreaked  on  the 
housing    industry — user  of 
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close  to  half  the  country's  lumher  and 
plywood.  Even  the  most  efficient  pro- 
ducers are  facing  the  Hobson's  choice 
of  having  to  decide  whether  it  is  more 
costly  to  run  plants  at  a  loss  or  to  shut 
them  down. 

The  forward  integration  into  pulp 
and  paper  that  so  successfully  diversi- 
fied the  wood  producers'  business  in 
the  past  is  now  working  against  it. 
Salomon  Brothers  analyst  H.C. 
Bowen  Smith  estimates  that  paper 
earnings  will  be  down  20%  to  25%  in 
the  first  quarter. 

Expansion  has  gone  into  reverse. 
Capital  programs  are  being  stretched 
out,  and  the  assets  in  some  cases  are 
up  for  sale.  Crown  Zellerbach  is  con- 
sidering the  sale  of  185,000  acres  of 
trees  in  Louisiana,  and  Champion  has 
had  its  industrial  particleboard  busi- 
ness on  the  block  for  five  months — 
with  no  takers. 

As  if  the  housing  slump  weren't 
trouble  enough,  there  is  also  increased 
competition  from  the  Canadians, 
who  are  rapidly  becoming  the  Japa- 
nese of  this  industry.  Last  year  Can- 
ada accounted  for  about  30%  of  the 
U.S.  softwood  lumber  market,  up 
from  18.7%  in  1975.  Using  their  vast 
government-owned  forest  resource, 
the  devalued  Canadian  dollar  and 
cheap  freight  rates,  they  are  undersell- 
ing U.S.  producers. 

Could  there  be  opportunity  in  all 
this  devastation?  Of  course.  The  re- 
cession is  remorselessly  splitting  the 
industry  between  companies  with  fi- 
nancial strength  and  companies  that 
will  run  into  mortal  trouble  if  bad 
times  linger  another  year.  E.F.  Hut- 
ton's  survey  of  capital  adequacy  sepa- 
rates the  sheep  from  the  goats. 

Union  Camp,  Great  Northern  Ne- 
koosa,  International  Paper  and  Louisi- 
ana-Pacific still  have  conservative  bal- 
ance sheets  and  comfortable  debt-to- 
equity  ratios.  Not  surprisingly,  both 
Union  Camp  and  Great  Northern  Ne- 
koosa  plan  to  increase  capital  spend- 
ing this  year.  But  a  host  of  giants, 
heavily  dependent  on  wood  products, 
are  showing  shaky  balance  sheets: 
Champion  International,  Georgia-Pa- 
cific, Potlatch  and  Boise  Cascade. 

The  smarter  managements  are  not 
waiting  for  the  return  of  housing 
starts.  They  know  the  days  of  2  mil- 
lion-plus housing  starts  are  gone  the 
way  of  5.5%  passbook  savings  ac- 
counts. They  listen  to  housing  experts 
who  predict  not  boom  but  houses 
downsized  like  Detroit's  automobiles, 
using  less  lumber  and  plywood. 

More  companies  are  looking  to  ex- 
ports. Weyerhaeuser  is  already  a  large 
exporter,  primarily  to  Japan.  Now 
Great  Northern  Nekoosa  is  building  a 


giant  new  pulp  mill  in  Mississippi, 
production  to  be  divided  about  equally 
between  domestic  markets  and  over- 
seas. Says  International  Paper's  Chair- 
man Edwin  Gee:  "The  opportunity  is 
there.  The  price  of  paper  will  escalate 
faster  abroad  than  in  the  U.S.  We  can 
export  more  finished  product." 

It  is  good  news  indeed  that  compa- 
nies are  doing  more  than  cutting 
back — they  are  looking  at  all  their  op- 
erations and  making  hard  choices.  IP 
sold  its  giant  Canadian  newsprint  op- 
erations last  year  and  is  pouring  mon- 
ey into  becoming  a  more  efficient  pa- 
per producer  in  the  U.S.,  a  sign  that 
the  industry  is  becoming  more  con- 
cerned with  return  on  assets  than 
with  assets  alone. 

Consolidation  is  inevitable.  Louisi- 


ana-Pacific, with  debt  a  low  15%  ot 
capitalization,  is  looking  for  an  acqui- 
sition. "I  know  of  at  least  two  chiel 
executives  who  are  worried  about  a 
takeover,"  says  one  forest  products 
executive.  Says  Robert  Hellendale, 
president  of  Great  Northern  Nekoosa: 
"This  is  a  capital-intensive  business 
Only  big  companies  can  afford  a  $50C 
million  pulp  mill." 

As  recession  offers  opportunities  tc 
bold,  alert  investors,  so  it  does  foi 
bold,  alert  managements.  Say  this, 
then,  for  high  interest  costs  and  tht 
housing  collapse:  It  has  brought  this 
industry  down  from  the  clouds  anc 
face  to  face  with  reality.  Says  a  Louisi- 
ana-Pacific spokesman:  "Trees  are  nc 
longer  a  security  blanket.  An  asset  is 
worth  no  more  than  it  earns."  ■ 


The  world  changes,  but  boiler  room  tactics 
never  seem  to.  Meet  the  latest  master:  Rob- 
ert Brennan  of  First  Jersey  Securities. 


Come  grow 
with  us" 


By  Richard  L.  Stern 
with  Laura  Rohmann 


You  may  have  seen  this  com- 
mercial on  late  evening  or  early 
morning  television: 

Bucolic  scene  Man  with  horses  Man 
handsome,  well  groomed,  moneyed  man- 
ner. Loving. 

Camera  pans  to  a  mare  and  her  foals 
and  then  to  horses frolicking  in  a  paddock. 
Mother  love.  Frisky  youth. 

Voice-over:  "Birth,  growth,  maturity. 
I  lorses  and  companies  hai  ©  these  things  in 
common,  according  to  this  man.  Boh 
Brennan.  president  of  First  Jersey  Securi- 
ties, a  full-service  investment  firm  with  a 
knack  for  weighing  risks  and  choosing 
winners. . . .  We  help  you  pick  winning 
investments.  First  Jersey  Securities,  one  of 
America's  fastest-growing  investment 
firms.  Come  grow  with  us. " 

This  soft-sell  come-on,  with  its  even- 
tual hard-sell  follow-ups,  has  helped 
New  York-headquartered  First  Jersey's 


revenues  grow  from  $4  million  in  1 977 
to  a  reported  $35  million  last  year, 
according  to  figures  filed  with  the  Se- 
curities &  Exchange  Commission. 
President  Robert  Brennan,  38,  recently 
boasted  that  he  fielded  500  salesmen, 
has  23  offices  around  the  country  and 
has  opened  more  than  100,000  ac- 


Brennan  o  f  First  Jersey 

A  regular  on  late-night  TV. 
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counts.  Since  his  salesmen  work  chief- 
ly by  telephone,  their  expansion  is 
limited  only  by  how  quickly  they  can 
register  in  the  different  states. 

But  the  picture  that  SEC  transcripts 
and  disgruntled  former  salesmen  pro- 
ject of  Brennan's  operations  is  far  dif- 
ferent from  the  one  that  the  TV  com- 
mercials depict. 

First  Jersey's  openingpitch,  to  people 
who  respond  to  advertising  or  are  mere- 
ly garnered  from  the  telephone  directo- 
ries, is  simple  enough: 

Good  morning,  Mr.    .  This  is 

 from  First  Jersey  Securities  here 

 How  are  you  today?  Do  you 


in  

have  a  moment  to  spare  on  the  phone  or 
would  it  be  better  if  I  stopped  out  to  see  you 
tomorrow  afternoon?  I've  been  contact- 
ing some  business  people  in  your  area, 
it  inch  leads  me  to  callingyou.  Is  First  Jersey 
Securities  at  all  familiar  toyou? 

First  Jersey  is  a  full-service  investment 
broker,"  the  telephone  salesman  re- 
ports. "We  handle  all  buy  and  sell  orders 
on  the  listed  stock  exchanges,  over-the- 
counter  market  and  various  other  ini  est- 
ment  vehicles,  such  as  municipal  bonds, 
cotporate  bonds,  money  market  funds 
and  retirement  plans. 

It's  what  happens  next  that  bothers 
First  Jersey's  critics.  According  to  a 
former  Brennan  salesman,  a  typical 
pitch  continues:  . . .  We  specialize  in 
recommending  stocks  in  smaller  to  medi- 
um-size companies.  The  reason  1  am  call- 
ii  ig  you  now  is  that  u  >e  're going  to  continue 
to  have  a  broad  range  of  investment 
prospects  in  the  coming  months.  I  am  very 
interested  in  expanding  my  base  of  clients 
in  your  area,  and  I  was  u  oudering  if  you 'd 
like  me  to  call  you  also  when  something 
exciting  crosses  my  desk? 

That  "something  exciting"  could  be 
Chefs  International,  Rampart  General, 
the  bankrupt  Topps  &  Trowsers, 
TransNet,  Pubco,  URT  Industries,  In- 
ternational Thoroughbred  Breeders  or 
Great  American  Recreation.  Not  ex- 
actly a  stellar  lineup.  One  salesman 
notes  that  Chefs  International  was  rec- 
ommended at  least  six  times  in  less 


than  two  years.  His  pitch  during  the 
fourth  week  of  sales  typically  begins, 
"Hello,  I  need  two  minutes  of  your 
undivided  attention." 

"Sure  we  can  handle  all  sorts  of  stock 
orders,"  says  one  recently  departed 
First  Jersey  salesman.  "But  I  never  saw 
it."  Instead,  he  and  other  ex-salesmen, 
some  of  whom  testified  during  a  SEC 
hearing  in  New  York  two  years  ago,  are 
"programmed"  to  sell  whatever  the 
firm  is  pushing  that  week. 

By  law,  the  SEC  cannot  rule  on  the 
merits  of  a  company.  It  can  only  insist 
that  all  pertinent  information  be  dis- 
closed to  shareholders.  Most  potential 
buyers  undoubtedly  wouldhave  second 
thoughts  if  they  were  to  read  prospec- 
tuses and  other  filings  first.  The  reality, 
of  course,  is  that  they  don't.  The  small 
shop  owners  and  working  people  First 
Jersey  frequently  calls  might  not  under- 
stand a  prospectus  anyway.  So  full  dis- 
closure has  no  terrors  for  the  likes  of 
Brennan. 

Take  a  typical  Brennan  offering, 
Chefs  International,  operator  of  Lob- 
ster Shanty  and  La  Crepe  restaurants.  A 
1980  prospectus  discloses  that  First 
Jersey  is  accused  by  the  SEC  of  manipu- 
lating its  stock.  At  that  time  Brennan 
was  the  owner  of  3.4  million  shares.  He 
also  owned  a  corporation  with  the  right 
to  the  name  Lobster  Shanty  and  Little 
Lobster  Shanty.  A  Brennan-owned 
company  supplied  some  of  Lobster 
Shanty's  frozen  seafood  and  paper 
products,  and  he  leased  to  Chefs  two  of 
the  restaurants  it  ran  in  Florida. 

Brennan  also  had  his  own  Lobster 
Shanty  restaurants  in  New  Jersey. 
Moreover,  John  Baker,  chief  executive 
officer  of  Chefs  and  another  major 
shareholder,  also  worked  "in  manage- 
ment of  various  restaurants  principally 
owned  by  Mr.  Brennan."  Chefs  had  a 
"significant  shortage  of  working  cap- 
ital" and  "substantial  losses  since  in- 
ception. ..."  Brennan,  through  a  com- 
pany called  Amboy  Capital  Corp.,  had 
entered  into  a  leaseback  equipment 
arrangement  with  Chefs. 


All  that  should  have  given  prospec- 
tive buyers  considerable  hesitation, 
but  few  read  Chefs  International's  pro- 
spectus. What's  more,  to  grasp  the  full 
conflict-of-interest  implication,  an  in- 
vestor would  also  have  to  have  read  the 
prospectus  of  TransNet,  another  First 
Jersey-sponsored  company. 

Amboy,  Brennan's  private  company, 
was  sold  to  TransNet  for  $250,000  in 
April  1977.  That  was  $150,000  more 
than  Brennan  paid  for  it  in  March  1976. 
A  Dec.  11,  1980  TransNet  prospectus 
notes  that  $850,000  of  the  $5  million  it 
was  hoping  to  raise  would  retire  "the 
outstanding  Amboy  10%  convertible 
subordinated  debentures" — meaning 
that  TransNet  had  paid  a  high  price  for  a 
company  that  in  its  June  1980  annual 
report  was  not  doing  well. 

TransNet  was  to  have  been  sold  to 
yet  another  First  Jersey  favorite,  Data 
Access  (Forbes,  Feb.  1,  1982).  But  the 
sale  never  went  through.  Later,  it 
was  revealed  that  Data  Access'  earn- 
ings were  overstated.  Brennan  was 
out  of  Data  Access  by  then,  having 
sold  his  major  interests  for  a  report- 
ed $6.50  a  share.  Data  Access,  once 
as  high  as  23,  recently  sold  for  as 
low  as  IVz. 

Another  First  Jersey  favorite  is 
Great  American  Recreation,  opera- 
tors of  Vernon  Valley  and  Great 
Gorge.  Owner  of  12.4  million  shares 
(49.6%)  was  Gene  Mulvihill.  Mulvi- 
hill  had  been  controlling  shareholder 
of  Mayflower  Securities,  a  New  Jersey 
brokerage  firm  that  went  out  of  busi- 
ness in  the  mid-Seventies  amid  a 
barrage  of  SEC  charges  of  stock  ma- 
nipulation. That's  where  Brennan  got 
his  start.  Many  Mayflower  salesmen 
went  with  Brennan  when  he  opened 
First  Jersey  in  1974.  Back  to  Great 
American.  This  company  acquired 
for  $1.34  million  some  amusement 
rides  near  Denver  that  had  been  one- 
third  owned  by  Mulvihill,  and  leased 
the  land  under  the  rides  that  also  was 
one-third  owned  by  Mulvihill. 

Interestingly,  clients  who  request 


Brennan  and  his  horses  in  a  First  Jersey  commercial 

The  image-building  is  soft,  but  the  sales  pitch  is  hard. 
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further  information  on  Great  Ameri- 
can may  receive  a  glowing  report 
(which  fails  to  include  past  earnings) 
from  a  Windsor,  Conn. -based  invest- 
ment advisory  firm  known  as  Predic- 
tor Management.  Predictor  also  has 
recommended  another  First  Jersey 
stock,  Geosearch.  A  1974  SEC  filing 
lists  Robert  Lerman  and  John  Ferraro 
among  the  principal  shareholders  of 
Predictor.  A  July  1981  First  Jersey  pro- 
spectus for  a  metal  fabrication  com- 
pany known  as  Thermodynetics  lists 
Ferraro  as  its  chairman  and  Lerman  as 
its  president.  Lerman  denies  a  con- 
flict of  interest,  saying  he  has  not 
been  associated  with  Predictor  for  the 
past  four  years.  Maybe  so,  but  the 
coincidence  is  interesting. 

One  of  First  Jersey's  newest  favor- 
ites: International  Thoroughbred 
Breeders,  breeders  of  racehorses. 
Brennan  owns  millions  of  dollars  in 
thoroughbreds  and  holds  2.5  million 
shares  of  ITB  for  which  he  paid  10 
cents  a  share,  as  against  a  subsequent 
public  offering  price  of  $1. 

What's  wrong  with  that?  Only  that 
the  bottom  line  is  this:  Brennan  and 
other  insiders  put  up  7%  of  ITB's  cap- 
ital and  took  back  41%  of  the  stock. 
On  top  of  that,  the  prospectus  notes 
that  ITB  may  board  some  of  its  horses 
at  farms  owned  by  a  director  and  a 
former  director.  As  for  Brennan,  he 
also  has  the  right  to  another  7.5  mil- 
lion shares  at  10  cents  a  share.  There's 
also  the  fact  that  two  partnerships 
controlled  by  officers  or  employees  of 
First  Jersey  were  leasing  from  ITB  15 
of  its  23  broodmares,  with  the  rights 
to  the  first  two  foals  of  the  brood- 
mares born  through  June  30.  The 
name  of  one  of  Brennan's  private 
horse  stables:  Due  Process. 

Brennan  boasts  that  he  helps  fi- 
nance public  companies  that  other- 
wise might  not  make  it  as  an  under- 
writing. He  charges  accordingly.  A 
1981  prospectus  for  Electromedics 
lists  expenses  and  fees  for  First  Jersey 
at  18%  of  the  $4  million  being  raised. 
"There's  an  unpublished  fee-schedule 
guideline  at  the  NASD  [National  As- 
sociation of  Securities  Dealers),  and 
First  Jersey  is  always  right  at  the  top 
of  it,"  says  one  former  investigator. 

Another  source  of  profits  for  First 
Jersey,  the  SEC  charges,  is  buying 
stock  at  low  prices  from  one  custom- 
er and  then  selling  them  at  much 
higher  prices  to  another  customer. 
The  SEC  charged,  for  instance,  that 
in  1975,  Paterson  office  manager 
Robert  Santo  told  clients  that  Glenco 
Scientific  was  no  longer  a  good  in- 
vestment and  that  they  should  sell  at 
70  cents  a  share.  Weeks  later, 
charged  the  SEC,  Santo  and  other 


salesmen  were  pushing  Glenco  as  a 
good  buy.  The  price:  over  $4  a  share. 
In  between,  charged  the  SEC,  the 
stock  had  spiraled  up,  trading  in  and 
out  of  a  number  of  accounts,  includ- 
ing those  of  Brennan's  father  and  his 
mother-in-law.  During  the  following 
months  of  SEC  hearings,  Brennan  de- 
nied the  allegations. 

Salesmen  report  that  First  Jersey 
sometimes  goes  to  great  lengths  to 
hold  up  the  price  of  a  stock  it  is 
selling  or  distributing.  Several  told 
Forbes  that  they  were  not  paid  com- 
missions on  sell  orders  for  custom- 
ers; only  on  buy  orders.  One  ex- 
salesman  says  there  was  "hell  to 
pay"  from  the  office  manager  if  he 
tried  to  help  a  customer  sell  a 
stock — unless  a  sale  was  urged  from 
the  front  office.  "Our  manager,"  says 
another  former  salesman,  "told  us  to 
move  our  customers  out  of  Pubco 
when  it  was  around  $3  and  into 
URT  Industries  at  $1.25  to  SI. 50. 


Brennan  lives  lavishly  and. 
seems  to  regard  his  own  ex- 
travagance as  inspiration 
for  his  salesmen  to  do  like- 
wise. It  often  is. 


Two  months  later  URT  was  selling 
at  50  cents,  Pubco  at  about  $2.35.  It 
didn't  make  sense  to  me." 

Brennan,  in  testimony  before  the 
SEC,  boasted  that  95%  of  his  sales- 
men were  college  educated.  The  other 
side  of  the  story,  according  to  former 
salesmen,  is  that  few  had  any  under- 
standing of  the  brokerage  business. 
But  even  they  find  First  Jersey  to  be 
an  excellent  school  for  salesmen.  One 
ex-salesman  in  his  mid-20s  says  he 
was  making  $35,000  a  year,  and  he 
could  have  been  making  more  than 
$100,000  a  year  fast.  Some  salesmen 
get  out  and  move  on  to  more  estab- 
lished firms.  One  former  salesman 
says  he  was  "welcomed"  by  his  new 
"establishment"  firm  because  one 
thing  First  Jersey  teaches  is  how  to 
sell.  Others  stay  on,  and  as  they  move 
up  in  the  ranks  are  rewarded  with 
direct  participation  at  near-giveaway 
prices  in  some  of  the  deals,  such  as 
International  Thoroughbred  Breeders. 
On  the  other  hand,  Brennan  also  is 
feared.  Many  would  talk  to  Forbes 
only  upon  promises  that  their  names 
would  not  be  disclosed. 

Bob  Brennan  lives  lavishly  and 
seems  to  regard  his  extravagance  as 
an  inspiration  to  salesmen  to  do  like- 
wise— as  indeed  it  often  is.  Brennan 
would  not  talk  to  Forbes  about  First 
Jersey  or  himself.  However,  his  life  is 


fairly  public.  There's  a  mansion  with 
a  ten-room  guest  house  in  Brielle,  N.J., 
near  the  ocean,  complete  with  heated 
swimming  pool,  hot  tub  and  lighted 
tennis  court.  Brennan  reportedly  has 
been  married  twice  and  has  sever 
children.  There's  a  horse  farm  in  Flor- 
ida and  another  in  New  Jersey.  And 
salesmen  talk  of  private  helicopters, 
planes,  and  all  the  accoutrements  of  2 
very  rich  man.  Top  salesmen  are 
whisked  by  chartered  jet  to  the  Baha 
mas.  There's  a  big  Christmas  dinnei 
at  the  Playboy  Hotel  near  the  Great 
Gorge  ski  area.  Top  producers  receive 
cars  as  presents. 

Investigators  at  the  NASD  and  the 
SEC  who  have  worked  on  the  Firsi 
Jersey  Securities  case  have  come  to  a 
grudging  respect  for  Brennan.  Says 
one:  "He's  a  brilliant  man  who  in  his 
mid-20s  had  made  big  marks  at  De 
loitte  Haskins  &  Sells  |the  accounting 
firm)  before  he  left  to  test  his  wits  ir 
the  brokerage  business."  Brennar 
conducted  his  own  defense  during  tht 
1 1  months  of  SEC  investigations.  One 
former  NASD  investigator  notes  thai 
Brennan  is  well-connected  in  New  Jer 
sey  politics. 

Chances  are  that  the  SEC  will  settle 
with  Brennan  on  fairly  generous 
terms:  Its  lawyers  and  investigators 
are  no  match  for  his  expensive  law 
yers  and  his  own  shrewd  feel  for  how 
to  stay  on  the  right  side  of  the  law 
The  settlement  may  bar  Brennar 
from  associating  with  any  securities 
firm  for  six  months  and  prohibit  Firs) 
Jersey  from  opening  new  accounts  foi 
a  single  month.  Big  deal.  Brennan  will 
not  mind  spending  six  months  with 
his  horses.  The  salesmen?  You  car 
prevent  them  from  opening  accounts, 
but  you  can't  stop  them  from  making 
telephone  calls  laying  the  groundwork 
for  future  openings  or  prevent  activity 
in  existing  accounts. 

There  are  curious  things  in  Bren- 
nan's files.  In  manipulating  the  prices 
of  some  of  his  stocks,  according  to  the 
SEC,  he  used  a  brokerage  account  reg- 
istered in  his  father's  name.  His  fa- 
ther, Henry  Brennan,  is  a  Catholic 
priest  who  joined  the  Order  of  the 
Servants  of  the  Sick  in  1973  after  one 
of  Brennan's  brothers  was  shot  dead 
and  his  mother  dropped  dead. 

Brennan  is  a  complex  character.  One 
of  his  first  two  racehorses  was 
SCHRIDE,  an  acronym  for  the  slogan 
he  uses  to  inspire  his  salesmen:  S  foi 
self-confidence,-  C  for  courage;  H  foi 
honesty;  R  for  responsibility;  /  for  im- 
patience— with  oneself,  but  not  others; 
D  for  determination;  £  for  enthusiasm. 

That's  good  advice  for  salesmen. 
Forbes'  best  advice  to  investors,  how- 
ever, is  caveat  emptor.  ■ 
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fHE  CITI  OF  TOMORROW 


Where  the  most  important  part  of  electronic  banking  isn't  electronic. 


What  makes  The  Citi  of  Tomorrow  so  unique  is  the 
people  behind  it.  Some  of  the  best  qualified  bankers 
in  the  world . . .  Citibankers. 

They've  allowed  us  to  develop  the  most  advanced 
electronic  banking  system  available. 

They're  our  account  officers  who  can  apply  this 
expertise  to  help  your  company. 

They're  also  a  staff  of  Citibank  consultants  who  can 
assist  with  your  cash  management  problems  today  and 
help  you  understand  and  cope  with  changes  in  the  future 

As  well  as  a  team  of  service  professionals  who  are 
always  there  to  work  with  your  staff  to  bring 

1981  Citibank,  N  A  Member  FDIC 


new  efficiency  and  productivity  to  your  back  office. 

And  since  our  back  office  operation  has  gone 
through  an  extensive  trial-and-error  period  at  our  end, 
you  wont  have  to  go  through  it  at  yours. 

For  some,  the  key  to  electronic  banking  is 
technology.  At  Citibank,  the  key  is  the  people  behind  it. 

For  more  information,  call  your  account  manager 
or  Robert  Mendes,  VP,  at  (212)  5594980. 

CITIBANK® 

GLOBAL  ELECTRONIC  BANKING 

The  Citi  bl  Tbmbrrbw  and  Global  Electronic  Banking  are  service  marks  of  Citibank  N  A. 


Technology  should  solve  your  business  problems  without 
creating  more  of  them.  And  Bell  has  the  systems  to  prove  it. 


For  example,  the  First  Wisconsin  National  Bank  has  1800 
ita  terminals  scattered  over  three  states,  updating  accounts  and 
^changing  information  with  the  bank's  computers  in  Milwaukee, 
a  terminal  suddenly  runs  wild,  part  of  the  network  is  jammed. 

Our  trouble-shooting  Dataphone*  II  communications 
rstem  solves  the  problem.  It  not  only  transmits  data  over 
lephone  lines,  but  monitors  the  flow  of  data  as  well,  locating  and 
□lating  trouble  instantly— even  zeroing  in  on  the  very  component 
ivolved.  For  First  Wisconsin,  that's  money  in  the  bank. 

If  your  business  has  an  information  management  problem, 
lances  are  communications  products  from  Bell— like  the 
•ataphone  II  system— can  solve  it  in  trouble-free  fashion.  One  call 
>  your  Bell  System  Account  Executive  will  start  putting  our 
nowledge  to  work  for  you. 


The  knowledge  business 

@ 


The  Up-And-Comers 


If  you  know  the  angles  of  bankruptcy  reor- 
ganizations, Chapter  11  can  spell  opportu- 
nity even  for  an  erstwhile  lemon  like  Four 
Seasons  Nursing  Centers. 

"The  black  world 
of  bankruptcy" 


By  Howard  Rudnitsky 

Grave  robbing,  they  say,  is  the 
world's  second-oldest  profes- 
sion. Given  the  recent  spate  of 
corporate  bankruptcies,  it  may  even 
become  a  growth  industry.  Why?  Be- 
cause, odd  as  it  may  seem,  Chapter  1 1 
reorganizations  can  make  a  marvel- 
ous spawning  ground  for  Up-And- 
Comcrs.  If  you  know  what  you're  do- 
ing, that  is. 

Consider  the  case  of  James  R.  Tol- 
bert  IE.  A  little  over  ten  years  ago 


Tolbert  became  court-appointed  trust- 
ee in  the  biggest  bankruptcy  of  the 
day:  Four  Seasons  Nursing  Centers. 
As  is  not  unusual  in  such  situations, 
Tolbert  got  the  chance  partly  because 
the  judge  on  the  case  was  a  personal 
friend. 

"It  was  one  big  mess,"  Tolbert  re- 
calls with  a  reflective  puff  on  one  of 
his  50  briars.  "The  company  was 
scandal-ridden.  Jack  Clark  [the  then- 
CEO]  later  went  to  jail.  And  investors 
were  suing  everyone  in  sight." 

Angels  may  have  feared  to  tread 


anywhere  near  Four  Seasons  at  the 
time,  but  Tolbert,  then  36,  rushed 
right  in  to  lead  the  company  out  of 
bankruptcy.  And  certainly  not  be- 
cause he  was  a  fool. 

In  just  ten  years  Tolbert  has  rebuilt 
Four  Seasons,  now  called  Anta  after 
the  Choctaw  word  for  "to  rest  or 
abide,"  into  a  $153  million  (sales) 
company  earning  around  $10  million 
on  rebuilt  equity  of  $75  million. 
That's  a  respectable  return  on  equity 
of  13%,  with  the  help  of  $25  million 
in  long-term  debt.  More  to  the  point, 
the  company  now  has  promising  in- 
terests in  aluminum  products  and  oil 
and  gas  drilling  and  exploration  as 
well  as  nursing  homes. 

That's  no  mean  achievement  con- 
sidering what  Tolbert  had  to  start 
with — a  $17  million  (sales)  company 
all  but  drowned  in  over  $100  million 
of  debt.  "It  took  eight  months  just  to 
assemble  a  balance  sheet  we  be- 
lieved," he  recalls. 

Why  bother  confronting  such  Her- 
culean obstacles  when  it's  enough  of  a 
headache  just  starting  up  a  company? 
Because  Jim  Tolbert  knows  his  way 
around  the  strange  world  of  Chapter 
1 1  reorganizations  very  well. 

A  graduate  of  the  Stanford  School  of 
Business  in  1959,  he  was  immediately 
hired  to  help  take  a  scandal-ridden 
company  called  Selected  Investments 
out  of  bankruptcy.  Selected  Invest- 
ments was  reorganized  into  Doric 
Corp.,  and  Tolbert  stayed  on  as  a  vice 
president  for  five  years,  looking  for 
small  acquisitions.  But  Tolbert 
yearned  to  be  his  own  boss.  He  left  in 
1964,  and  within  four  years  he  formed 
three  small  consulting  firms,  special- 
izing in  small  ailing  businesses — of 
which  there  was  no  shortage  in  Okla- 
homa City.  When  the  first  court-ap- 
pointed trustee  for  Four  Seasons 
threw  in  the  towel  in  1971,  Tolbert 
was  asked  by  his  friend  the  judge  to 
take  it  on. 

Tolbert  shrewdly  spotted  an  oppor- 
tunity to  win  some  crucial  conces- 
sions from  the  Securities  &  Exchange 
Commission  at  the  outset.  "Four  Sea- 
sons'. $14  million  tax-loss  carryfor- 
ward wasn't  worth  much  unless  the 
reorganized  company  could  retain  at 
least  $10  million  in  cash,"  he  argued. 
Why  use  that  cash  to  make  a  partial 
repayment  of  the  $25  million  in 
claims  from  unsecured  creditors  when 
they  stood  a  chance  to  recover  all  of 
their  claims  by  becoming  stock- 
holders in  the  reorganized  company? 

The  SEC  reluctantly  agreed,  fearing 
that  further  delay  would  only  jeopar- 


Anta  Chairman  James  Tolbert 

"it  tooh  eight  months  just  to  assemble  a  balance  sheet  we  believed." 
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dize  even  partial  recovery  by  credi- 
tors. The  only  condition  was  that  Tol- 
bert  himself  become  chief  executive 
of  the  reorganized  company,  an  un- 
precedented move  by  the  SEC.  But 
then,  Tolbert  had  them  over  a  barrel. 
The  SEC  would  have  been  hard 
pressed  to  find  a  professional  manager 
willing  to  take  on  a  nursing  home 
business,  and  no  one  knew  more 
about  the  company  than  Tolbert. 

Starting  in  February  1971,  Tolbert 
began  selling  off  land  and  nursing 
homes  to  pay  down  Four  Seasons' 
debt  from  over  $100  million  to  under 
$40  million,  artfully  reconciling  the 
often  conflicting  demands  of  stock- 
holders and  creditors. 

"It  was  a  genuine  balancing  act,"  he 
explains.  "The  company  had  raised 
money  by  every  conceivable  means. 
We  decided  to  resolve  the  lesser  dollar 
problems  first,  and  we  compromised 
on  a  lot  of  those.  We  were  mired  down 
in  litigation.  On  top  of  that,  we  were 
working  with  bad  numbers." 

By  June  1972,  with  the  aid  of  sub- 
stantial deferred  interest  payments, 
he  was  operating  at  a  profit.  Four  Sea- 
sons, already  in  better  shape,  was 
ready  to  be  reborn  as  Anta.  Says  Tol- 
bert: "When  we  came  out  of  bank- 
ruptcy we  had  27  nursing  homes  that 
were  marginally  profitable,  a  few 
child-care  centers  I  later  sold,  a  portfo- 
lio of  real  estate  for  projects  that  never 
got  started  and  $10  million  in  cash." 

Tolbert  weighed  his  options  careful- 
ly. "We  decided  it  wasn't  prudent  to 
invest  any  more  money  in  nursing 
homes,"  he  recalls.  "For  one  thing,  we 
didn't  have  the  management  to  do 
that.  Second,  the  government's  ap- 
proach to  the  nursing  home  business 
was  in  flux." 

So  Tolbert  decided  to  diversify,  in 
late  1973,  acquiring  $28  million  (sales) 
Nichols-Homeshield,  an  integrated 
manufacturer  of  aluminum  building 
products,  for  $10  million  in  cash.  Says 
Tolbert,  "It  was  a  quality  company 
that  had  potential  and  was  available  at 
a  reasonable  price — 7Vi  times  earn- 
ings. We  had  the  cash  and  we  had  the 
tax  losses  to  offset  their  earnings." 
Last  year  sales  were  up  to  $92  million. 
And  even  in  a  horrible  year  for  hous- 
ing, earnings  this  year  should  be  near- 
ly 15%  on  investment. 

Tolbert's  second  acquisition  came 
in  1976:  PPD  Corp.,  a  $25  million 
(sales)  maker  of  polyethylene  plastic 
film  packaging  products,  for  which  he 
paid  $10  million  in  cash.  This  was  a 
major  risk,  as  Tolbert  readily  admits: 
"PPD  was  my  biggest  mistake  in  ten 
years  with  the  company.  We  estab- 
lished a  $3.5  million  reserve,  and  we 
are  liquidating  it.  I  didn't  realize  the 


tremendous  amount  of  innovation  go- 
ing on  in  the  industry.  And  I  didn't 
understand  the  distribution.  Finally,  I 
completely  misunderstood  the  eco- 
nomics of  the  raw  materials  side." 

Fortunately,  Tolbert  didn't  realize 
what  a  big  mistake  he  had  made  for  a 
few  years.  If  he  had,  he  might  have 
shied  away  from  what  promises  to  be 
his  best  move  yet.  In  November  1977 
Tolbert  used  1.6  million  shares  of 
Anta  stock,  bought  in  at  a  sizable  dis- 
count to  net  worth,  to  acquire  the 
privately  owned  Bonray  companies, 
an  Oklahoma-based  contract  drilling 
and  exploration  services  outfit.  It  was 
a  shrewd  purchase.  For  $13.5  million 
Tolbert  got  nearly  $2  million  in  earn- 
ings the  first  year. 

Not  only  did  the  oil  drilling  services 
boom  take  off  a  few  years  later,  but 
the  deal  also  gave  Anta  a  friendly 
stockholder  base.  Even  though  Tol- 
bert had  some  problems  with  PPD, 
the  nursing  homes  were  making  rec- 
ord profits  and  Nichols-Homeshield 
was  also  booming.  That  caught  the 
eye  of  another  nursing  home  com- 
pany, Hillhaven,  Inc.,  which  began 
buying  Anta  stock.  But  Tolbert  now 
had  Bonray's  owners,  the  Hefner  fam- 
ily, as  his  biggest  stockholders,  with 
nearly  one-third  of  Anta's  4'/2  million 
shares.  And  the  Hefners  stood  behind 
Tolbert  all  the  way. 

No  wonder.  The  Hefners  had  sold 
out  to  Anta  as  a  means  of  going  public 
without  paying  taxes,  meanwhile  di- 
versifying their  holdings. 

Last  year  Tolbert  and  the  Hefners 
sold  off  24%  of  Bonray  Drilling  stock 
on  the  open  market  and  plowed  $8.5 
million  of  it  back  into  that  business. 
That  plus  another  $7  million  out  of 
Anta's  $20  million  cash  flow,  and  $10 
million  in  local  loans,  was  enough  to 
double  Bonray  Drilling's  size,  bringing 
the  total  to  15  onshore  drilling  rigs. 

As  for  the  nursing  home  side  of  the 
business,  Tolbert  says  he's  uncon- 
cerned about  the  impending  cutbacks 
in  Medicaid  benefits.  "The  cutbacks 
will  make  a  lot  of  properties  avail- 
able," he  argues.  "Many  homes  are 
held  by  operators  of  one  to  four 
homes.  We'll  go  after  managing  those. 
I  expect  that  over  the  next  five  years 
we'll  double  the  size  of  Four  Seasons 
from  4,000  to  about  8,000  beds.  It  will 
be  profitable  growth,  I  assure  you." 
Indeed,  even  without  much  growth  in 
his  nursing  homes,  Tolbert  has  been 
able  to  increase  earnings  each  year. 

Part  of  the  reason  traces  back  to  his 
expertise  in  bankruptcy.  When  Chal- 
lenge Ministries,  a  chain  of  19  operat- 
ing not-for-profit  nursing  homes  run 
by  an  Assembly  of  God  preacher, 
went  bust  in  late  1979,  Tolbert  offered 
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Rockwell  International  know-hov 
Sophisticated  systems  for 
improved  printing  production. 
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When  newspapers  and  printers  want  to 
increase  productivity  and  improve  print  quality, 
they  automatically  look  to  Rockwell  International 
leadership:  Today  our  Goss  offset  presses  print  two 
out  of  three  major  U.  S.  daily  papers,  and  a  growing 
Sn umber  of  tether  newspapers  and  commercial 
printers  worldwide  also  are  using  Goss  equipment. 

In  -our  General  Industries  businesses,  the 
X  iraphic  Systems  Division  put  our  sophisticated 
:know--how  to  work  to  create  a  totally  integrated 
lUtpproach  to  printing  production.  Through 
filiation  of  our  "state-of-the-art"  electronics 


and  offset  press  technologies,  we've  developed  an 
automated  process  that  controls  and  monitors  evei 
step  of  production  from  handling  giant  rolls  of  pap 
to  bundling  finished  newspapers. 

In  General  Industries,  Rockwell  is  a  leader 
in  industrial  valve  technology  and  in  gas  and  wate; 
metering  equipment.  And  we're  applying  our 
technology  to  the  development  of  alternative 
energy  sources. 

General  Industries  is  one  of  the  vital 
businesses  at  Rockwell  International,  a  $7  billion 
worldwide,  multi-industry  company.  We're  at  the 
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iding  edge  of  technology  in  our  other  principal 
sinesses  as  well:  Automotive,  Aerospace  and 
sctronics. 

Furthermore,  to  manage  these  technologies, 
:'ve  developed  systems  that  are  as  advanced  as  the 
zhnologies  themselves. 

We've  put  the  right  engineering  and 
inufaeturing  teams  together  with  the  right 
inagement  to  meet  many  of  the  world's 
precedented  challenges. 


//  you  are  interested  in  any  of  the  products  of 
Rockwell  International  or  want  to  learn  more  about 
us,  write:  Rockwell  International,  Department  815R-4, 
600  Grant  Street,  Pittsburgh,  PA  15219. 


■ 


Rockwell  International 

...  where  science  gets  down  to  business 

Automotive /Aerospace 
Electronics /General  Industries 


to  reorganize  it  and  guaranteed  a 
$7.75  million  loan.  Needless  to  say, 
Anta  came  out  ahead.  "We  got  a  15- 
year  management  contract,  an  option 
to  purchase  any  properties  at  a  fixed 
price,  and  until  the  debt  we  guaran- 
teed is  extinguished,  Anta  stands  in 
place  of  Challenge's  directors  in  mak- 
ing basic  decisions,"  Tolbert  explains. 
In  other  words,  Anta  is  running  the 
show  for  virtually  nothing.  Tolbert  al- 
ready has  sold  off  some  properties  at  a 
profit.  Now  that  he  has  Challenge — 
with  1,100  beds — running  smoothly 
again,  he's  starting  to  expand  it. 

Tolbert  also  made  skillful  use  of  an- 
other bankruptcy  to  get  himself  some 
oil  drilling  rigs  at  a  time  when  there  was 
a  20-month  wait  for  delivery  on  the 
open  market.  Says  Tolbert:  "Through 
our  contacts  in  the  black  world  of 
bankruptcy  we  found  a  company  in 
Houston  that  needed  to  sell  rigs  to  raise 
cash.  So  we  got  three  rigs  at  a  good  price 
and  at  the  right  time.  Otherwise  we 
would  have  had  a  long  wait. 

"The  point  is,  we  know  how  to 
make  a  successful  transaction  in  a  re- 
organization situation,"  Tolbert  adds. 
"I  have  to  admit  that's  a  rare  asset." 

Tolbert  has  also  been  steadily 
buying  back  Anta  shares  at  a  dis- 
count. Given  the  unusually  large  num- 
ber of  disgruntled  involuntary  share- 
holders he  was  faced  with,  Tolbert 
had  little  choice  if  he  hoped  to  avoid 
takeover.  Anta's  book  value  as  a  result 
is  over  $19  a  share  today,  of  which 
$5.50  a  share  is  in  cash  at  a  time  when 
his  stock  sells  for  a  depressed  $14  a 
share.  Even  those  numbers  are  conser- 
vative. "There's  no  doubt  that  the 
nursing  homes  are  worth  a  lot  more 
than  they  are  carried  for,"  says  Tol- 
bert. "They  are  eminently  salable." 

That  book  value  figure  also  gives  no 
market  value  to  Bonray's  oil  and  gas 
reserves  or  the  worth  of  its  drilling 
rigs.  The  point  is  that  unlike  the 
"concept"  days  when  the  nursing  care 
industry  was  a  lot  of  air  and  virtually 
no  substance,  Anta  today  has  built-in 
values  of  some  significance. 

So  from  the  rotting  corpse  of  scan- 
dal-ridden Four  Seasons  Nursing  Cen- 
ters has  emerged  a  phoenix  of  bright 
promise  and  fast-increasing  worth. 
Tolbert  himself  owns  only  90,000 
Anta  shares  (including  options- to  buy 
12,000),  a  2%  position  worth  about 
$1.25  million.  But  that's  nothing 
compared  with  the  Hefner  family  and 
two  foreign  investors,  who  together 
hold  over  40%  of  Anta's  stock  worth 
some  $30  million.  That  alone  is 
enough  to  pay  off  Four  Seasons'  unse- 
cured creditors  twice  over,  a  fact  not 
one  of  them  would  have  dreamed  pos- 
sible ten  years  ago.  ■ 


The  Up-And-Comers 


David  Padwa's  friends  insisted  he  go  back 
to  work.  So  he  built  an  $85  million  genetic 
research  company — with  their  money. 


"Nine  meals  away 
from  murder" 


By  Lisa  Gross 


One  look  at  the  financial  state- 
ments of  Agrigenetics  Corp. 
would  be  enough  to  give  the 
average  businessman  cardiac  arrest. 
Thanks  to  three  acquisitions  in  1981, 
interest  charges  are  running  about  4 
times  last  year's  earnings  of  $3.7  mil- 
lion, and  the  little  $85  million  (sales) 
company's  return  on  highly  leveraged 
equity  is  a  paltry  6%. 

But  don't  think  that  Agrigenetics 
Chairman  David  Padwa  is  up  all  night 
pacing  the  floor  with  worry.  When 
Padwa  decided  to  start  buying  up  the 
best  of  the  regional,  one-crop  seed 
companies  back  in  1975  and  using 
their  excess  cash  flow  for  genetic  re- 
search, he  got  a  little  help  from  his 
friends.  Henry  Ford  tossed  $1  million 
into  the  pot,  for  example.  So  did  the 
British  and  French  Rothschilds,  and 
Zurich's  Rothschild  Bank  AG.  So  did 
the  Flick  family  of  Germany;  the  Bon- 
nier family  of  Sweden,-  Drummond 
Hadley  of  the  Busch  family;  the 
Marsh  family  of  Amarillo,  Tex.;  Ado- 
be Oil  President  B.J.  Pevehouse; 
James  Niven,  president  of  Pioneer 
Ventures  Corp.  and  a  director  of  AZL 
Resources;  and  Max  Palevsky,  who 
started  his  fortune  by  selling  his  Sci- 
entific Data  Systems  to  Xerox  for 
$100  million  back  in  1967.  Since 
then,  new  investors  such  as  Michel 
Fribourg,  chairman  of  Continental 
Grain,  Stewart  Mott  and  William 
Weyerhaeuser  have  joined  in. 

Why  are  they  all  betting  on  Padwa? 
Well,  for  one  thing,  because  he  has  an 
appealing  idea.  U.S.  agriculture  is  still 
widely  regarded  as  one  of  the  securest 
investments  in  the  world,  and  genetic 
research  one  of  the  most  promising. 


Padwa's  Agrigenetics  manages  to 
combine  the  two  by  setting  out  to  be 
the  first  genetic  research  company 
linked  with  the  lucrative  and  closely 
related  seed  business.  In  time,  Padwa 
hopes  to  end-run  seed  industry  profit 
leaders  like  com-oriented  Pioneer  Hi- 
Bred  and  DeKalb  AgResearch  by  be- 
coming a  national,  full-line  seed  com- 
pany in  that  highly  fragmented  indus- 
try. In  genetic  research  he  is  pinning 
his  hopes  on  such  potentially  big 
moneymakers  as  nitrogen  fixation 
(using  bacteria  to  reduce  the  need  for 
nitrogen  fertilizer),  hybrid  wheat  and 
cotton. 

Padwa  also  has  a  successful  track 
record  as  an  entrepreneur.  The  spirit 
came  to  him  in  the  form  of  boredom 
in  1960  as  he  was  laboring  away  at  a 
Ph.D.  in  government  and  public  law 
after  graduating  from  Columbia  Law 
School.  "There  was  this  extremely 
large,  tedious  dissertation  staring  me 
in  the  face,"  he  recalls.  "So  with  my 
life's  savings,  a  couple  of  thousand 
dollars,  I  started  a  consulting  com- 
pany called  Basic  Systems."  Basic  de- 
veloped training,  curriculum  and  edu- 
cational materials  like  training  man- 
uals for  computer  operators.  Padwa 
hit  pay  dirt  from  the  word  go.  By 
1965,  Basic  Systems  was  doing  $7 
million  a  year  in  sales,  and  Xerox  of- 
fered to  buy  it  for  $6  million  in  stock. 

After  two  years  with  Xerox  and  one 
year  of  teaching  at  Harvard,  Padwa 
went  native.  "I  climbed  mountains  in 
Asia  and  Europe,  sailed  the  Atlantic  in 
a  small  sailboat  and  generally  got  a  lot 
of  fantasies  out  of  my  system,"  he 
says  matter-of-factly. 

But  pretty  soon  friends  like  Gilbert 
de  Botton,  a  college  classmate  who 
had  become  managing  director  of  Zu- 
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rich's  Rothschild  Bank  and  now  heads 
Rothschild  Inc.  (formerly  New  Court 
Securities),  and  F.  Palmer  Weber  of 
Wall  Street  specialists  Speer,  Leeds  & 
Kellogg  began  nagging  him  to  go  back 
to  work.  Padwa,  a  shy,  bookish  man 
of  42  back  in  1974,  retired  to  his  old 
adobe  house  in  Santa  Fe,  N.M.  to 
ponder  his  fate.  He  disappeared  into 
scientific  journals  likeNature  and  the 
Proceedings  of  the  National  Academy  of 
science  and  surfaced  with  the  deci- 
sion that  he  would  gather  a  portfolio 
of  agricultural  investments.  His  read- 
ing had  convinced  him  that  there 
would  be  a  world  food  shortage  start- 
ing in  the  Eighties.  As  he  so  crisply 
puts  it:  "We're  all  nine  meals  away 
from  murder." 

The  trouble  was  that  there 
weren't  many  public  compa- 
nies he  could  invest  in  that 
were  truly  agriculturally  ori- 
ented. And  direct  investment 
in  most  agriculturally  related 
businesses  didn't  appeal  to  his 
business  instincts.  "We 
looked  at  commercial  ranch- 
ing, farming,  irrigation  equip- 
ment operations,  farm  imple- 
ment companies,"  he  says. 
"But  farming  is  a  way  of  life, 
not  a  current  return  business. 
If  you  want  to  own  a  yacht  in 
the  middle  of  Nevada,  then 
buy  a  ranch,"  he  goes  on  with 
one  of  his  rare  smiles.  "But 
not  as  an  investment." 

Then,  suddenly,  the  solution 
appeared.  In  March  1975  he 
came  upon  a  company  called 
the  Arkansas  Valley  Seed  Co. 
of  Denver,  owned  by  Robert 
Appleman,  a  prominent  man 
in  the  seed  industry.  Not  only 
was  Appleman  interested  in 
selling  his  $3  million  (sales) 
company,  but  he  was  even 
willing  to  teach  Padwa,  the  pe- 
rennial student,  all  about  the  business. 
He  was  also  happy  to  open  doors  for 
Padwa  in  the  tight-knit  fraternity  of 
seedsmen.  With  Appleman's  assis- 
tance, Padwa  began  buying  up  other 
profitable  seed  companies  where  top 
management  would  agree  to  stay  on. 
To  fund  such  acquisitions  until  their 
profits  could  begin  to  pay  for  genetic 
research,  Padwa  called  on  his  friends. 
Max  Palevsky  he  knew  from  his  days 
at  Xerox;  he  met  Marsh  and  Hadley 
through  friends  in  Santa  Fe.  Mean- 
while college  classmate  de  Botton  be- 
gan tapping  the  big  European  fortunes 
with  contacts  established  during  his 
tenure  at  the  Rothschild  Bank. 

But  after  seven  years  and  1 1  acqui- 
sitions, profits  last  year  amounted  to 
only  $3.7  million  on  sales  of  $85  mil- 


lion— hardly  enough  to  make  a  splash 
in  genetic  research.  This  is  a  touchy 
point  with  Padwa.  "If  you  think  this 
is  an  outstanding  current  return  busi- 
ness, you're  wrong,"  he  says.  "This  is 
a  long-term  situation.  We  have  the 
ability  to  plan  long-term  and  not  try 
to  manage  quarter-to-quarter  earnings 
and  die  like  the  corporate  dinosaurs." 

"Liquidity  is  not  exactly  an  issue 
for  our  investors,"  he  adds  with  clas- 
sic understatement,  "and  I'm  not  the 
worrisome  type." 

Still,  Padwa  wasn't  happy  having 
just  5%  of  sales  to  spend  each  year  on 
his  genetic  research.  He  and  his 
friends  want  Agrigenetics  to  be  not 
only  one  of  the  major  seed  companies 


David  Padwa  of  Agrigenetics  Coip 
The  heavy  hitters  are  betting  on  his  strategy. 


in  the  U.S.,  but  one  of  the  biggest 
genetic  research  outfits  around.  He's 
not  going  to  get  there  by  just  building 
a  $2  million  biotechnology  laboratory 
in  Madison,  Wis.  or  installing  a 
10,000-foot  advanced  research  lab  at 
Agrigenetics'  Denver  headquarters,  or 
even  doing  research  at  each  of  his 
seed  companies.  Considering  the 
competition  in  genetic  research  from 
the  likes  of  Du  Pont  and  Monsanto — 
who  spend  $50  million  to  $100  mil- 
lion on  agricultural  R&D  annually — 
Agrigenetics'  internally  funded  re- 
search budget  is  strictly  bush  league. 

So  Padwa  took  advantage  of  tax  in- 
centives introduced  by  the  Carter  Ad- 
ministration and  put  together  a  re- 
search and  development  partnership, 
with  the  understanding  that  Agrige- 


netics would  buy  whatever  the  R&D 
partnership  came  up  with  and  market 
it  through  its  13,500  seed  dealers. 
"Late  in  1980  I  met  with  a  New  York 
patent  attorney  who  told  me  the  $5 
million  to  $10  million  we  thought  we 
could  raise  among  ourselves  was 
much  too  small,"  Padwa  recalls.  Final- 
ly, last  year  Wall  Street's  Oppenhei- 
mer  sold  $40  million  in  partnership 
units  (at  a  minimum  of  $150,000),  fol- 
lowed by  another  $15  million  in  Janu- 
ary. Now  Agrigenetics  has  $55  million 
to  spend  on  genetic  research,  as  com- 
pared, say,  with  the  $35  million  that 
Genentech  was  able  to  raise  in  its 
entire  initial  offering. 

The  best  part:  There  is  little  risk  to 
Agrigenetics.  As  the  general 
partner  contributing  technolo- 
gy and  germ  plasm  appraised 
at  not  less  than  $5  million, 
Agrigenetics  has  first  crack  at 
everything  developed  at  a  cost 
of  just  3%  of  sales  in  royalty 
payments.  It  also  has  the  right 
to  pull  out  in  five  years  if  the 
partnership's  in-house  re- 
search and  work  in  university 
laboratories  doesn't  pan  out. 
And  all  along  it  is  funding  its 
own  research,  at  the  rate  of  $5 
million  this  year. 

Padwa  speaks  enthusiasti- 
cally these  days  of  nitrogen 
fixation  as  one  of  the  earliest 
marketable  products  from  his 
labs.  Longer  term  would  be 
new  plant  varieties  from  cell 
cultures,  searching  for  disease- 
and  stress  resistance.  And  this 
year,  Agrigenetics  will  market 
a  new  kind  of  hybrid  tomato, 
developed  by  staff  scientist  Dr. 
Robert  Lawrence,  that  costs 
less  to  produce  and  will  be 
easier  to  process,  because  it's  a 
harder  tomato.  "There's  a  mis- 
conception that  genetic  re- 
search only  generates  home  runs. 
There  will  also  be  singles  and  dou- 
bles— the  small  increments  of  crop 
improvement  and  differentiation  that 
will  expand  our  market  share  and 
gross  margins,"  says  Padwa. 

What  has  Padwa  learned  from  his 
second  and  so  far  quite  remarkable 
success?  "I  would  have  started  at  it 
earlier  and  hit  it  harder,"  he  replies  at 
once.  "I  wouldn't  have  been  so  tenta- 
tive the  first  couple  of  years.  Instead 
of  buying  a  company  with  a  couple  of 
million  dollars,  I  would  have  started 
out  looking  for  something  for  $  1 0  mil- 
lion to  $20  million.  I  think  the  main 
mistake  at  the  beginning  was  not 
thinking  big." 

That's  a  problem  you  can't  accuse 
Padwa  of  having  anymore.  ■ 
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The  Up-And-Comers 


The  federal  government  wants  to  cut  the 
cost  of  kidney  dialysis.  But  will  it  eliminate 
all  competition  in  the  process? 


Rx:  Adam  Smith 


Small  ($280  million  sales)  Na- 
tional Medical  Care  has  just 
learned  the  problem  of  relying 
on  a  single  customer,  especially  when 
it  is  the  federal  government,  which 
sometimes  proposes  a  cure  that  is 
more  harmful  than  the  disease. 

In  November,  U.S.  Health  &  Hu- 
man Services  (HHS)  Secretary  Rich- 
ard Schweiker  announced  plans  to  cut 
Medicare  payments  for  kidney  dialy- 
sis from  $158  to  about  $133  per  treat- 
ment at  hospitals  and  from  $138  to 
about  $128  at  independent  treatment 
centers  like  National  Medical's.  In 
dialysis  a  machine  removes  body 
wastes  normally  filtered  by  healthy 
kidneys.  In  hopes  of  reducing  the  cost 
of  the  program,  which  pays  for  the 
thrice-weekly  dialysis  of  57,000  peo- 
ple, Schweiker  was  trying  to  encour- 
age treatment  at  home. 

Trouble  is,  Dr.  Constantine  Ham- 
pers, president  and  founder  of  Boston- 
based  National  Medical,  claims  the 
funding  cut  would  force  him  to  close  a 
third  of  his  160  centers.  National 
Medical  treats  11,000  people  who 
need  dialysis,  and  is  by  far  the  largest 
force  in  the  field.  If  Hampers  follows 
through  on  his  threat,  those  patients 
will  have  to  go  to  hospitals,  he  says, 
since  most  will  be  unable  to  dialyze  at 
home.  "If  hospitals  are  the  only 
choice,  the  government  will  have  to 
pay  them  whatever  they  want,"  Ham- 
pers says.  That  could  be  a  lot,  because 
hospitals  can  invoke  a  special  hard- 
ship clause  that  allows  them  to  exceed 
the  Medicare  payment  ceiling. 

In  response,  HHS  says  indepen- 
dents like  National  Medical  can  ab- 
sorb the  7%  funding  cut  by  becom- 
ing more  efficient.  But  Hampers 
counters  by  saying  operations  al- 


ready have  been  streamlined  to  fight 
higher  labor  and  interest  costs.  The 
only  thing  the  HHS  plan  will  ac- 
complish, he  says,  is  to  drive  cen- 
ters like  his  out  of  business. 

Hampers  prescribes  a  good  dose  of 
Adam  Smith.  "If  you  really  want  to 
save  money  in  this  program,  you  have 
to  force  the  hospitals  to  compete  with 
us  on  price,  instead  of  merely  accept- 
ing their  charges,"  he  says.  The  logic 
is  persuasive. — Ellyn  Spragins 

Betting  the  company 

What  do  you  do  for  an  encore  after 
you  have  quintupled  sales  in  six 
years,  to  $55  million,  and  racked  up 
an  average  53.2%  return  on  equity 
over  the  past  five  years  with  no  debt? 
Well,  if  you  are  Fredrick  Sehnert,  51- 


Kratbs  CEO  Freder 
A  precision  fit? 


Sehnert 


Kdited  By  Paul  B.  Brow  n 

year-old  chief  executive  of  Kratos, 
Inc.,  manufacturer  of  precision  in- 
struments and  data  acquisition  and 
control  systems,  you  take  a  deep 
breath  and  make  a  bid  for  far  larger 
Keuffel  &  Esser,  a  $128  million  (sales 
for  the  year  ending  Sept.  30)  maker  of 
equipment  and  supplies  for  precision 
drafting,  surveying,  mapping  and 
graphic  arts.  To  swing  the  $55  mil- 
lion cash  transaction,  Kratos  will 
have  to  borrow  $50  million  at  a  point 
over  prime  from  a  consortium  of  six 
banks  headed  by  Security  Pacific, 
pushing  its  debt/tangible  net  worth 
ratio  up  almost  to  a  sky-high  4-to-l. 

Whether  Keuffel  &  Esser  is  worth 
betting  the  company  for  is  an  open 
question.  Although  K<!kE  is  an  indus- 
try leader  whose  earnings  have  been 
growing  25%  a  year  lately,  its  return 
on  equity  is  still  a  below-average  10%. 
But  Sehnert  has  his  heart  set  on 
broadening  the  Kratos  (Greek  for  "the 
authorities")  product  line.  Among 
other  things,  KikE  provides  supplies 
for  the  high-speed  plotters  that  are  the 
output  end  of  computer-aided  design 
systems,  for  some  of  which  Kratos 
makes  display  monitors.  K&E  is  also 
about  to  enter  the  CAD  business  with 
a  computer-aided  drafting  machine 
that  it  will  sell  through  its  worldwide 
sales  and  distribution  organization. 
That  distribution  system  also  makes 
Sehnert's  eyes  light  up. 

Recently  Kratos'  sales  have  tailed 
off  about  10%  because  of  the  weaken- 
ing world  economy,  but  that  doesn't 
seem  to  faze  Kratos'  bankers.  (But  not 
every  banker  is  so  blithe,  as  the  next 
story  shows.)  "It's  an  aggressive  fi- 
nancing, but  we've  pushed  around  a 
lot  of  numbers  to  determine  the  struc- 
ture of  the  deal,"  says  Tom  Turney  of 
Security  Pacific  confidently.  "We 
think  Sehnert  and  his  guys  have  been 
capable  of  running  a  much  larger  com- 
pany all  along."  Who  says  the  go-go 
days  are  over  for  bankers? 

"Ask  for  more" 

Fledgling  entrepreneurs  are  almost 
certain  to  make  two  mistakes  when 
applying  for  their  first  bank  loans, 
says  Citibank  Vice  President  Leonard 
Drugar.  "In  less  than  5%  of  the  appli- 
cations does  the  businessman  ask  for 
enough  money  at  first,"  Drugar  says. 
"There  are  always  cost  overruns  and 
expenses  they  have  forgotten — like 
the  interest  on  the  loan.  Second,  peo- 
ple who  borrow  want  to  pay  the  loan 
back  too  quickly.  Half  the  time  they 
want  to  borrow  short  to  pay  for  a  long- 
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In  a  tree-filled,  campus-like  setting,  in  the       of  the  finest  laaor  pools  in  the  South! 
heart  ofthe  Miami/Ft.  Lauderdale  area,  more  And  the  town  of  Miami  Lakes  is  one  of  the 
than  80  companies  have  found  the  perfect     most  desirable  residential  communities 
home.  In  the  Miami  Lakes  office/industrial        In  Florida.  For  more  information  on 
park. The  park  is  well-established,  with        a     office  and  industrial  sites  in  Miami 
over  3  million  square  feet  occupied.      v  I  ^  r  Lakes,  just  call  or  write  Blllie  /\nne 
It's  15  minutes  from  Miami  Inter-  _^f^_.        Murphy,  Vice  President, 

national  Airport,  right  next  to  one     '  'ajii^aayvtei^gr-     Industrial  Properties 

MIAMI  I  LAKES 

14340  N.W.  60th  Avenue,  Miami  Lakes,  Florida  33014.  (305)  821-1 130. 
Miami  Lakes  Properties,  Inc.  Registered  Real  Estate  Broker. 


term  asset  that  is  not  going  to  gener- 
ate a  lot  of  cash  right  away.  In  both 
cases,  they  are  being  overly  optimistic 
about  sales.  When  that  happens,  you 
usually  end  up  refinancing." 

Drugar  offers  a  couple  of  common- 
sense  rules  of  thumb  to  keep  in  mind 
when  negotiating  a  bank  loan:  "The 
old  saying  that  the  loan  shouldn't  last 
longer  than  the  asset  does  is  really 
true/'  he  says,  "fust  as  you  don't  want 
the  payment  period  to  be  too  short, 
you  don't  want  to  have  a  ten-year 
repayment  schedule  for  an  asset  that 
is  only  going  to  last  five  years." 

Drugar's  second  rule,  not  surpris- 
ingly, is,  "Listen  to  your  banker." 
Citibank,  like  most  large  banks,  has  a 
computer  model  of  the  costs  involved 
in  setting  up  or  expanding  most  kinds 
of  businesses.  The  numbers  are  based 
on  the  costs  reported  by  successful 
companies  in  the  field.  By  comparing 
your  projected  costs  and  returns  with 
those  programmed  into  the  model, 
the  bank  can  tell  you  whether  your 
plans  make  sense. 

You  needn't  bother  putting  together 
a  fancy  presentation,  he  goes  on: 
"Ninety  percent  of  the  presentations 
we  approve  are  not  certified  by  ac- 
countants," he  says.  "We  are  looking 
for  proposals  that  show  costs  and  re- 
turns and  have  contingency  plans. 
This  shows  us  you  have  the  discipline 
to  sit  down  and  think  about  what  you 
are  doing." 

Besides  the  idea  itself,  what  other 
factors  influence  a  bank  loan  officer; 
"The  risk  involved,  your  credit  histo- 
ry, our  cost  of  money,  and  what  kind 
of  relationship  you  have  had  with  us 
in  the  past,"  Drugar  says.  "It  is  easier 
to  get  a  loan  if  you  have  been  a  good 
customer."  Any  businesses  banks  shy 
away  from?  "Fads,"  Drugar  says. 
Trouble  is,  you  don't  always  know  a 
fad  is  a  fad  until  it  dies. 

Widening  the  starting  gate 

Any  company  with  at  least  $1  million 
in  assets  and  300  shareholders  must 
file  quarterly  and  annual  reports  with 
the  Securities  &  Exchange  Commis- 
sion, according  to  a  regulation  passed 
18  years  ago. 

But  SI  million  today  is  only  about 
$334,000  in  1964  dollars.  So  the  SEC 
is  finally  trying  to  raise  the  reporting 
threshold.  If  the  proposed  change  is 
approved  in  a  few  months,  compa- 
nies with  less  than  $3  million  in 
assets  and  500  shareholders  will  not 
have  to  report.  That  would  lift  the 
onerous  reporting  requirements  from 
the  backs  of  approximately  700  to 
1,000  smaller  companies.  About 
time. — Richard  Greene 
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Money  Market  yields 
with  just  $1,000 


Our  money  market  fund  offers: 

□  Prompt  liquidity  by  telephone 

□  Free  checkwriting  over  $500 

□  No  early  withdrawal  interest 
penalty 

□  Free  exchange  with  other 
Price  stock  and  bond  funds 

□  No  sales  charge 

Call  toll  free  1-800-638-5660. 
In  Maryland  1  -800-492- 1 976. 
In  Baltimore  547-2308. 

For  more  complete  information  including 
management  fee  and  other  charges  and 
expenses,  obtain  a  prospectus.  Read  it 
carefully  before  you  invest  or  send  money. 


T.  Rowe  Price  Prime  Reserve  Fund,  Inc. 


A  No-Load  Fund.  T.  Rowe  Price  Marketing.  Inc.  Dept.  A6.  100  E.  Pratt  St..  Baltimore,  MD21202 
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As  I  See  It 


There  are  worse  things  than  high  interest 
rates.  Like  what?  Like  inflation  combined 
with  negative  growth. 

An  interview  with 
Argentina's  chief 
inflation  fighter 


By  Norman  Gall 


Argentina.  Where  else  is  soccer 
taken  more  seriously  than  eco- 
i  nomics — and  with  such  dire 
consequences  for  the  economy?  Juan 
Alemann  found  this  out  the  hard  way 
when  he  was  treasury  secretary  there 
in  1978.  He  made  the  mistake  of  urg- 
ing the  ruling  generals  to  trim  back 
their  wild  spending  for  the  World  Soc- 
cer Championship.  Watch  it,  he  was 
told;  don't  tamper  with  sacred  things. 
A  bomb  went  off  in  his  home  just  as 


Argentina  was  clobbering  Peru  be- 
tween the  fourth  and  fifth  goals.  No- 
body was  hurt.  Only  the  economy. 

Argentina  might  have  become  one 
of  the  richest  nations  on  earth  but 
became  instead  an  object  lesson  in 
negative  growth,  hyperinflation  and 
social  breakdown.  Pessimists  see  in 
the  Argentine  experience  frightening 
parallels  with  current  trends  in  the 
U.S  What  can  we  learn  from  the  Ar- 
gentine mess?  Can  this  nation  get  its 
act  together  and  become  the  strong 
ally  the  Reagan  Administration  hopes 


for?  Norman  Gall  put  some  questions 
to  Roberto  Alemann,  brother  of  the 
bombed  treasury  secretary  and  the 
man  who  now  serves  as  minister  of 
economics.  Lawyer,  economist, 
newspaper  publisher  and  former  am- 
bassador to  Washington,  Alemann 
knows  his  job. 

Before  19/4  Argentina  was  possibly  the 
most  spectacular  case  of  economic  devel- 
opment, by  some  measures  even  exceed- 
ing tbe  U.S.  However,  since  World  War  II 
Argentina  has  become  one  of  the  world's 
most  spectacular  cases  of  underdevelop- 
ment Why? 

Alemann:  Nations  develop  themselves 
by  the  capacity  of  their  ruling  class  to 
give  them  a  vision  of  the  future.  The 
leadership  group  that  ruled  Argentina 
in  the  second  half  of  the  19th  century 
had  a  vision  of  the  future.  They  knew 
how  to  attract  immigrants  by  offering 
them  lands  and  how  to  attract  foreign 
capital  to  create  an  infrastructure  of 
railroads,  highways,  ports  and  power 
installations,  which  enabled  the  coun- 
try to  leap  forward.  This  was  a  politi- 
cal decision  of  the  leadership  groups 
that  was  expressed  in  Congress,  in 
literature  and  culture,  in  the  national 
and  provincial  administrations.  These 
leaders  were  cultured  people,  though 
of  little  personal  wealth,  who  were 
developing  a  vision  and  model  of  the 
country's  future  in  a  series  of  case-by- 
case  decisions. 

Since  the  Depression,  and  especial- 
ly since  World  War  n,  Argentina  obvi- 


Alemann  (left)  being  sworn  in  by  the  Argentine  junta 

A  frightening  parallel  with  current  trends  in  the  U.S.? 
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When  you  fly  to  the  Orient, 
choose  the  airline 
named  for  the  Orient. 


NORTHWEST  ORIENT  NOW 
ELIES  NONSTOP  TO  TOKYO 
FIVE  DAYS  A  WEEK.  There's 
a  reason  why  our  airline  is 
named  Northwest 
Orient.  Since  1947, 
when  we  inaugurated 
"the  short  route"  to  the 
Orient  over  the  Northwest 
Passage,  we've  become 
experts  on  flying  transpacific. 

We  have  widecabin  747  ser- 
vice between  Los  Angeles  and 
Tokyo  five  days  a  week.  Leave 
Los  Angeles  at 

12:40  pm,  arrive 
in  Tokyo 


at  5:00  pm  the  next  day.  The 
flights  then  continue  to  Osaka, 
arriving 
at  7:10  pm, 
and  to 
Taipei, 


arriving  at  8:50  pm  and  to 
Manila,  arriving  at  9:55  pm. 
From  Tokyo,  Northwest  Orient 
is  a  great  way  to  fly  to 
other  Orient  destinations: 
Guam,  Okinawa, 
Seoul  and 
Hong  Kong. 


UNSURPASSED  COMFORT. 

In  First  Class,  every  seat  is  a 
fully  reclining  sleeper  seat.  So 
you  can  relax  or  doze  across 
the  Pacific.  And  there  are 
fewer  seats  in  every  row  of  our 
747s,  for  the  roomiest  Coach 
ride  of  any  U.S.  airline.  Full 
Executive  Class  service,  too. 


USE  THE 
AMERICAN  EXPRESS® 
CARD.  To  make  your 
traveling  even  easier, 
charge  your  Northwest 
Orient  airline  tickets,  car 
rental,  hotels,  theater 
tickets,  shopping 
and  almost  all  your 
travel  expenses  on 
the  American  Express 
Card.  It's  welcome 
around  the  world. 
Don't  leave  home 
without  it.® 

For  reservations, 
and  information  about 
our  nonstop  service  to  the 
Orient,  call  your  travel 
agent  or  Northwest  Orient. 


^  NORTHWEST  ORIENT 

THE  WORLD  IS  GOING  OUR  WAY. 


ously  lacked  leadership  groups  with  a 
vision  of  the  future.  The  new  leaders 
didn't  realize  that  the  outside  world 
was  developing  new  technologies  for 
industry,  transportation  and  commu- 
nications. They  concentrated  on  re- 
distributing income,  taking  away 
from  some  to  give  to  others,  but  not 
on  increasing  wealth  for  all.  So  we 
continued  living  as  if  the  economic 
model  for  1880-1930  would  be  valid 
forever.  Not  even  new  agricultural 
technology  was  incorporated  in  Ar- 
gentina. Argentina  didn't  combat 
hoof-and-mouth  disease  in  its  vast 
cattle  herds.  The  political  leadership 
simply  denied  its  existence,  forcing 
the  U.S.,  which  didn't  have  the  dis- 
ease, to  take  measures  to  combat  it. 

The  worst  development  lag  has 
been  in  petroleum.  Argentina  has 
enough  oil  to  be  self-sufficient  and  to 
export  some.  However,  its  petroleum 
policy  for  most  of  this  century,  except 
for  brief  periods,  has  resisted  the  in- 
corporation of  capital  and  technology 
from  abroad  to  exploit  oil  and  gas. 
Recently  we  have  discovered  large 
amounts  of  gas.  Can  you  imagine 
what  this  country  would  be  like  if  we 
discovered  this  gas  40  years  ago? 

But  mistaken  values  were  adopted 
by  politicians,  intellectuals,  union 
leaders.  So  there  has  been  little  eco- 
nomic or  technological  progress. 


As  I  See  It 


After  1945  we  have  seen  more  than 
three  decades  of  expansion  of  world 
trade,  on  an  unprecedented  scale,  in 
which  Argentina  has  participated  only 
marginally.  Is  Argentina's  ecotumiic  de- 
cline /inked  to  its  lack  of  participation  in 
world  trade? 

Alemann:  The  fundamental  reason  is 
inflation.  In  the  early  1940s,  during 
World  War  II,  Argentina  began  pursu- 
ing inflationary  policies,  abandoning 
previous  efforts  to  keep  its  currency 
stable  and  its  public  finances  reason- 
ably in  order. 

Since  1945  Argentina  has  been  a 
country  of  high  inflation,  averaging 
20%  yearly  in  the  1950s  and  1960s, 
which  included  only  three  brief  peri- 
ods of  low  inflation.  Over  the  past  ten 
years  (1972-81)  inflation  was  much 
higher,  averaging  151%,  which  was  a 
sign  of  deep  distortion  in  the  econo- 
my. Argentina  couldn't  accumulate 
enough  capital  to  keep  growing.  It  was 
forced  by  political  struggles  over  in- 
come distribution  to  divert  its  capital 
into  consumption.  Argentina  could 
not  develop  its  natural  resources  nor 
incorporate  into  its  economy  enough 
of  the  latest  technology  available  else- 
where in  the  world.  Technology  flows 
usually   accompany   capital  move- 


ments, and  risk  capital  didn't  move 
into  Argentina  to  develop  its  resources 
and  productive  capacity.  So  Argentina 
fell  behind  other  countries  in  the  enor- 
mous technological  revolution  of  the 
postwar  period.  It  overlooked  capital 
formation,  which  is  what  creates  pro- 
ductive jobs  and  generates  real  eco- 
nomic growth.  So  Argentina  barri- 
caded itself  behind  very  high  tariff 
barriers  and  import  prohibitions. 

The  fortner  finance  minister  of  Brazil, 
Octdvio  Bulhoes,  told  Forbes  (Oct.  13, 
1980)  that  the  aggravation  of  world  in- 
flation in  the  postwar  decades  was 
caused  by  massive  income  redistribution 
on  a  worldwide  scale. 
Alemann  This  struggle  over  income 
distribution  exists  in  practically  all  in- 
dustrial societies,  expressing  itself  in 
tax  and  social  legislation  that  limits 
retained  earnings.  Above  all  it's 
shown  in  the  distribution  of  public 
spending.  Social  expenditures  have 
taken  a  major  share  away  from  de- 
fense in  the  U.S.  budget,  and  the  same 
shift  toward  social  spending  has  taken 
place  throughout  Europe  and  Latin 
America.  In  Argentina  this  struggle 
perhaps  was  more  virulent  than  else- 
where, especially  during  the  1940s 
and  1950s,  because  we  seem  to  gravi- 
tate toward  the  extremes  of  each  cy- 
cle. Over  the  past  35  years,  except  for 


Mme.  Renard  delivers  2300  baskets 
of  fresh  cut  flowers  to  our  guests 
every  month. 


We  serve  your  drink  beneath  the  splendor 
of  frescoed  ceilings  and  rare  marbles, 
along  with  potato  chips  you  have  to  taste 
to  believe,  made  daily  by  our  sous-chef. 


three  brief  periods  [1953-55,  1960-63 
and  1968-70],  Argentina  has  practiced 
the  doctrine  that  the  state  can  hand 
out  as  much  as  it  wants,  and  this  has 
caused  inflation  higher  than  almost 
anywhere  else.  To  redistribute  wealth 
to  aid  retirement,  unemployment,  nu- 
trition, poverty  and  health,  the  genu- 
ine resources  of  government  are  never 
enough.  So  the  central  bank  creates 
money  out  of  nothing  and  thus  propa- 
gates inflationary  demand. 

hi  the  name  of  justice  and  helping  the 
poor  you  end  by  impoverishing  every- 
body. That's  what  fiscal  conservatives  fear 
is  happening  in  the  U.S.  The}'  fear  we  may 
be  sashaying  down  the  Argentinian  path. 
But  what  has  kept  Argentina  afloat  all 
these  years? 

Alemann:  Borrowed  money.  This 
money  has  enabled  us  to  live  very  well 
during  many  years.  Since  there's  been 
no  international  monetary  discipline, 
Argentina  has  enjoyed  easy  access  to 
money  markets  to  quickly  solve  ur- 
gent problems  of  capital  formation 
and  to  live  very  well  at  the  same  time, 
as  other  countries  have  done. 

What  will  happe>i  to  world  trade  if 
expansion  of  credit  continues.'' 
Alemann:  This  expansion  doesn't  wor- 
ry me  to  the  extent  that  each  credit 
operation  is  backed  by  a  genuinely 


productive  economic  operation. 

But  this  is  not  the  case. 
Alemann:  Because  behind  the  expan- 
sion there  are  strong  public  sector 
deficits. 

And  a  parallel  swelling  of  private  busi- 
ness debt. . . . 

Alemann.  If  this  continues,  some  coun- 


Argentina  was  forced  by  po- 
litical struggles  over  in- 
come distribution  to  divert 
capital  into  consumption.  It 
could  not  develop  its  natu- 
ral resources  nor  incorpo- 
rate into  its  economy 
enough  of  the  latest  tech- 
nology available  elsewhere. 

tries  can  plunge  into  deep  crises,  like 
Poland  today,  with  political  factors 
aggravating  obvious  difficulties  in 
meeting  its  foreign  obligations.  If  this 
happens  throughout  the  Western 
World,  it's  possible  that  monetary  au- 
thorities will  manage  the  problem  of 
monetary  and  credit  expansion  by 
raising  interest  rates  for  a  long  time. 
We  have  just  seen  this  in  the  U.S., 
Britain,  Germany,  Switzerland  and 
elsewhere.  High  interest  rates  limit 


access  to  credit,  correcting  real  eco- 
nomic movements.  Central  banks  and 
their  governments  will  form  a  safety 
net  if  very  serious  crises  develop.  I 
foresee  no  major  crisis  if  unpredictable 
political  factors  do  not  emerge. 

An  opposition  leader  confidently  pre- 
dicted that  you  won't  last  a  year  in  office. 
Your  brother  Juan,  who  was  treasury  sec- 
retary for  five  years  after  the  military 
seized  power  in  1976,  has  said  it  was 
impossible  to  cut  the  budget  significantly 
because  of  free-spending  generals  and 
colonels  in  government  offices  and  state 
companies  who  refuse  to  give  up  their 
jobs,  salaries  and  privileges.  What  makes 
you  think  you  can  accomplish  this? 
Alemann:  It's  public  knowledge  that 
the  military  junta  has  decided  to 
freeze  its  own  salaries  for  1982  and  to 
delay  inflation  adjustment  for  all  pub- 
lic sector  salaries,  including  military 
salaries,  and  to  replace  military  with 
civilian  officials  as  provincial  gover- 
nors and  in  state  companies.  This 
shows  that  the  military  now  have  de- 
cided to  withdraw  slowly  from  civil- 
ian and  economic  activity.  For  this 
reason  it  is  possible  to  cut  public 
spending  and  transfer  state  compa- 
nies to  private  enterprise  to  regain  the 
strength  it  has  lost. 

We  shall  see  ■ 


A  hotel  is  a  place  to  stay, 
f  your  room  seems  fit  for  a  king. . .  228  Rue  de  Rivoli,  Paris,  is  a  place 

>ne  may  have  indeed  preceded  you.  to  remember. 


SCall  your  travel  agent  1 
In  New  Jersey  800-51 


Shares  in  glamorous  Cetus  Corp.  are  trad- 
ing at  almost  half  the  recent  going-public 
price.  Is  the  disillusion  justified? 


Sit  it  out 
or  sell  out 


By  Thomas  0  Donnell 


W'hat  can  you  say  about  a 
man  who  bases  his  company 
in  Berkeley,  Calif,  chiefly  be- 
cause it's  a  hub  for  Sichuan  cooking 
and  a  place  where  flowers  bloom  in 
February?  That  he  puts  comfort  ahead 
of  success?  You  can't  really  say  that 
about  Ronald  Cape,  the  chairman  of 
Cetus  Corp. 

fust  about  ten  years  ago 
Cape  was  39,  unemployed 
and  fresh  from  doing  post- 
doctoral work  in  genetics  at 
the  University  of  Califor- 
nia. Today  he  runs  Cetus, 
the  oldest  and  best-capital- 
ized biological  engineering 
company  in  the  nation.  The 
company  also  holds  the  rec- 
ord for  the  biggest  initial 
public  stock  offering,  some 
$115  million. 

A  remarkable  success 
story  by  any  standard.  But 
despite  the  good  food  and 
winter  bloom,  Cape  has  his 
problems.  Cetus  has  come 
under  heavy  criticism,  and 
its  stock  has  dropped  from 
$23  to  $13  per  share  since 
the  company  went  public  a 
year  ago.  The  love  affair  be- 
tween investors  and  bio- 
technology suddenly  turned 
sour.  What  went  wrong? 

Almost  all  the  money 
from  going  public  has  been 
put  into  high-yielding, 
short-term  paper,  instead  of 
into  research  or  marketing. 
And  Cetus  has  yet  to  devel- 
op a  big  moneymaker. 

Lunching  at  Hunan  Pal- 
ace, his  favorite  Berkeley 
restaurant,  Cape  almost 
chokes  on  his  moo  shu  pork 


when  he  hears  such  talk.  "The  bonan- 
za that  excited  investors  may  be  five 
years  away,  but  commercial  applica- 
tions are  starting  now.  Do  you  doubt 
we're  on  the  right  path?" 

Many  Wall  Streeters  certainly  do 
doubt.  And  it's  undeniable  that  Cape 
and  his  company  make  easy  targets. 
Cape  tools  around  Berkeley  in  a  sporty 
little  car  with  cetus  on  the  license 


Cetus  Chairman  Ron  Cape 

What  if  investors  are  hungry  for  earnings? 


plate.  His  ties  are  bedecked  with  hap- 
py whales,  an  allusion  to  the  whale- 
like constellation  from  which  his  com- 
pany takes  its  name.  "The  sound  of  the 
name  evokes  feelings  of  happiness," 
he  says.  To  some,  Cape  appears  more 
promoter  than  serious  scientist  or  con- 
servative businessman. 

Still,  there  is  substance  beneath  Ce- 
tus' surface  flash.  "For  ten  years  we've 
been  trying  to  build  a  business  by 
looking  to  the  long  term  and  by  ad- 
vancing the  latest  technology,"  says 
Cape,  poking  at  his  hot-plate  shrimp. 
"But  investors  don't  want  to  hear 
that.  They  want  miracles,  and  when 
they  realized  miracles  weren't  hap- 
pening, they  got  mad  at  us." 

You  have  to  hand  it  to  Cape:  He 
knows  how  to  think  long  term.  He 
was  doing  well  running  his  family's 
pharmaceutical  business  in  Montreal 
in  the  mid-1960s  after  being  graduat- 
ed from  Princeton  and  picking  up  a 
Harvard  M.B.A.  He  saw  a  research 
study  about  DNA  and  decided  to 
study  biotechnology.  Cape  earned  a 
Ph.D.  from  McGill  and  then  did  fur- 
ther work  at  Berkeley.  How  many 
people  would  give  up  present  success 
to  chase  a  rainbow? 

Cape  founded  Cetus  in 
1971,  along  with  Peter  Far- 
ley, an  M.D.  with  a  Stan- 
ford M.B.A.  who  is  now 
president,  and  Donald 
Glaser,  a  Berkeley  biologist 
and  Nobel  laureate.  In  1978 
Standard  Oil  of  California 
plunked  down  $14  million 
for  a  20%  stake  in  Cetus. 
Another  $14  million  came 
from  Standard  Oil  of  Indi- 
ana. National  Distillers  & 
Chemical  Corp.  also  bought 
a  hefty  share. 

The  big  drug  companies 
began  moving  into  biotech- 
nology in  the  late  1970s.  But 
the  real  breakthrough  came 
in  June  1980,  when  the  Su- 
preme Court  opened  up  the 
business  by  ruling  that  man- 
made  DNA  life  forms  could 
be  patented.  Then  Genen- 
tech  went  public,  and  inves- 
tor hysteria  drove  the  shares 
up  from  $35  to  $88  in  one 
day.  Cetus  barely  got  in  un- 
der the  wire:  It  raised  $115 
million  in  a  new-issue  offer- 
ing just  before  investor  en- 
thusiasm cooled.  Indeed, 
underwriters  are  now  strug- 
gling to  market  Collabora- 
tive Research  Corp.,  a  well- 
known  and  well-regarded 
biotech  firm. 

Now  that  it  has  the  mon- 
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ey — plus  one  of  the  largest  staffs  of 
biotech  scientists  anywhere — Cetus' 
strategy  is  to  do  broad-based  research 
while  focusing  on  markets  that  prom- 
ise at  least  $1  billion  in  sales  by  the 
end  of  the  decade.  By  1987,  for  exam- 
ple, it  hopes  to  start  heavily  market- 
ing fructose  produced  by  a  new  gene- 
splicing  technique.  The  natural  sweet- 
ener will  be  lower  in  calories  yet  50% 


sweeter  than  the  sugar  used  in  soft 
drinks.  Total  market:  $4  billion.  Hav- 
ing rich  corporate  investors  mini- 
mizes the  pressure  for  short-term 
earnings.  Cetus  doesn't  expect  profits 
to  hit  $  10  million  annually  for  another 
five  years.  The  public  investors 
sucked  in  by  short-lived  enthusiasm? 
They  can  sit  it  out  or  they  can  sell  out. 
Cape?  "We're  suffering  from  height- 


ened expectations  followed  by  a  back- 
lash of  disappointment." 

Cape  is  in  a  good  position:  He's  a 
businessman  who  has  the  rare  luxury 
of  thinking  long  term.  So  the  question 
to  ask  is  not  what's  going  to  happen 
this  year,  but  does  he  have  the  charac- 
ter to  resist  the  short-term  pressures 
of  the  stock  market  and  nattering  an- 
alysts and  financial  journalists?  ■ 


Amid  the  confusion  and  red  ink  that  de- 
regulation and  a  sluggish  economy  have 
visited  upon  the  airlines,  little  Ozark  is 
now  flying  a  steady  course. 

Making  haste 
slowly 


By  Paul  B.  Brown 


ilot  to  tower  at  St.  Louis' 
Lambert  Field:  "What  time  is 
now?" 


Tower:  "What  airline  are  you 
with?" 

Pilot:  "What  difference  does  it 
make?" 

Tower:  "Well,  if  you  are  with  TWA, 
I'd  say,  'It  is  0400.'  If  you  are  with 
Piedmont,  I'd  say,  '4  o'clock.'  But  if 
you  are  with  Ozark,  then,  'The  little 
hand  is  on  the  four  and. 

Making  fun  of  Ozark  Air  Lines  Inc. 
is  one  way  folks  in  the  Midwest  spend 
cold  winter  days.  Any  airline  that  flies 
to  Cape  Girardeau/Sikeston,  Mo., 
Marion/Herrin,  111.  and,  spelled  back- 
wards, is  krazo,  invites  jokes  like  the 
one  above,  which  is  now  making  the 
rounds.  Even  analysts  picked  up  on  it. 
"Ozark  could  be  described  as  the  com- 
pany that  was  invited  to  the  ball,  but 
came  late,"  begins  one  report. 

But  if  they  all  stopped  holding  their 
sides  for  a  moment  and  took  a  look  at 
the  numbers,  they  would  see  that  the 
airline  with  the  funny  name  (it's  a 
corruption  of  the  French  Bois  aux  Arcs, 
or  Wood  of  Bows,  the  phrase  used  by 
Canadian  trappers  to  describe  the 
mountainous  area  of  southwestern 
Missouri)  is  now  doing  quite  well,  de- 
spite the  fact  that  it  is  selling  at  a 
laughable  4  times  earnings.  For  exam- 


ple, a  study  by  Oppenheimer  &  Co. 
showed  that  for  the  first  six  months 
of  1981  Ozark  was  the  nation's  third 
most  profitable  airline.  Sales  of  $286 
million  for  the  first  three  quarters  of 
1981  fell  short  of  the  $294  million 
recorded  in  all  of  1980,  and  the  com- 
pany looks  for  a  return  on  equity  of 
about  30%  for  1981,  twice  the  indus- 
try average.  All  this  after  losses  in 


1979  and  1980.  What  changed? 

First,  thecompany  wasneverall  that 
bad.  Return  on  equity  from  1974  to 
1978  averaged  20%,  twice  the  industry 
norm.  The  problems  can  be  traced  to 
1979,  when  deregulation  allowed  re- 
gional carriers  to  add  profitable  long- 
haul  routes  to  their  shorter  "puddle 
jumping"  flights.  While  Piedmont  Avi- 
ation and  US  Air  increased  their  mar- 
gins by  50%  between  1978  and  1980, 
Ozark  was  left  behind,  fust  when  it  was 
possible  for  the  little  company  to  go 
after  more  profitable  vacationland 
routes,  it  was  hit  by  labor  problems  that 
ate  up  its  margins  and  kept  it  from 
competing.  A  51 -day  strike  by  flight 
attendants  in  1979  and  a  25-day  walk- 
out by  mechanics  in  1980  kept  planes 
grounded.  "I  think  you  can  say  Ozark 
was  under  wraps  those  two  years, "  says 
President  Edward  Crane.  Under  water, 
too:  It  lost  more  than  $  1  million  in  1 979 
and  1980. 

But  the  strikes  did  produce  benefits. 
Crane  and  company  had  the  chance  to 
decide  what  Ozark  would  do  when  it 
finally  could  take  advantage  of  dereg- 
ulation. "We  wanted  to  compete,  and 
being  a  small  airline  gave  us  the  flexi- 
bility to  change,"  Crane  says.  Those 


Ozark  Air  Lines  President  Edward  Crane 

"I  guess  you  could  say  we  were  under  wraps. 
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changes  included  cutting  the  work 
force  by  10%,  to  3,700. 

Other  changes:  Propeller-driven 
planes,  often  the  target  of  jokes,  were 
replaced.  Ozark  switched  primarily  to 
the  DC9-30,  which  simplified  the  me- 
chanics' work.  Customers  were 
squeezed  a  bit:  The  100-seat  DC9  was 
redesigned  to  fit  ten  more  people.  Fi- 
nally, the  company  dropped  marginal- 
ly profitable  service  out  of  its  St.  Louis 
headquarters  to  cities  like  Omaha, 
Nebr.  and  Bloomington,  111.  and  added 
longer  flights  to  southern  cities. 
Crane  stares  at  a  U.S.  map  that  now 
sports  pins  in  ten  relatively  sunny 
southern  cities:  "We  have  opened  up 
the  Florida  area  and  New  Orleans. 
This  eliminates  our  seasonal  pattern. 


In  1981  we  showed  the  largest  first- 
quarter  profit  in  our  history."  Vaca- 
tion travel  is  now  about  45%  of  sales, 
compared  with  30%  three  years  ago. 

But  the  biggest  boost  to  the  balance 
sheet  occurred  last  June.  Ozark  man- 
aged to  sell  an  additional  1.7  million 
shares  of  common  stock,  increasing 
common  capitalization  by  35%.  This 
diluted  future  earnings,  but  the  $18.8 
million  that  Ozark  received  was  used 
to  reduce  long-term  debt  to  below 
50%  of  capital  from  as  high  as  80% . 

But  with  earnings  up,  the  balance 
sheet  sound  and  a  low  price/earnings 
multiple,  doesn't  Crane  worry  about  a 
takeover?  "No,"  he  says.  "The  advan- 
tages of  mergers  have  dimmed.  It  used 
to  be  if  you  combined  two  airlines, 


you  acquired  a  route  system.  Under 
deregulation,  the  route  system  means 
very  little,  because  within  reason  you 
can  fly  almost  anywhere,  or  obtain 
authority  to  do  so  easily  enough." 

And  then,  without  naming  the 
companies,  Crane  recited  the  prob- 
lems that  faced  Pan  American  World 
Airways  when  it  acquired  National 
Airlines  (Forbes,  June  22,  1981). 
"When  you  merge  two  airlines,  you 
have  problems  combining  unions,  in- 
tegrating equipment,  and  generally 
making  the  two  systems  mesh,"  he 
says.  So,  Crane  won't  make  dramatic 
moves.  "We  plan  to  do  what  we  have 
been  doing:  expand  slowly  into  new 
markets  and  continue  to  improve  our 
financial  condition."  ■ 


Most  of  us  conceive  good  ideas  from  time 
to  time.  How  did  Robert  Wold  turn  his  idea 
into  millions  of  dollars? 

Starting  at 
age  46 


By  William  Harris 

SUCCESSFUL  ENTREPRENEURS  are 
often  unlikely  individuals,  and 
sometimes  late  bloomers  to 
boot.  Robert  Wold  is  a  bit  of  both. 
Eleven  years  ago  he  was  an  advertis- 
ing executive  with  N.W.  Ayer's  Los 
Angeles  office,  a  veteran  at  46  of  two 
decades  in  the  advertising  business, 
possessing  a  degree  in  journalism 
from  the  University  of  Minnesota.  If 
he  lacked  anything  it  was  a  talent — 
then  or  now — for  running  an  efficient 
business. 

Yet  today  his  privately  controlled 
Robert  Wold  Co.  is  worth  at  least  $8 
million.  The  company  grossed  $18 
million  in  revenues  last  year,  probably 
earned  some  $2  million  pretax,  and 
Wold  expects  the  sales  nearly  to  dou- 
ble by  1984. 

How  did  Wold  do  it?  He  recognized 
the  promise  of  satellites  for  broadcast- 
ing and  was  quick  to  lease  a  transpon- 
der, the  amplifier  on  satellites  that 

:eives  and  then  retransmits  signals. 


This  was  in  late  1978  when  Western 
Union  and  RCA  had  trouble  attract- 
ing lessees  for  their  satellites.  Now 
Wold's  company  holds  an  inventory 
of  40,000  hours  of  transponder  time — 
the  equivalent  of  five  years'  worth — 
costing  some  $5  million  a  year.  Mean- 
while a  single  transponder  lease — 
8,700  hours — changed  hands  last  year 
for  $10.5  million. 

The  launch  of  four  new  satellites 
this  year,  joining  the  eight  already  in 
space,  should  alleviate  the  transpon- 
der shortage;  there  are  only  24  tran- 
sponders, maximum,  on  each  satel- 
lite. But  Wold's  business  shouldn't 
suffer.  Its  real  strength  is  not  in  leases 
but  in  organization  and  knowhow. 
Basically  the  company  buys  transpon- 
der time  wholesale  and  sells  it  retail. 
His  customers  are  people  who  want 
satellite  time  only  occasionally  rather 
than  24  hours  a  day — -say  a  sports 
team  that  needs  to  broadcast  once  a 
week  for  3  hours  at  a  time. 

Wold's  company  provides  both  sat- 
ellite and  routing  for  the  broadcast.  At 


Los  Angeles  headquarters  dozens  of 
Wold  staffers  map  out  earth  station 
locations,  American  Telephone  & 
Telegraph  microwave  "land  lines" 
and  transmission  lines  operated  by 
other  companies.  The  aim  is  to  find  a 
way  of  bringing  in  a  broadcast  at 
something  under  the  89  cents  per 
mile  per  hour  it  would  cost  if  sent  on 
AT&T's  land  lines — still  the  route  of 
most  network  programming.  "If  our 
transponder  time  is  all  used  up,  say,  at 
6  o'clock,  we  may  have  to  bring  in  a 
signal  via  land  lines,"  Wold  explains. 
"The  broadcaster  is  only  interested  in 
the  end  delivery,  and  as  we  have  guar- 
anteed him  a  price,  we  sometimes 
have  to  eat  a  loss." 

The  basic  idea  behind  Wold's  busi- 
ness seems  the  kind  of  thing  you 
would  expect  the  big  broadcasting 
networks  to  have  monopolized  from 
the  beginning.  But  in  the  mid-1970s, 
when  satellites  first  became  available 
to  commercial  users,  the  networks 
disdained  them. 

Today  ABC,  CBS  and  NBC  are 
steady  Wold  customers,  using  his 
transponder  time  to  ship,  among  oth- 
er things,  programming  to  their  affili- 
ates in  Hawaii.  And  he  is  attracting 
new  customers  from  the  emerging 
business  of  cable  TV — "outfits  like  Se- 
lecTV,  Cable  News  Network  and  Fi- 
nancial News  Network,"  the  avuncu- 
lar Wold  recites  happily. 

Here's  what  started  Wold  on  the 
road  to  wealth  and  independence.  In 
the  late  1950s  he  arranged  Minnesota 
Twins  baseball  game  broadcasts  for 
sponsor  Hamm's  beer.  In  1971,  having 
moved  to  Ayer's  Los  Angeles  office 
and  wanting  to  be  in  business  for  him- 
self, Wold  remembered  an  outfit  called 
Sports  Network,  which  he  had  come 
across  when  lining  up  radio  stations  to 
carry  the  Twins'  game.  It  transported 
broadcast  signals,  taking  advantage  of 


64 


FORBES,  MARCH  1,  1982 


Robert  Wold 


Early  on  the  bird. 


long-term  line  leases  with  AT&T.  So 
Wold  set  himself  up  as  a  competitor. 
Wold  convinced  two  Golden  West  sta- 
tion managers  to  let  him  bid  on  both 
the  San  Francisco  Giants'  and  Califor- 
nia Angels'  away  games,  and  his  bid 
beat  out  Sports  Network's. 

Wold  began  his  business  simply.  He 
leased  a  circuit  from  AT&T  and 
passed  along  the  bills,  with  a  markup, 
to  his  customers.  He  spent  $110,000 
transporting  the  Giants'  and  Angels' 
games  and  charged  the  teams 
$140,000.  His  earliest  customers  were 
radio  stations  broadcasting  sports,  but 
television  soon  followed.  His  business 
did  so  well  that  by  the  time  satellites 
became  available  to  commercial  us- 
ers, Wold  had  the  cash  to  invest.  But 
more  important,  he  had  the  insight 
born  of  years  in  the  business. 

"It  was  like  the  difference  of  ship- 
ping by  air  instead  of  by  rail,"  Wold 
recalls.  "Satellites  were  not  only 
cheaper  to  use  than  land  lines,  they 
also  delivered  a  clearer  signal,  one 
which  didn't  have  to  travel  through 
various  relay  stations  before  reaching 
its  destination." 

The  average  viewer  thinks  of  satel- 
lites in  terms  of  live  transmissions  of 
special  attractions  like  the  Super  Bowl 
or  Prince  Charles'  wedding.  But  much 
of  what  Wold  transports  is  taped  ma- 
terial. Network  news  programs,  for 
instance,  receive  taped  reports  from 
correspondents  via  satellite.  Or  syndi- 
cated programs,  like  the  Merv  Griffin 
Show,  are  relayed  across  the  country 
in  a  flash. 

In  all,  Robert  Wold  Co.  now  has  300 
customers,  and  the  boss  still  works  a 
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12-hour  day  drumming  up  new  busi- 
ness. The  company  breaks  into  the 
black,  he  says,  using  35%  of  its  satel- 
lite capacity,-  it  is  now  using  60%,  and 
Wold  appreciates  traffic  like  the  Grif- 
fin program  because  he  can  ship  it  in 
the  wee  hours  of  the  morning,  when 
his  transponders  are  otherwise  idle. 

A  good  business,  a  growing  busi- 
ness, but  one  that  now  probably  needs 
a  manager  more  than  an  entrepreneur 
like  Wold.  He  has  continued  to  do 
what  he  enjoys — finding  new  custom- 
ers. But  there  have  been  growing 
pains:  Wold  Co.'s  elaborate  network- 
ing is  not  done  by  computer,  although 
computers  would  seem  ideally  suited 
for  the  jigsaw-puzzle-like  task.  Its  ac- 
counting, Wold  acknowledges  casual- 
ly, is  "a  mom-and-pop  accounting  sys- 
tem. Much  of  our  pricing  has  been 
pure  instinct,"  admits  Wold.  "But 
there  always  seemed  to  be  more  mon- 
ey in  the  checking  account  than  there 
were  bills  coming  in." 

Such  an  attitude  is  all  right  when  a 
company  is  truly  small,  but  Wold  Co. 
has  grown  from  only  25  employees 
two  years  ago  to  100  today,  and  last 
year  it  faced  a  cash-flow  crisis.  To  the 
rescue  came  Cox  Broadcasting  with 
an  interesting  offer.  Cox  acquired 
19%  of  Wold  Co.  immediately  for 
$1.5  million  and  took  options  on 
buying  the  entire  company  in  stages 
beginning  in  1985  and  continuing  to 
the  end  of  the  decade.  The  future  pay- 
ments will  be  based  on  a  multiple  of 
Wold  Co.'s  earnings. 

"We  bought  it  for  more  than  tran- 
sponder time,"  explains  Cox  Presi- 
dent William  Schwartz.  "We  want 
their  expertise  at  setting  up  broadcast 
distribution  networks." 

Cox  assigned  two  people  to  give 
Wold  financial  management.  Mean- 
while, Wold,  who  has  signed  to  stay  on 
for  at  least  eight  years,  is  excited  by 
what  financial  management  can  do;  he 
says  his  margins  will  reach  25%  to 
30%  pretax  this  year,  compared  with 
15%  to  20%  previously.  With  Cox' 
financial  muscle  behind  him,  Wold  is 
able  to  borrow  the  money  he  needs  to 
expand  his  asset  base.  Currently  he  is 
spending  $3.5  million  to  build  50  earth 
stations;  they  will  mean  50  fewer  land 
lines  he  will  need  to  rent. 

So  Robert  Wold,  56,  divorced,  father 
of  three  children,  living  in  a  condo- 
minium in  Los  Angeles'  fashionable 
Brentwood  section,  has  achieved  the 
American  dream.  But  in  the  begin- 
ning was  not  only  the  idea  but  also 
something  else,  the  principal  thing 
that  separates  Wold  from  thousands 
of  middle-aged  middle  managers  who 
dream  of  going  it  alone:  He  had  the 
guts  to  act.  ■ 


Call  Us 
Tee- 
Town 
for 

Nothing! 

Tulsa,  Oklahoma.  Site  of  the  1982  PGA 
and  the  1983  Ladies'  U.S.  Open.  One 
hundred  ninety-eight  holes  on  more  than 
56,000  yards  of  fairway.  Rated  by  Golf 
Digest  as  having  one  of  the  "top  10"  courses 
in  the  country.  We're  even  located  in  the 
heart  of  "Green  Country." 

Executives  are  discovering  Tulsa  as  the 
perfect  site  for  corporate  headquarters  and 
regional  offices.  What  they  have  found  here 
is  a  variety  of  office  opportunities,  supported 
by  EDP  capabilities,  a  dynamic  diversified 
economy,  and  room  to  grow. 

In  fact,  Tulsa  ranks  in  the  top  25  U.S. 
cities  in  the  number  of  central  office 
locations. 

So,  whether  you  re  into  metals, 
investments,  insurance,  or  artificial  divots  .  . . 
plan  to  tee  off  in  Tulsa. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  741 19.  Or  call 
918/585-1201. 


1981  Economic  Development  Commission  of  Tulsa 


Premier  Industrial  sells  nuts,  bolts  and 
electrical  equipment.  But  don't  laugh.  Its 
five-year  return  on  equity  beats  IBM's. 

Sounds  trite, 
but  so  does 
"I  love  you" 


By  Barbara  Rudolph 


ort  Mandel,  chairman  of 
Premier  Industrial,  sits  on  a 
couch  in  his  Cleveland  of- 
fice tossing  a  Supertanium  cap  screw 
in  his  hand.  The  product  is  simple 
enough,  used  to  hold  sheets  of  metal 
together.  "A  snapshot  of  a  cap  screw 
is  nothing,"  says  Mandel,  "but  to  a 
good  photographer  it  becomes  a  work 
of  art." 

Seeing  things  that  most  peo- 
ple miss,  in  fact,  is  the  way 
Mandel  runs  Premier.  The  com- 
pany, a  $317  million-a-year  dis- 
tributor of  industrial  products, 
ought  to  be  pure  humdrum.  But 
look  at  the  numbers.  Premier 
boasts  a  five-year  average  re- 
turn on  equity  of  24%.  That 
beats  well-run  manufacturing 
companies  like  Cincinnati  Mi- 
lacron  or  Wheclabrator-Frye 
hands  down.  Premier,  howev- 
er, even  bests  IBM.  For  the 
fiscal  year  ending  in  May, 
Premier  earned  $32  million, 
with  enviable  10%  aftertax 
margins.  In  the  six  months 
ending  in  November,  earnings 
were  up  17%  on  an  8%  jump 
in  sales. 

Premier  is  the  kind  of  company 
that  men  like  Peter  Drucker  love 
(Forbes,  Jan.  18),  because  it  reaffirms 
some  basic  business  truths:  sell  qual- 
ity; keep  costs  down;  grow  slowly 
tbrough  small  but  smart  acquisitions. 
"Our  approach  is  classic:  Find  a  need 
and  fill  it,"  explains  Mandel,  a  tall, 
lean  man  whose  family  controls  63% 
of  the  company's  stock.  "We're  also 
committed  to  quality.  That's  trite,  but 
so  is  'I  love  you' — and  it  still  means 
something." 

Premier  sells  about  12,000  industri- 
l  Items  and  90,000  electronic  compo- 


nents and  electrical  items.  Mandel 
stakes  out  the  high  end  of  his  markets 
and  charges  premium  prices,  but  his 
specialty  is  new  products.  To  most 
eyes  a  bolt  is  a  bolt  is  a  bolt,  but  for 
Mandel's  customers  it  can  be  the 
equivalent  of  a  wonder  drug. 

Three  years  ago,  for  example,  Pre- 
mier's salesmen  reported  problems 
with  removing  rusted  screws  frozen 
in  an  engine  block.  "Just  the  sort  of 


Premier  Industrial  Chairman  Mori  Mandel 
Humdrum  ways  that  pay  off  well. 


thing  that  drives  mechanics  crazy," 
explains  William  Stenzel,  a  senior 
vice  president.  A  year  ago  Premier 
introduced  its  new  extractor,  which 
does  the  job  in  minutes  and  sells 
briskly  at  $40  for  a  set  of  four. 

Once  you  have  built  a  better  mouse- 
trap, of  course,  you  have  to  go  out  and 
hawk  it.  Premier's  1,800  field  repre- 
sentatives are  trained  to  show — not 
tell — a  customer  why  their  extra  ex- 
pense is  worth  it.  That  technique  goes 
back  to  the  founding  of  the  company 
in  1940. 

Mort  Mandel,  then  a  college  drop- 
out of  19,  and  his  two  older  brothers 


pooled  $900  in  savings  and  bought  a 
small  auto-parts  shop  in  Cleveland. 
"Cars  were  still  new,  and  dealers  had 
trouble  finding  parts,"  Mandel  recalls, 
explaining  that  he  took  his  samples 
and  sewed  them  onto  a  felt  page. 
"Customers  said,  'Oh,  you've  got  that 
thingamajig;  I'll  take  25.'  " 

Mandel  snowed  the  same  imagina- 
tion when  he  moved  to  diversify  Pre- 
mier in  1968.  He  bought  Newark  Elec- 
tronics, a  small,  floundering  electron- 
ics distributor.  He  got  it  for  a  song — 
just  $20  million — because  nobody  else 
was  much  interested.  Pretax  margins 
were  a  mere  7%,  and  who  could  im- 
prove them  when  Newark  was  up 
against  giants  like  Avnet  and  Arrow 
Electronics- 
Like  a  great  photographer  who  sees 
the  art  in  the  ordinary,  Mandel  saw 
Newark's  real  potential.  Instead  of 
trying  to  compete  against  the  big 
boys,  he  dropped  his  high-volume 
lines  and  concentrated  on  the  unusu- 
al— filling  the  growing  demand  for 
mundane  components  like  batteries 
and  resistors.  Today  many  of  these 
items  can  be  found  only  in  Newark's 
752-page  catalog.  As  the  sole  supplier, 
Mandel  can  charge  plenty  and  make 
money  even  on  $100  orders. 

The  results  are  spectacular. 
Premier  is  the  ninth-largest 
electronics  distributor  but  sec- 
ond only  to  Avnet  in  profit- 
ability, according  to  Morgan 
Stanley's  James  Mendelson. 
Margins  are  now  20%,  and 
Newark  earned  $25  million 
pretax  last  year — $5  million 
more  than  Mandel  paid  to  buy 
the  company. 

Mandel  has  just  turned  60 
and  the  question  of  succession 
is  popping  up.  Premier's  stock 
now  commands  a  price/earn- 
ings multiple  of  13,  and  Man- 
del's shares  are  currently 
worth  $100  million.  Since 
none  of  the  family's  second- 
generation  heirs  is  active  in 

  the  company,  the  future  could 

be  interesting.  Premier  is  sitting  on  a 
tempting  $35  million  in  cash,  and 
long-term  debt  is  0.2%  of  capital. 
"Though  the  numbers  make  it  look 
that  way,  we're  not  afraid  to  take  on 
debt,"  Mandel  says.  "We'd  love  to 
make  a  big  acquisition." 

Still,  anything  too  exciting  would 
be  a  radical  break  with  Premier's 
past — and  out  of  character  for  Man- 
del.  He  relaxes  by  walking  the  beach 
near  his  Palm  Beach  retreat.  "I  get 
hypnotized  by  watching  the  waves 
come  in,"  he  sighs.  Hardly  the  sort 
who  will  change  his  ways.  Can  you 
blame  him-  ■ 
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Business  communication:  It's  a 
nod  at  the  water  cooler  or  a  hand- 
shake between  Texans.  Business 
communications  is  a  press  release, 
a  note  on  the  desk,  or  this  maga- 
zine in  your  hands  and  the  hands 
of  700,000  other  readers.  It's  the 
traditional  and  the  familiar  such  as 
the  45  million  business  telephones 
in  use  or  the  90  billion  pieces  of 
business  mail  that  move  through 
the  nation  each  year.  But  to  these 
traditional  media  must  be  added  the 
new  but  well-established  computer 
media  now  numbering  over  500,000 
computers  and  more  than  three 
million  terminals  that  "talk" 
to  them. 

A  current  INPUT  survey 
indicates  that  more  than  half  of 
the  nation's  senior  managers  have 
convenient  access  to  a  computer 
device,  be  it  a  terminal,  word 
processor  or  "personal"  computer. 
Beyond  the  well-known  and  widely- 
used  technologies  are  others  such 
as  teleconferencing,  cellular  radio 
and  videotex  and  electronic  mail 
which  will,  according  to  their  pro- 
ponents, further  alter  the  way  busi- 
ness does  business. 

Business  communication  is  so 
large,  complex  and  diverse  that  it  is 
virtually  impossible  to  summarize 
the  market  with  a  single  number. 
For  example,  in  1980  of  total  U.S. 
business  expenditures  on  producer 
durable  goods  about  25%  went  for 
communications  and  computing 
equipment.  This  was  eight  times  the 
amount  spent  on  machine  tools, 
two  or  three  times  vehicle  expendi- 
tures and  six  times  the  amount 
spent  on  agricultural  machinery.  At 
least  $10  billion  in  1981  was  spent 
exclusively  for  communications 
devices  and  paths  in  large  corpo- 
rations alorte,  and  this  will  grow 
to  $13  billion  in  1985  as  seen  in 
INPUT'S  market  size  estimates 
for  the  large  U.S.  corporations, 
Exhibit  1. 

The  total  expenditure  for 
communications  is,  of  course, 
substantially  more.  The  estimated 


$13  billion  market  represents  only 
about  40%  of  the  total  business 
communications  market  when 
including  all  U.S.  companies,  and 
this  estimate  may  be  conservative. 


EXHIBIT  1 
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The  Market  Is  Huge  And  Any  Estimate  Is  Conservative 

GROWTH  PATTERNS 

Historically,  the  market  for 
communications  has  been  domin- 
ated by  the  giants  of  the  informa- 
tion industry,  particularly  AT&T 
and  IBM.  AT&T  controls  about  75% 
of  the  revenue  from  this  market. 
IBM,  even  though  its  communica- 
tions-related revenue  (front-end 
communications  processors  to 
terminals)  is  only  4%  of  the  total, 
controls  through  its  computer  in- 
stallations about  75%  of  all  data 
communications.  Every  large  com- 
pany is  a  customer  of  AT&T  and 
957c  of  them  are  customers  of  IBM. 

Recent  events  concerning  the 
settlement  of  the  IBM  anti-trust  suit 
and  the  divestiture  of  AT&T  will 
undoubtedly  have  major  implica- 
tions for  this  market.  Prior  to  this 
time,  INPUT  had  noted  that  among 
the  largest  and  most  sophisticated 
companies  —  the  leading-edge  users 
—  there  was  a  strong  willingness  to 
change  and  evaluate  new  offerings. 
An  influx  of  new  entrants  into 
communications  marketing  and 
manufacturing  has  been  evident. 
The  Januarv  events  will  more  than 


likely  open  new  opportunities  in  th 
rapidly-expanding  market  available 
to  independent  vendors. 

At  the  same  time  management 
can  expect  to  see  AT&T  and  IBM 
entering  this  so-called  independent 
market  aggressively,  providing  stifl 
competition  for  the  independents. 
AT&T,  for  example,  may  now  ente 
the  packet-switching  market  to 
provide  an  alternative  to  existing 
communications  networks  such  as 
Tymshare.  Few  industry  observers 
doubt  that  IBM  could  introduce  ne' 
devices  and  capabilities  that  would 
revolutionize  the  industry.  For  the 
communications  manufacturing 
companies  it  will  be  a  time  of  tre- 
mendous opportunities  with  a  high 
level  of  competition.  For  the  users 
of  communications  it  will  be  a  time 
of  opportunities. 

DRIVING  FORCES 

The  need  to  increase  productiv 
ity  has  been  a  major  driving  force  ii 
the  increasing  use  of  sophisticated 
communications  devices.  This 
productivity  increase  can  be  very 
real  but  is  not  necessarily  uniform. 
During  the  1970's  when  the  use  of 
on-line  computer  systems  soared, 
investment  in  office  workers  who 
comprise  53%  of  the  work  force  an 
handle  most  business  communica- 
tion, was  held  to  an  average  level  « 
$3,000.  It  is  not  surprising  that 
greater  productivity  was  realized  ir 
a  factory  where  $24,000  was 
invested  in  each  worker. 

The  major  innovations  in 
communication  devices  and  paths 
currently  appearing  must  remind 
management  of  the  technological 
surge  in  the  computer  industry  in 
the  1960's  and  1970's.  There  are 
similarities.  To  improve  productivil 
through  these  improved  communi- 
cations may  be  considered  the  chal 
lenge  for  management  today. 

A  second  driving  force  behind 
business  communications  expendi- 
tures is  the  desire  to  change  existir 
communications  networks  in  order 
to  gain  control  over  communication 


Electronic  Mail  is  high-speed 
information  transportation. 

One  of  the  most  advanced 
methods  is  office  terminals  talking 
to  one  another. 

Your  mailbox  is  the 
terminal  on  your  desk.  Punch  a 
key  and  today's  correspondence 
and  messages  are  displayed 
instantly. 

Need  to  notify  people 
immediately  of  a  fast-breaking 
development?  Have  your  mes- 
sage delivered  to  their  terminal 
mailboxes  electronically  across 
the  hall  or  around  the  world. 

Electronic  Mail  is  document 
distribution  that's  more  timely 
accurate  and  flexible  than  tradi- 
tional methods. 

There's  no  mountain  of 
paperwork. 

Administrative  personnel 
are  more  effective. 

Managers  have  access  to 
more  up-to-date  information. 
Decision-making  is  easier. 

Tomorrow's  automated 
office  will  clearly  include  Elec- 
tronic Mail.  But  like  the  rest  of  the 
Office  of  the  Future,  it's  available 
at  Honeywell  today. 

For  more  information  call 
Mr.  Laurie  Reeves  at  (800)  225- 
3222/3  (within  the  61 7  area,  call 
552-2048).  Or  write  him  at 
Honeywell  Office  Automation 
Systems,  Three  Newton  Execu- 
tive Park  Drive,  Newton  Lower 
Falls,  Massachusetts  02162. 


Honeywell 
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THE  COMPUTER 

AND 

COMMUNICATIONS 

COMPANY, 

sharpens  your  edge  with  automation. 


Personal  computers, 
word  and  data  proc- 
essors, facsimile  termi- 
nals, electronic  mail,  the 
private  business  satellite 
system,  teleconference — 
all  are  rapidly  taking  hold 
in  the  office,  boosting 
productivity  and  profits 
to  record  levels.  Based 
on  advanced  technolo- 
tf*  gies  such  as  those  used 
to  develop  giant  comput- 
ers and  fiber  optic  com- 
munication systems, 
NEC  offers  a  fully 
integrated  line  of  office 
systems  and  equipment 
serving  business  in  every 
conceivable  application. 
After  all,  we've  been 
contributing  to  it  for  over 
80  years. 

Another  reason  why 
NEC  has  earned  the 
trust  of  customers  the 
world  over. 


NEC 

Nippon  Electric  Co  Ltd 

PO  Box  t,  Takanawa  Tokyo,  Japan 
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Keyboard,  Image,  Transmitter, 
Printing  terminal,  Graphics 
Terminal,  Display,  Transducer 
(for  example:  changing 
electrical  signals  to  voice) 


Information  transmitted  may  be  an  image,  printing,  report,  graph,  coded  signals,  light,  or  voice. 


id  related  cost.  Control  includes 
?twork  management,  cost  stability 
id  control  over  user  access  to  the 
>twork.  This  control  extends  to  all 
ajor  types  of  communications 
;tworks: 

•  Voice  networks  including  local 
and  long-distance  telephones. 

•  Data  networks  for  transmis- 
sion of  computerized  data. 

•  Message  networks  such  as  the 
telex. 

•  Facsimile  networks  to  send 
images. 

•  Electronic  mail  systems  to 
route  and  store  "pages"  of 
data. 

-IE  POTENTIAL 

Business  communication  today 
highly  technical  but  to  appreciate 
potential,  management  will  find 
helpful  to  simplify  its  view  of  the 
ocess.  Jim  Carrecker  of  Datapoint 
)tes  "communications  can  be 
en  as  simply  getting  information 
jm  this  point  to  that . . .  person  to 
Tson,  person  to  machine,  or 
achine  to  machine." 

A  simplified  look  at  business 
mmunications  could  start  with 
:hibit  2.  which  illustrates  the 
llowing  points: 
HO,  WHAT,  HOW. 

Effective  business  communica- 
>n  combines  the  best  of  these 
ree  elements  to  achieve  a  business 
arpose  such  as  placing  an  order  or 
wing  an  invoice.  The  more  effect- 
ely  they  are  combined,  the  more 
fective  will  be  the  end  result  — 
immunication.  The  information 
ansmitted  varies,  of  course,  with 
e  purpose.  It  may  be  a  legal 
)cument  containing  a  signature 
hich  a  bank  executive  can  use  to 
ithorize  a  securities  payment.  It 
ay  be  graphs  and  pictures  for  a 
?ws  publication.  It  may  be  an 
tage  sent  to  an  intelligent  copier 
I  a  remote  office.  It  may  be  an 
fice  memo,  prepared  on  a  Wang 
mmunicating  word  processor  at  a 
ntral  marketing  office;  the  memo 
ight  be  sent  to  all  sales  offices  in 


the  country  or  limited  to  a  select 
group  of  them;  the  contents  of  the 
memo  could  be  changed  for  differ- 
ent sales  offices  as  well.  Dick  Venn 
of  Saxon  Industries  emphasizes  that 
the  important  thing  is  for  communi- 
cations to  put  control  into  the  hands 
of  the  receiver,  where  it  can  im- 
prove productivity. 

WHO:  Whatever  the  content,  it 
must  be  of  sufficient  quality  and 
must  contain  the  appropriate 
information  to  help  people  perform 
their  business  functions  or  to  permit 
computers  to  perform  subsequent 
processing. 

WHAT:  Typed  messages  and 
letters  or  computer  output  can  be 
transmitted  and  printed  on  a  variety 
of  devices  ranging  from  typewriters 
to  printers  running  at  over  20,000 
lines  per  minute.  Pages  produced 
on  non-impact  printers,  using  laser 
xerography  and  new  chemical 
techniques,  offer  economy  over  the 
older  impact  printers,  although  they 
only  print  one  copy  at  a  time. 
Transmitted  information  can  also  be 
displayed  on  CRT  screens  or  a  small 


display  on  telephones  as  done  by 
Telecredit  Inc.  Messages  can  be 
received  by  computers  and  display- 
ed, printed  or  converted  to  micro- 
film or  microfiche  for  use  when 
needed.  Of  course,  you  can  send  in- 
formation by  mail  or  messenger  too, 
and  the  economics  of  sending  a 
microfiche  with  over  200  pages  of  a 
report  for  the  cost  of  a  first-class 
postage  stamp  should  be  considered 
when  examining  business 
communication. 

Memos  can  be  typed  and  sent 
by  facsimile  machines,  when  they 
are  needed  in  a  distant  office. 
Canon,  for  example,  has  just  added 
an  economic  facsimile  machine  to  its 
line  of  printing  equipment.  Memos 
can  also  be  typed  and  sent  by 
terminals,  communicating  word 
processors  or  by  electronic  mail. 
Graphs  can  be  sent  by  a  variety  of 
means  also,  by  facsimile  or  intelli- 
gent copier  after  they  have  been 
prepared,  or  from  a  computer  to  a 
graphics  terminal  which  would  pre- 
pare them  remotely.  The  graphics 
could  also  be  prepared  on  a  display 


Everybody  promises 
information  systems  that  will 
work  together  in  the  future. . . 


Datapoint  offers 
systems  that  work  together  now 


Everybody  talks  about  the  office  of  the 
future  as  something  you  should  plan 
now.  Datapoint  lets  you  order  it  now 
with  the  Integrated  Electronic  Office™. 

You  can  increase  the  productivity 
of  your  office  staff  and  decrease  the 
enormous  waste  of  time  and  effort  that 
outmoded  procedures  involve  by  look- 
ing into  just  what  Datapoint  can  do  for 
you  now. 

Data  processing  at 
your  fingertips 

Need  to  inventory  raw  materials? 
Track  your  sales  volume?  Do  a  bud- 
get review?  Find  out  your  share  of 
market?  Check  the  payroll  or  cash 
flow?  Delinquent  accounts?  Sales 
commissions? 

Whatever  information  you  need, 
Datapoint's  data  processing  equip- 
ment, coupled  with  your  software  pro- 
grams, helps  you  organize  data  easily 
and  select  just  what  you  need  quickly. 
Because  with  Datapoint's  integrated 
systems,  the  workstation  at  your  desk 
can  give  you  access  to  every  file  in 
your  company. 

Word  processing 
with  data  processing 

Datapoint's  word  processing  and  data 
processing  are  integrated.  That  means 
from  your  workstation  you  can  access 
both  text  and  data  from  anywhere  in 
the  system  regardless  of  location. 
That  makes  it  easy  and  efficient  to 
exchange  information. 


And  Datapoint's  word  processors 
are  oriented  for  you,  the  user.  They're 
simple  to  learn.  A  beginner  can  quickly 
be  producing  documents,  editing, 
filing  and  retrieving,  preparing  reports 
and  more. 

Mail  faster  than  ever  before 

With  Datapoint's  Electronic  Message 
Service  (EMS™),  messages  speed 
from  office  to  office  within  your 
company,  from  another  Datapoint 
system,  or  from  a  company  with  a 
Telex  or  TWX.  Messages  can  be 
sent  and  received  quickly  and  inex- 
pensively from  any  workstation.  And 
priorities  can  be  placed  on  messages 
so  you  know  which  ones  need  to  be 
handled  first. 

Datapoint's  Electronic  Message 
Service  can  send  memos,  reports, 
data  files,  programs,  and  other  doc- 
uments to  people  anywhere  in  your 
company.  You  don't  have  to  worry 
about  loss  or  delay,  because  messages 
are  always  contained  within  the  sys- 
tem and  their  status  is  always  known. 

A  telephone  switch 
that  handles  data  too 

Datapoint's  Information  Switching  Ex- 
change (ISX™)  is  a  digital  PBX  that 
gives  you  both  a  voice  and  data  switch 
to  integrate  all  your  information  pro- 
cessing. The  ISX  lets  you  access  and 
move  any  digital  information,  voice, 
data,  text  or  message,  on  the  most  in- 
expensive lines.  And  with  the  ISX's 


reporting  capabilities,  you  can  stay  on 
top  of  the  cost  and  performance  of 
your  entire  system. 

The  ISX  can  grow  from  100  to 
as  many  as  20,000  phones  or  work- 
stations easily  and  inexpensively. 
The  modular  design  of  the  ISX  lets 
you  expand  the  number  of  users  and 
incorporate  all  types  of  information 
as  your  company  and  its  information 
processing  needs  grow. 

And  they  work  together  now 

Datapoint  doesn't  just  promise  you  in- 
creased efficiency  and  productivity  or 
better  management  and  control.  With 
Datapoint  you  get  these  advantages 
with  systems  that  work  together  now. 
And  Datapoint's  single  worldwide 
sales  and  service  organization  will  help 
you  plan,  install,  and  maintain  these 
systems  wherever  you  need  them. 

To  see  the  systems  that 
Datapoint  can  offer  your  company 
today,  write  for  our  free  brochure:  A 
Capsule  Look  at  Datapoint.  Datapoint 
Corporation.  Corporate  Communica- 
tions T-41 FB3  9725  Datapoint  Drive, 
San  Antonio,  Texas  78284.  Or  call  us 
at  (512)  699-7059  for  the  Datapoint 
sales  office  nearest  you. 

D 

DATAPOINT 


SYSTEMS  THAT  WORK  TOGETHER  NOW 


puts 
business  phones 
in  a  whole  new  light. 


MM  fl  JTB  Telephone 
■  mUWlSystems 

A  Communications  Tradition 
on  the  Move. 


RCA's  worldwide  resources  and  on-the- 
spot  telephone  service  can  slash  your 
company's  phone  bill.  Read  on  and  find 
out  why' we've  converted  over  600,000 
phones  to  RCA  reliability. 

We'll  replace  your  present  phone 
system.  No 
down  pay- 
ment. No 
separate 
installation 
charge.  You'll  have 
an  RCA  system, 
custom-tailored  to 
your  needs,  that 
will  probably  cost 
you  a  lot  less  than 
you're  paying 
now.  RCA  rates  are 
inflation-proof! 

No  rate  hikes  for  the 
life  of  your  lease.  And, 
at  the  expiration  of  your 
lease,  you  can  own  the  • 
entire  system  for  just 
$1.00!* 

Count  on  RCA,  a  most  respected 
name  in  communications,  to  give  you 
the  most  advanced  equipment  available. 

Count  on  trained  RCA  telephone 
systems  specialists  —  right  in  your 
neighborhood  —  to  give  you  fast 
delivery.  And  on-the-spot  24-hour 
service.  We'll  be  there  when  you  need 
us,  now  and  years  from  now. 

RCA.  The  inflation-proof  alternative. 
Call  (609)  665-5273  or  mail  the  coupon 
today.  And  start  seeing  business 
phones  in  a  whole  new  light. 

'S150  in  California 


RCA  Service  Company 

A  Division  of  RCA 
I  Telephone  Systems  Marketing 
I   B!dg.  203-3,  Route  #38,  Cherry  Hill,  N.J.  08358 

I  Te.'i  me  more  about  RCA's  inflation-proof  Telephone  Systems 
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terminal  by  an  analyst  communi- 
cating interactively  with  the  com- 
puter which  had  the  database  to  b( 
used.  Personal  computers  in  con- 
junction with  pen  plotters  can  now 
also  produce  graphics.  Decision  Re 
sources  of  Westport,  Ct.,  provides 
software  that  allows  the  productior 
of  business  charts  and  graphs  usin 
small  personal  computers. 

HOW:  What  are  the  paths  of 
transmission?  New  means  are 
being  found  to  transmit  characters, 
reports,  images,  and  voice.  The 
phone  lines,  wire  cables,  microwav 
radio  and  satellite  channels,  and 
optical  cables  of  common  carriers 
are  being  used  by  their  owners  anc 
by  a  number  of  new  types  of 
"piggyback"  carriers,  the  value- 
added  services  exemplified  by 
Tymnet,  GTE-Telenet,  Uninet  and 
GEISCO.  Reports  can  be  sent  on  a 
line  leased  from  AT&T,  or  on  a 
packet  service  of  Tymnet  which 
uses  an  AT&T  line,  a  satellite 
channel  or  a  cable  television  de- 
livery system. 

A  one-way  flow  of  informa- 
tion on  broadcast  television  called 
Teletext  can  deliver  reports  and 
other  data.  Two-way  communica- 
tion of  data  could  be  achieved  on 
broadcast  channels  or  radio  side- 
bands if  touchtone  phones  are  usee 
to  control  or  direct  the  transmissior 
Commodity  data  is  now  delivered 
in  several  cities  by  this  means. 

THE  OPPORTUNITIES 

There  is  a  supermarket  of 
communications  opportunities  to 
meet  today's  business  needs. 
However,  several  key  issues  must 
be  addressed  in  order  to  take 
advantage  of  these  opportunities, 
according  to  large  U.S.  companies 
that  have  introduced  new  commun 
cation  systems.  The  organizational 
issue,  whereby  responsibility  for 
communication  is  often  fragmentec 
between  different  organizational 
entities,  is  paramount.  Most  large 
companies  studied  by  INPUT  be- 


The  personal  business 
computer  for  those  who 
take  success  personally. 

The  OSBORNE  1 "  is  the  tool  for  those  of  you  who  know 
you  can  impact  your  own  success. 

For  those  who  don't  leave  the  details  of  success  to  others. 

For  those  who  take  control  of  events.  Who  use  tools  to 
leverage  personal  capabilities  to  the  limit. 

Make  an  investment  witn  real  leverage.  Invest 
in  your  seJL 

Here  are  the  tools  you  need  to  improve  your  speed,  effec- 
tiveness, accuracy  and  productivity  on  all  the  projects  you 
control  now 

And  here  are  the  tools  to  take  on  projects  you  could 
never  even  consider  before. 

All  in  a  friendly,  portable  package  that  will  deliver  the  big- 
gest productivity  bang  for  fewer  bucks  than  any  tool  since  the 
advent  of  office  automation. 

Packaged  and  priced  to  remove  all  barriers  between  you  and 
the  productivity  acceleration  of  the  miraculous  microcomputer. 

The  most  intelligent  purchase  you  can  make. 

Lots  of  big  and  little  computers  can  make  a  similar  promise. 

But  none  can  match  this:  the  OSBORNE  1  delivers  two  disk 
drives,  a  complete  computer  with  communications  capabilities, 
a  business  keyboard,  and  CRT  display  Plus  five  productivity 
software  packages  with  a  retail  value  of  over  $1500.  Including 


CP/M,"  word  processing,  an  advanced  electronic  spreadsheet, 
and  BASIC  languages.  All  for  a  total  price  of  only  $1795.  All 
in  a  portable  package  that  fits  under  the  seat  of  your  airplane. 

To  fully  leverage  your  productive  capabilities,  visit  your 
local  authorized  OSBORNE  1  computer  retailer.  A  demonstration 
will  show  you  just  how  easily  you  can  put  the  power  of  the 
OSBORNE  1  into  your  career. 

And  you  will  quickly 
see  why  the  OSBORNE  1 
is  the  $1795  produc- 
tivity investment  that 
is  changing  the  way 
people  go 
to  work. 

$1795. 
Complefl 


Call  (4 1 5)  887  8080  lor  the  name  ol  your  neatest 
authorized  OSBORNE  1  computet  retailer 


Registered  trademarks  OSBORNE  1 
Osborne  Computer  Corporation 
CP/M  Digital  Research 


lieved  that  planning  for  communica- 
tions should  be  centralized  to 
achieve  the  most  effective  use  of 
new  capabilities  and  the  best  design 
of  communications  pathways  or 
networks.  Most  often,  they  accom- 
plished this  centralized  planning  by 
having  the  data  processing  function 
and  the  communications  function 
report  to  the  Corporate  Director  of 
Information  Systems. 

Other  key  issues  addressed 
by  large  U.S.  corporations  in 
implementing  communications 
systems  include: 

•  Communication  technology. 

•  Problems  with  existing 
communication  equipment, 
services  and  software. 

•  Multiple  vendor  consider- 
ations. 

•  Regulations  and  tariffs 
involved. 

•  Security  issues. 

A  very  new  issue  in  business 
communication  is  the  growing  use 
of  personal  computers.  The  entry 
level  price  of  small  computers 
continues  to  drop  as  illustrated  by 
the  very  economic  Osborne  1 
computer.  Increasing  numbers  of 
end-users  in  large  corporations  are 
now  buying  small  systems  as  an 
alternative  to  dependency  on 
overworked  central  data  processing 
facilities.  An  INPUT  multi-client 
study  on  personal  computers  reveal- 
ed that  end-user  dissatisfaction  with 
the  service  by  corporate  data 
processing  departments  is  acute. 

The  benefits  from  the  use  of 
personal  computers  are  real  and  the 
demand  for  them  can  be  seen  from 
the  proliferation  of  these  machines; 
witness  the  orders  for  Apple 
computers  in  quantity  by  banks  and 
insurance  companies.  But  there  is  a 
severe  problem  in  incorporating 
personal  computers  into  an  overall 
communications  plan.  The  primary 
difficulty  according  to  the  large 
companies  interviewed  is  the  prob- 
lem of  communicating  with  existing 
sources  of  data.  The  solution, 
according  to  the  leading-edge  firms, 


is  not  to  prevent  users  from  acquir- 
ing personal  computers  but  rather 
to  set  standards  which  will  be  con- 
sistent with  the  overall  network 
capabilities  being  planned. 

As  word  processors  proliferate 
outside  the  control  of  the  com- 
munications and  data  processing 
responsibilities,  the  problem  is  the 
same,  and  now  that  communicating 
word  processors  are  available,  the 
need  for  planning  becomes  even 
more  evident.  Not  surprisingly, 
INPUT  found  that  the  inventory  of 
automated  devices,  including  per- 
sonal computers  and  word  process- 
ors, in  major  companies  accounted 
for  less  than  eighty-five  percent  of 
what  was  really  on  hand.  Planning, 
in  light  of  this  issue,  is  difficult. 

Finally,  there  is  the  issue  of 
integration.  As  communications  use 
increases,  opportunities  appear  to 
achieve  both  economy  and  control 
through  the  development  of  net- 
works, both  local  and  long  distance. 
As  network  use  grows,  there  is 
pressure  to  integrate  separate 
data  networks  to  provide  more 
paths  throughout  the  company 
economically.  At  present,  steps 
have  been  successfully  taken  to 
combine  digital  and  voice  traffic 


(alternate  voice  data),  particularly 
on  international  lines,  to  achieve 
economy.  This  would  use  a  line  to 
carry  voice  or  data  at  different 
times.  Voice  traffic  is  being  digitizec 
by  some  firms  so  that  voice  and 
data  traffic  could  be  combined  on 
the  same  line. 

Large  and  small  computers 
and  other  communicating  devices, 
therefore,  can  be  interconnected, 
particularly  if  thought  is  given  to 
that  objective  before  the  corporate 
landscape  is  covered  with  equip- 
ment. For  example,  a  group  of  com- 
municating Radio  Shack  printing 
units  at  a  brokerage  house  are  all 
connected  to  a  local  network.  This 
allows  all  of  these  units  to  share  us< 
of  a  printer  and  to  send  messages 
back  and  forth.  Other  local  net- 
works, such  as  Xerox  Ethernet, 
Wangnet,  the  Datapoint  ARCnet, 
MDS  WINC,  or  Four-Phase  Vision 
also  use  cables,  coaxial  cables  or 
cable  television  to  interconnect  local 
computers,  facsimile,  word  process- 
ing and  other  office  machines  pro- 
viding they  can  be  made  compatible 
to  each  other.  Central  computer 
communication  concepts  such  as  th« 
SNA  (system  network  architecture) 
of  IBM  or  DECNET  can  also  inter- 


SPEED 


The  Canon  NP-400F  delivers 
40  crisp,  letter-size  copies  a  minute. 
Making  it  the  fastest  desktop  copier 
in  its  class.  And  with  a  first  copy 
speed  of  just  5.5  seconds,  even  your 
first  copy  comes  out  fast1 


Need  a  large  drawing  brought 
down  to  a  more  convenient  filing  size? 
Or  a  computer  printout  reduced 
to  letter  size7  The  Canon  NP-400F 
has  full  reduction  capabilities. 
Two  reduction  modes,  75%  and  64%, 
make  it  extremely  convenient 


ENLARGE 


.  In  addition  to  general  office  use, 
it's  a  boon  to  architects,  law  firms, 
even  schools.  Now  you  can  enlarge 
map  sections,  detailed  drawings  or 
make  fine  print  more  readable. 
The  Canon  NP-400F  makes  it  as  simple 
as  copying  an  ordinary  original. 


Canon  makes  it  very  simple  for 
you  with  its  Document  Feeder. 
No  more  raising  the  cover  or  positioning 
the  original.  Just  slip  in  the  original  and 
the  Canon  NP-400F  does  the  rest. 
Speeds  up  the  work  flow. 


COLLATE 


Forget  about  tedious  hand  collating. 
The  NP-400F's  optional  15-bin  sorter 
collates  up  to  30  pages  per  bin  at  the  end 
of  the  copy  run.  Handles  any  size  paper. 
From  statement  up  to  ledger  size. 
A  real  efficiency  booster  for  high  volume 
performance. 


Canon 

PLAIN  PAPER  COPIER 

400F 


A  new  standard  of  performance. 
The  fastest  compact  system  copier. 


Desks  of 

JJt 


We  would  like  to  propose  a  more 
perfect  union. 

You  and  one  of  the  innovative  work 
stations  from  Xerox. 

No  one  else  offers  you  such  a  com- 
plete range  of  office  machines  that  you 
can  use  individually  or  as  a  total 
information  network.  Today  and  to- 
morrow. 

So  if  you  work  at  a  desk,  there's  a 
Xerox  work  station  that'll  fit  your 


HI 


needs  no  matter  what  your  job.  For  example,  the  Xerox  820  personal  computer 
uses  industry  standard  software  to  help  managers  handle 
planning,  budgeting  and  forecasting. 

But  it  doesn't  stop  there.  If  you  have 
business,  it's  perfect  for  your  billing,  payroll 
and  ledgers.  And  it's  very  easy  to  use. 

For  secretaries  who  do  a  lot  of  word 
processing,  the  Xerox  860  Informa- 
tion Processing  System  is  the  answer. 
It  can  speed  up  and  simplify  text  edit- 
ing. The  CP/M s  operating  system 
software  is  now  available  for  the  860 
and  the  820,  which  gives  you  access  to 
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'lij)  hundreds  of  other  software  packages. 

Allowing  both  work  stations  to  compute, 
do  statistics,  process  records,  and  manage 
and  store  all  types  of  information. 

The  Xerox  8010  Information  System 
is  a  unique  work  station  for  business 
professionals:  engineers,  analysts,  research- 
ers, etc. 

They  can  use  it  to  create  reports  and 
presentations  with  tables,  charts  and 
other  graphics,  and  print  them  in  a  variety 


of  typefaces.  It  also  handles  electronic  mail  and  riling. 
And  a  full  system  of  communication  devices  is  available 

Then,  whenever  you're  ready,  you  can 
begin  to  incorporate  your  office  of  today  into 
your  office  of  the  future  with  our  Ethernet 
network. 

Which  lets  you  and  your 
machines  work  together.  Giving  you 
and  your  company  the  most  complete 
information  system. 

Under  a  unified  network.  With  more 
opportunity  and  productivity  for  all. 
To  find  out  more,  call  800-527-1868? 


XEROX 


□  I'd  like  to  know  more  about  Xerox'  advanced  office  machines. 

□  I'd  like  to  know  more  about  the  Ethernet  local  network. 

Send  to:  Xerox  Corporation,  P.O.  Box  470065,  Dallas,  Texas  75247. 


Name. 


.Title- 


Company. 
Address  


City. 
Zip_ 


.State. 


XEROX 


In  Texas,  call  800-442-5030. 


CP/M®  is  a  registered  trademark  of  Digital  Research.  Inc 
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connect  office  equipment  and  other 
devices. 

The  communication  interfaces 
between  equipment  are  a  major  part 
of  the  challenge  of  business  com- 
munications. Even  local  networks 
using  wire,  cable  television,  or 
coaxial  cables  have  to  consider  in- 
compatibilities in  speeds  and  codes 
of  communicating  devices  and 
means  of  connecting  terminals, 
computers  and  other  devices  to  the 
cables  and  computers  involved. 
Large  corporations  advise  the  major 
steps  that  should  be  taken  are  first, 
to  analyze  and  address  overall 
business  needs  and  requirements; 
then,  to  act. 

BENEFITS  AND  OBSTACLES 

Business  communications  will 
grow  at  a  rapid  rate  in  the  1980's 
despite  the  complex  considerations 
that  must  be  addressed.  This  com- 
munication growth  will  unquestion- 
ably result  in  benefits  for  industry. 
These  benefits,  however,  can  be 
limited  by  fragmented  or  inadequate 
planning.  This  being  the  case,  some 
of  the  potential  capability  will  be 
lost  because  of  late  or  incorrect 
messages,  poor  response  times 
or  overloaded  communication 
capabilities. 

The  major  expenditures  for 
business  communications  today 
aimed  at  reducing  costs  and 
controlling  communications  are 


concentrated  in  devices  and  paths. 
Most  major  corporations  are 
exploring  new  communications 
features.  INPUT'S  study  on  the 
subject  revealed  that  50%  of  all 
major  corporations  are  converting 
messages  from  one  path  of  delivery 
to  another,  such  as  from  facsimile  to 
terminal  screen  display  or  from 
printed  message  to  voice  message. 
One  out  of  five  companies  inter- 
viewed is  making  some  equipment 
or  vendor  changes  in  terminal 
devices. 

In  networks,  there  are  two 
types  of  expenditures.  First,  many 
companies  are  implementing 
networks  where  none  existed 
before.  These  are  generally  voice 
networks  through  public  telephone 
lines  and  data  networks  to  transmit 
data  from  computer  to  computer. 
They  may  also  be  message  net- 
works, facsimile  networks  or  elec- 
tronic mail.  Secondly,  80%  of  the 
largest  U.S.  companies  are  altering 
existing  networks,  such  as  changing 
to  an  IBM  network  capability  (SNA) 
or  a  packet  network  for  faster  and 
more  efficient  transmission. 

The  reasons  seem  to  fit  well 
with  the  needs  for  improvement  in 
communications.  Peter  Anderson, 
President  of  Mohawk  Data  Science, 
Marketing  Division,  points  out  that 
more  effective  communication  is 
needed  to  run  geographically 
diverse  operations  and  counter 
rising  costs.  Where  cars  are  deliver- 
ed to  a  dealer,  manufacturers  now 
use  automatic  means  of  sending  a 
debit  to  the  dealer's  bank.  Many 
companies  use  display  terminals  to 
receive  and  transmit  messages  that 
move  funds  more  rapidly. 

Commodity  prices  are  trans- 
mitted by  satellite  to  an  investor's 
terminal  so  that  he  may  make 
more  timely  decisions.  Intelligent 
terminals  check  goods  and  parts 
orders  before  transmission,  bringing 
incorrect  or  unreasonable  orders  to 
the  attention  of  terminal  operators. 
These  applications  illustrate,  as 
Arthur  Marks  of  General  Electric 


Information  Services  has  noted,  tl 
the  high  cost  of  communications 
and  the  push  for  greater  producti' 
ity  through  a  more  controlled 
environment  are  driving  forces  fo; 
effective  communications. 

However,  INPUT'S  research 
and  extensive  interviews  with 
communications  vendors  and  end 
users  indicate  that  changes  in 
communications  are  often  under- 
taken without  effective  overall 
planning.  Fewer  than  10%  of  our 
major  corporations  have  compre- 
hensive plans  for  business  com- 
munications. One  reason  for  this 
organizational  in  that  business  coi 
munications  has  not  historically 
reported  to  one  organizational 
entity.  In  many  companies  voice 
and  data  communications  respon< 
bility  is  split.  In  others,  a  separate 
function,  office  automation,  does 
not  fall  within  either  voice  or  date 
communications  responsibility. 
Unfortunately  this  fragmentation 
often  results  in  political  infighting 
"Progress  is  made  only  as  battles 
are  won  and  lost,"  says  Ivan 
Socher,  President  of  Amdex  Cor- 
poration, a  relatively  new  entrant 
into  communications  equipment 
manufacturing. 

More  communications  device 
and  more  and  faster  communica- 
tions paths  may  simply  lead  to 
more  everything  . . .  more  telephor 
calls,  more  letters,  more  junk 
mail,  more,  more,  more.  A.B.  Die 
Company,  headquartered  in 
Chicago,  makes  office  and  com- 
munications equipment  and  recer 
produced  an  interesting  study 
entitled,  Frustration  In  The  Workpk 
. . .  Its  Effect  On  Productivity.  The 
study  reveals  the  real  horror  of  th 
problem.  "Offices  in  the  United 
States  generate  approximately  60C 
million  pages  of  computer  print- 
outs, 234  million  photo  copiers, 
and  76  million  letters  daily.  All  of 
this  paper,  about  45  new  sheets  o 
paper  a  day  per  office  worker,  is 
threatening  to  overwhelm  us  in  m 
flood  of  information."  Does  in- 
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Introducing  Sharp's  SF-750  Copier 


Sharp  technology  has  created  still  another  re- 
markable copier  breakthrough:  The  SF-750. 

It  does  what  the  bigger  copiers  do  but  weighs 
just  under  70  lbs.  and  measures  only  11 "  high,  17" 
wide  and  I6V2"  deep.  So  it's  one  of  the  smallest  any 
paper  copiers  in  the  world. 

The  SF-750  has  an  organic  photoconductor, 
copies  onto  any  paper  and  has  a  clamshell  design  for 
easy  maintenance.  Its  advanced  self-diagnostics  locates 
most  service  problems  automatically,  ohmmm 

Sharp's  versatile  SF-750  Copier. 
With  features  like  this,  it's  no  wonder 
we  call  it  the  Little  Giant. 

Call  toll  free  800-447-4700.  (In 
Illinois,  800-322-4400.) 


AUTHORIZED 


Sharp  Electronics  Corporation 
P.O.  Box  204 
Wayne,  N.J.  07470 
Dept-C-CPD-FB-3-2 

□  Please  send  me  more  information  about  the 
Sharp  SF-750. 

□  Please  set  up  a  demonstration. 


^DEALER; 


Name- 
Title- 


Company- 
Street  


City. 


.  State- 


Phone. 


(Area  Code) 


GS-OOS-23218 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS 


NOW  THAT  YOl 

FIRST  GE 
TAKE  A  LOO] 
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It  started  with  the  simple  notion  that  computer 
power  ought  to  be  available  for  the  individual,  not 
just  the  corporation. 

Admittedly,  a  revolutionary  idea  back  in  1976. 

But  one  which  proved  quite  popular.  So  popular, 
that  last  time  we  stopped  to  count  we'd  sold  over  a 
half  billion  dollars  in  personal  computers. 

Before  we  knew  it,  a  half  dozen  corporate  biggies 
moved  into  the  marketplace. 

Not  to  fear. 

We  more  than  held  our  own.  Even  with  all  this 
competition,  the  Apple'  II  remains  the  largest  selling 
personal  computer  in  the  world. 

Good  enough,  right?  Not  right.  There  were  still 
a  lot  of  people  who  needed  more  power  and  more 
capacity  than  even  the  Apple  II  could  deliver. 

THE  BIGGEST  APPLE. 

Our  answer  was  the  Apple*  III. 

Which  in  all  due  modesty  is, dollar  for  dollar,  the 
most  powerful  personal  computer  on  the  market. 

The  Apple  III  has  up  to  256K  RAM  of  usable 
internal  memory. 

That's  more  memory  than  any  other  personal 
computer.  So  you  can  solve  a  limitless  number  of 
business  problems  easier  and  faster  than  you  ever 
thought  possible. 


Xerox  820 

Hewlett-Packard 
125— Model  10 

IBM  Personal 
Computer 

Apple  III 

Standard  Memory 

64K 

64K 

64K 

128K 

Maximum  Memory  when  fully  configured* 

64K 

64K 

1Q2K 

256K 

Expandability 

No  expansion 
slots 

No  expansion 
slots 

No  extra  expan- 
sion slots  in  fully 
configured* 
192K  system 

4  extra  expansion 
slots  in  fully 
configured  256K 
system* 

Diskette  Storage  (per  drive) 

92K 

256K 

160K 

140K 

Moss  Storage  (per  drive) 

1 . 16  megabyte 
Floppy  Disk 

5  megabyte 
Hard  Disk 

Display  Graphics  Capability 

High  resolution 
B/W 

High  resolution 
B/W 

High  resolution 
B/W  or  4-color 
(color  requires 
additional  card) 

High  resolution 
B/W  or  16-color 

Software  Available 

Word  Processing 
Super  Calc* 

Communications 
CP/M®  library 

Word  Processing 
VisiCalc*  125 
Business  Graphics 
Communications 

CP/M*  library 

Word  Processing 
VisiCalc8 

Communications 

CP/M*  86 
programs 

Word  Processing 
VisiCalc®  III 
Business  Graphics 
Communications 
Apple  0  software 
library 

CP/M"  library 
(available 
Spring.  1982) 

*"FulIy  configured"  means  system  includes,  at  minimum,  monitor,  printer,  2-disk  drives  and  RS-232 
communicator  NOTE:  Chan  based  on  manufacturer's  information  available  as  of  December,  1981  VisiCalc 
is  a  registered  trademark  of  Personal  Software,  Inc.  CP/ M  is  a  registered  trademark  of  Digital  Research,  Inc 
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FIRST  RUN  PROGRAMS. 

For  openers,  we  have  developed  new  software 
packages  exclusively  for  the  Apple  III. 

First,  there's  VisiCalc*  III— a'Super  VisiCalc" 
hat  lets  you  create  and  revise  the  most  complex 
orecasts,  budgets,  strategies  and  projections  with 
mimagined  speed. 

Then  there's  Apple  Business  Graphics,  which 
ets  you  generate  graphs,  plots,  bars  or  pie  charts. 
\11  in  16  high  resolution  colors  or  16  gray  scales. 

Add  Apple  Writer  III  software  and  you've  got 
professional  word  processing  capability —for  less 
han  the  price  of  most  word  processors. 

You  can  create,  edit  and  print  memos,  letters  or 
arge  documents  in  record  time. 

For  those  long  cumbersome  mail  lists,  there's 
v4ail  List  Manager.  This  lets  you  store  nearly  1,000 
lames  on  one  disk.  And  retrieve  them  in  any  way 
rou  wish.  Alphabetically,  occupationally,  whatever. 

In  addition,  all  of  these  programs  are  totally 
nteractive  with  each  other. 

For  example:  you  can  take  the  information  from 
VisiCalc  III,  convert  it  to  a  graph,  and  print  the 
jraph  in  a  personalized  form  letter  to  be  sent  to  a 
elect  list  of  customers. 


There's  another  Apple  III  exclusive,  Access  III 
communications  software. 

Which  gives  you  just  what  the  name  implies, 
access  to  mainframe  computers. 

You  can  remove  information  from  your  firm's  big 
machine,  even  work  with  it,  and  put  it  back.  Or  plug 
right  into  Dow  Jones  or  the  New  York  Times. 

And  if  your  fancy  runs  to  Goodspell,  Job  Costing, 
Personal  Finance  Manager  or  virtually  any  of  the 
other  Apple  II  programs,  you're  in  luck. 

The  Apple  III  can  run  thousands  of  Apple  II 
programs.  And  soon  you'll  be  able  to  run  thousands 
of  existing  CP/M*  programs. 

Taken  together,  this  gives  Apple  III  more  available 
software  than  any  other  personal  computer. 

APPLE  HI'S  NEW  PROFILE™ 

Another  Apple  III  exclusive  is  ProFile,  a  new 
hard  disk  option  that  greatly  expands  the  capabilities 
of  your  Apple  III. 

With  this  addition,  your  Apple  III  can  store  over 
1,200  pages  of  text  (5  million  bytes  of  information). 
Which  enables  you  to  handle  problems  once 
reserved  for  big  computers. 

About  the  only  thing  we  didn't  build  into  the 
Apple  III  is  obsolescence. 

Unlike  many  of  our  competitors'  first  generation 
machines,  the  Apple  III  is  built  to  grow  as  your 
business  needs  grow.  Even  when  you've  equipped 
the  Apple  III  with  a  printer,  a  plotter,  a  phone 
modem  and  extra  disk  drives,  you've  still  got  room 
for  more. 

Finally,  Apple  III  is  backed  by  a  network  of  over 
1,000  full  service  dealers  in  the  U.S.  and  Canada, 
offering  complete  technical  support. 

Visit  one  of  them.  Compare  our  Apple  III  with 
our  competitors'  machines. 

We're  sure  you'll  find  that  between  our  third 
generation  and  their  first,  there's  quite  a  gap. 


The  personal  computer. 


apple 


ar  the  authorized  dealer  nearest  you.  call  (800  )  538-96%  In  California,  call  (800)  662-9238  Or  write:  Apple  Computer  Inc  ,  10260  Bandley  Dr  .  Cupertino.  CA  95014  Apple  is  a  registered  trademark 
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creased  productivity  mean  increas- 
ing the  volume  of  paper  produced? 

Paper-based  work  is  continuing 
to  grow  as  shown  in  Exhibit  3 


BUSINESS  PAPER  USAGE  CONTINUES  TO 
GROW  ALONG  WITH  THE  INCREASE 
'       IN  DATA  TRANSMISSION 
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Computer  Transmission  Can  Reduce  Business 
Paper  Usage  Or  Just  Add  To  The  Proliferation 


despite  stated  goals  of  a  paperless 
or  less-paper  business  environ- 
ment. At  present,  the  use  of  new 
technology  is  increasing  the  use  of 
paper.  High-speed  printers  are 
being  acquired  at  a  rapid  rate  by 
large  companies.  A  large  insurance 
company  recently  found  that  it  was 
experiencing  monthly  production  on 
a  printer  of  over  nine  million  pages. 
Many  small  computers  now  used  in 
business,  generate  a  lot  of  paper 
output  since  they  cannot  support 
multiple  information  displays  ...  all 
adding  to  the  glut. 

Business  communication 
capabilities  offer  an  alternative  to 
paper  communication  costs.  The 
generation  and  handling  of 
documents,  messages,  data  and 
images  accounts  for  nearly 
two-thirds  of  office  labor  costs 
according  to  the  Government  of 
Canada  Department  of  Communica- 
tions. An  Eastman  Kodak  study 
stimated  that  the  number  of  docu- 
ments handled  by  the  average 
office  worker  is  increasing  at  a  rate 


of  two  file  drawers  per  year  or  4,000 
documents.  While  we  have  been 
effective  in  improving  productivity 
in  the  factory  using  the  tools  and 
technologies  available  to  us,  we 
have  not  used  business  communica- 
tions technologies  to  improve  the 
productivity  of  the  executive  or  the 
office  personnel  who  rely  on 
business  communications  for  their 
work.  In  the  office,  productivity 
over  the  past  ten  years  has  in- 
creased by  only  a  few  percentage 
points.  There  are  few  estimates  on 
executive  productivity,  although  a 
recent  INPUT  study  on  office  auto- 
mation revealed  that  little  improve- 
ment in  this  area  has  been  realized. 

Opportunities  are  abundant  for 
the  sharing  of  data  throughout  most 
companies.  For  example: 

•  The  sales  department  may 
have  customer  lists  and 
buying  records. 

•  Manufacturing  may  have 
inventory  and  product  lists. 

•  Finance  may  have  plans,  sales 
requirements  and  cost  data. 

Executives  typically  need  a 
glimpse  at  all  this  data  to  project 
profit  contribution  by  product  line. 
With  workstations  able  to  access  all 
data  bases,  such  information  could 
be  obtained  in  a  highly  readable 
form,  perhaps  graphically,  rather 
than  in  the  form  of  three  volumin- 
ous reports  on  customers,  products 
and  costs. 

Orders  may  be  improved  in 
timeliness  and  accuracy.  Using 
existing  technology,  orders  may  be 
updated,  inventory  levels  checked, 
credit  checked,  and  orders  prepared 
with  minimum  human  intervention. 
Hewlett-Packard  in  its  world-wide 
order-entry  network  polls  its  sales 
offices  and  transmits  total  orders 
from  Europe,  the  Middle  East,  and 
North  America  to  its  corporate 
headquarters  in  California.  An  ap- 
proach to  efficient  domestic  net- 
works is  offered  by  the  Cylix 
Communications  Network  which, 
according  to  their  officials  provides 
a  network  "which  is  an  attractive 


alternative  to  the  expense  and 
difficulties  of  users  setting  up  and 
staffing  their  own  private  networks 

Electronic  Mail:  Other  oppor- 
tunities within  reach  technically 
include  the  implementation  of 
electronic  mail  systems.  Any  user 
can  send  "mail"  electronically  to 
any  other  user  in  the  network.  Mai 
can  consist  of  a  simple  message,  a 
document,  or  a  package  of  docu- 
ments, and  can  be  addressed  to  a 
"mailbox,"  an  individual  user,  a 
group  of  users,  or  a  pre-defined 
distribution  list.  Recipients  can 
scan,  file,  or  hold  their  mail,  send  ; 
reply,  or  forward  the  mail  to 
another  recipient.  A  log  is  auto- 
matically maintained  and  updated 
for  all  mail  sent  by  a  particular  use 
Mail  can,  therefore,  be  tracked  for 
date  and  time  of  delivery.  Since 
document  and  file  access  is  possibh 
from  any  workstation  in  the 
network,  security  features  have 
been  incorporated  at  all  levels  in  th 
system  to  permit  access  only  by 
authorized  users. 

The  savings  in  clerical  time  anc 
effort  and  the  improvement  in 
speed  often  are  enough  to  justify 
this  capability  regardless  of  other 
uses  of  a  network. 

Electronic  "filing":  Document- 
handling  techniques  reduce  the 
efforts  of  clerical  personnel.  These 
systems,  used  to  file  and  retrieve 
documents,  allow  the  user  to  enter 
a  document,  using  word  processing 
on  a  workstation,  and  store  it  on  a 
computer  attached  to  the  network. 
This  is  similar  to  "filing"  a  docu- 
ment in  a  filing  cabinet.  Once  a 
document  is  filed,  the  system 
automatically  updates  all  keyword 
indexes  for  the  document.  Key- 
words such  as  originator,  recipient, 
date,  primary  subject,  and  second- 
ary subject  allow  subsequent 
retrieval  of  documents  based  on 
search  criteria.  The  search  criteria 
can  also  include  multiple  keywords 
with  conditionals  like  "and,"  "not/ 
and  "or." 

In  addition,  opportunities  exist 


Wang  announces  the  most  important 
step  in  managing  information  since 
the  computer.  WangNet 

Business  people  have  an  unlimited  appetite  for  information.  Which 
explains  the  dazzling  array  of  office  equipment  being  created  to  handle  it.  And 
WangNet  lets  you 
link  all  that  equip- 
ment together,  into 
one  network  every- 
one can  share. 


An  information 
pipeline. 

WangNet 
works  something 
like  your  electrical 
system:  you  put 
outlets  where  you  need  them,  then  just  plug  in  your  equipment. 

The  WangNet  cable  can  connect  Wang  computers,  word  processors, 
and  electronic  mail.  As  well  as  information  processing  equipment  made  by 
other  companies.  WangNet  even  handles  microwave  and  satellite  communica- 
tions. Video  conferencing.  Graphics.  Security.  And  energy  control. 

What  does  all  this  mean?  It  means  anyone  in  your  office  can  get  any 
information  they  need.  Instantly.  From  anotner  department,  another  floor, 

even  another  country.  Resulting  in  faster, 
better  decisions.  Less  frustration.  And  saving 
your  company       pF  -  —  ~ | 


Wang  VS  Computer. 


Wang  word 
processing  system 


Mailway.™ 


enormous  amounts 
of  money. 

And  since  it's 
always  wise  to 
plan  ahead,  you'll 
be  glad  to  know  WangNet 
carries  all  this  information 
using  just  half  'its  capacity. 

V Leaving  room  for  Wang's 
next  breakthrough  in  office  i 
automation. 


1-800-225-0643 

(in  Massachusetts  call  1-617-459-5000. 
extension  5711).  Or  send  this  coupon  to: 
Wang  Laboratories.  Inc..  Business  Executive 
Center,  One  Industrial  Ave.,  Lowell,  MA  01851 


Name. 
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Company . 
Address  
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State . 
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Making  the  world  more  productive. 
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to  assist  the  executive  in  his  work. 
Executive  scheduling,  "tickler" 
files,  corporate  directories,  vendor 
directories,  and  telephone  message 
services  are  all  available.  The  tele- 
phone message  service  permits 
messages  to  be  stored  for  later 
access.  Document-tracking  allows 
the  status  and  location  of  docu- 
ments to  be  traced  throughout  the 
corporation  and  uses  the  tickler 
service  to  advise  when  certain  docu- 
ments or  events  are  due. 

Jim  Carrecker,  Vice  President 
and  General  Manager,  Office  Com- 
munication Systems  Division  of 
Datapoint,  verifies  that  these  and 
other  opportunities  exist  and  should 
not  be  missed.  Carrecker  recom- 
mends a  positive  approach.  "Tech- 
nology is  changing  so  rapidly  that 
companies  cannot  sit  and  wait  for 
the  next  development.  To  do  so 
simply  means  to  miss  valid  oppor- 
tunities to  improve  white  collar  pro- 
ductivity." 

Datapoint  provides  a  case  study 
vehicle  for  its  own  products.  Data- 
point's  correspondence  is  entered 
via  a  word  processing  workstation 
and  transmitted  to  the  electronic 
mail  station  using  its  own  local  net- 
work. From  electronic  mail,  the 
message  is  sent  to  the  corporate 
PBX  system  for  long-distance  trans- 
mission. The  PBX  system  automatic- 
ally seeks  and  finds  the  least-cost 
routing.  The  message  is  sent  to  one 
or  more  recipients  by  a  system  of 
word  processing,  electronic  mail, 
and  computerized  PBX  more  effi- 
ciently than  was  ever  possible 
before.  "Each  component  within 
this  network  of  capabilities  could 
stand  on  its  own,  but  together  they 
make  our  business  more  efficient," 
says  Carrecker. 

THE  CHALLENGE 

Understanding  the  potential 
of  new  communications  opportu- 
nities is  not  the  challenge  for  most 
companies.  The  real  challenge 
facing  management  today  is  to 
change  its  way  of  thinking  about 
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business  communications.  To 
automate  the  office  and  its  present 
methods  and  procedures,  for  in- 
stance, will  not  necessarily  result  in 
achieving  the  goal  of  productivity 
improvement.  In  fact,  this  would 
more  than  likely  be  counter-produc- 
tive. It  is  limited  methods  and  pro- 
cedures which  have  in  themselves 
resulted  in  the  proliferation  of 
offices  and  office  personnel.  The 
challenge,  then,  is  not  to  automate 
the  office.  It  is  not  to  employ  the 
"nickel  and  dime"  trade-offs  of  one 
piece  of  equipment  for  another.  It 
is,  rather,  to  avoid  the  micro-ana- 
lytical approach  and  adopt  a  com- 
prehensive planned  approach  to  the 
entire  compendium  of  business 
communications,  starting  at  the 
very  bottom  of  the  organization  . . . 
at  the  working  level. 

INPUT  found  that  many 
companies  are  not  planning  in  the 
area  of  business  communications, 
less  than  10%  in  major  corporations. 
Often  when  planning  does  take 
place,  it  is  on  a  project-by-project 
basis  and  is  based  on  individual 
cost  trade-offs  between  one  piece  of 
equipment  or  one  communication 
path  and  another  one.  The  real 
systems  needs,  the  needs  of  the 
white  collar  worker,  are  not  the 


primary  motivation  to  plan.  The 
results  have  not  always  been  what 
could  be  expected  with  the  tech- 
nology available  and,  therein,  lies 
the  justification  of  change. 

The  technological  development 
of  communications  is  inevitably 
going  through  the  same  pains  that 
marked  the  use  of  computers  in  the 
1960's.  We  can  look  for  the  same 
stages  of  growth.  The  experiences 
of  automation  can  affect  the  route 
taken  by  communications  develop- 
ment and  can  help  in  planning  its 
strategy  and  progression. 

From  the  standpoint  of 
business  automation  and  business 
communications,  there  appear  to  be 
five  definable  stages  in  developmen 

•  Stage  1:  Chaos. 

•  Stage  2:  Control. 

•  Stage  3:  Quality. 

•  Stage  4:  Efficiency. 

•  Stage  5:  Value. 

In  each  stage,  different  strate- 
gies are  called  for.  In  the  later 
stages,  the  initiatives  are  often  mon 
complex  and  difficult,  but  the  pay- 
off can  be  very  high.  The  stages  of 
development  are  not  arbitrary  or 
isolated,  but  have  a  relationship 
that  comes  from  successive 
motivating  factors,  as  shown  in 
Exhibit  4. 


MOTIVATING  FACTORS  IN  MOVING  FROM  STAGE  TO  STAGE 
IN  PRODUCTIVITY  IMPROVEMENT 


COPING  WITH 
COMPLEXITY 


CONTROL 


COMMUNICATION 
SCOPE  TOUCHES 
ALL  CORP. 
OPERATIONS 


QUALITY 


AWARENESS  OF 
INFORMATION 
AS  A  FACTOR 
OF  PRODUCTION 


EFFICIENCY 


CHAOS 


TIME  00  > 

Awareness  Of  The  Progression  Can  Be  Vital  In  Planning 


If  the  boss  insists  on  fine  quality  copies 
every  time.,  we  have  a  Saxon  just  for  you. 


All  copiers  make  copies. 
But  the  Saxon  SX 18  makes 
copies  that  are  different. 

The  blacks  are  jet  black. 
The  images  are  crisp  and 
clear.  If  you  feed  in  paper 
that  is  white,  it  comes  out 
white,  not  a  dirty  grey. 

The  Saxon  SX  18  uses 
the  latest  technology-fiber 
opticsand  microprocessors, 
to  achieve  its  compact  size 
and  super-reliable  perfor- 
mance. It  stands  only  12'/? 
inches  high.  It  uses  a  dry 
toner,  which  means  you  can 
make  copies  on  any  stand- 
ard bond  paper,  including 
letterhead.  And  it  copies  up 
to  11"  x  17",  without  ever 
losing  information  around 
the  edges. 

Ask  the  boss  if  you  can 
have  this  copier.  If  you  are 
the  boss,  congratulations, 
you  don't  have  to  ask  any- 
one. Just  mail  the  coupon 
for  a  free  demonstration. 
Or  phone  toll-free 

1-800-526-7843. 

In  New  Jersey,  1-800-522-4503. 

Mail  to: Saxon  Business  Products, 
13900  NW  57th  Court, 
Miami  Lakes,  Florida  33014 


Name/Title 


i  nni[iariv 


Street 


City/State/Zip 


(  ) 


Phone 


.  Saxon  and  SX  18  are  trademarks  of 
Saxon  Industries,  Inc. 


°1981  Saxon  Industries,  Inc. 
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•  Chaos  is  self-descriptive:  A 
constant  state  of  crisis  that 
demands  efforts  to  bring  it 
under  control. 

•  After  control  has  been 
achieved,  the  organization 
realizes  that  the  semi-arbitrary 
mechanisms  used  to  establish 
control  must  be  modified  to 
take  into  account  the  twin 
demands  for  increasingly- 
complex  systems  and  higher- 
quality  systems. 

•  Quality  data  processing  or 
communications  systems 
raise  interest  throughout  the 
organization  in  the  potential 
for  automation  to  increase  the 
efficiency  and  effectiveness  of 
the  entire  organization.  Many 
of  the  initiatives  begun  in  the 
quality  stage  are  refined  and 
expanded  in  the  efficiency 
stage. 

•  The  efficiency  stage  raises 
further  expectations  within 
the  organization,  in  that  user 
needs  for  information  are 
met  more  predictably,  and 
information  in  and  of  itself 

is  viewed  as  having  value 
alongside  the  other  factors  of 
production,  labor,  capital,  and 
materials. 

•  In  the  value  stage,  communi- 
cation is  no  longer  seen  as  a 
separate,  isolated  activity  but 
participates  directly  in  the 
mainstream  of  corporate 
activities  (as,  for  example, 
finance  does  now).  It  is  in  the 
value  stage  that  truly  large 
gains  in  productivity  can  be 
achieved,  as  users  interact 
directly  with  the  information 
needed  to  expand  the  market 
control  and  profitability  of  the 
entire  organization. 

Many  companies  are  changing 
devices  and  networks.  This  practice 
may  be  very  effective  but  must  be 
planned  in  concert  with  total 
business  needs.  It  must  be  planned 
considering  potential  integration 


with  local  networks  such  as 
ARCnet,  WINC  from  Mohawk  Data 
Sciences,  or  DEC's  new  offerings 
and  long  distance  networks.  Then 
the  opportunities  are  enormous 
because  many  new  types  of  com- 
munications and  multi-functional 
devices  such  as  the  terminal  stations 
of  Harris  can  do  more  than  the 
devices  they  replace,  and,  linked 
into  networks,  can  access  available 
data  without  creating  volumes  of 
paper. 

The  use  of  a  single  terminal 
device  to  send  data  to  a  sup- 
plier's computer,  receive  delivery 
schedules  from  the  supplier,  format 
the  schedules  in  a  memo  using 
word-processing  techniques,  and 
deliver  the  memo  by  electronic  mail 
to  a  stored  distribution  list  may 
require  a  change  of  work  habits  and 
systems.  The  change  in  terminal 
capability  can  result  in  substantial 
benefits  providing  that  the  system 
changes  necessary  to  utilize  new 
features  are  implemented.  Ana- 
comp,  an  Indianapolis-based  in- 
formation services  company,  is 
applying  that  concept  to  banking  by 
introducing  a  new  system  that  can 
take  advantage  of  the  developments 
in  on-line  automatic  teller  machines, 
P.O.S.  terminals,  and  pay-by-phone 
transactions.  Transmitted  messages 
from  these  are  processed  in  a  more 
timely  manner,  reducing  the  possi- 
bility of  losses  resulting  from  late 
posting  of  balance-changes. 

The  justification  of  new 
communication  alternatives  must 
be  based  on  the  net  effect  of  the 
improvements  on  the  total  business 
entity  rather  than  on  equipment 
trade-offs,  according  to  a  sales 
executive  of  Periphonics,  a  company 
engaged  in  message  switching  and 
voice  generation.  If  a  sales  repre- 
sentative is  entering  orders  directly 
on  a  touchtone  telephone,  a  com- 
puter-generated voice  response  that 
reads  the  order  numbers  back  to 
him  will  do  more  than  reduce  errors 
in  data.  It  will  make  it  possible  for  a 


warehouse  to  ship  parts  earlier 
because  the  order  numbers  have 
already  been  checked.  Inventory 
adjustments  for  wrong  numbers  an 
reduced.  Customers  receive  orders 
faster  and  with  fewer  mistakes.  Th< 
justification  for  using  the  voice 
response  has  to  consider  the  net 
effect  on  profitability  resulting 
from  increases  in  customer  busines: 
and  decreases  in  costs  to  handle 
returned  items  and  inventory 
management. 

The  consensus  of  leading-edge 
users  of  business  communications 
systems  is  that  action  must  be 
taken.  To  take  no  action,  even  in  a 
time  of  bewildering  alternatives 
and  new  developments,  technical 
considerations,  and  in  the  face  of 
organizational  conflicts,  is  self-de- 
feating and  costly.  The  action 
should,  of  course,  be  rational  and 
planned.  Some  self-evaluation 
would  be  worthwhile  as  a  starting 
point.  Two  straightforward  and 
fundamental  questions  to  be  asked 
are: 

•  Where  is  your  company  in  th 
spectrum  of  communications 
growth? 

•  What  is  the  business  com- 
munications system  really 
trying  to  achieve? 

In  the  first  instance  it  would  b« 
valuable  to  realistically  assess  the 
company's  achievement  level 
against  the  five  stages  in  communi- 
cations development.  This  would 
provide  an  indication  of  progress 
and  help  to  determine  the  advance 
to  the  ultimate  stage  of  value.  Are 
you  at  the  stage  of  quality  systems 
efficiency,  or  value,  where  com- 
munications systems  are  no  longer 
separate  and  isolated  activity  but 
directly  in  the  mainstream  of  cor- 
porate activity  where  large  gains  ir 
productivity  can  be  achieved?  At 
this  stage,  users  interact  directly 
with  the  information  needed  to  ex- 
pand the  profitability  of  the  entire 
organization. 

Secondly,  companies  could 


QANTEL  HAS  A  SOFTWARE 
PACKAGE  FOR  YOU. 


Your  company  has  a  unique  set  of  problems 
And  you  require  a  unique  set  of  solutions.  So 
QANTEL®  offers  software  packages  designed  for 
specific  types  of  businesses. 

There's  a  package  for  electrical  wholesalers 
Manufacturers.  Hotels.  Paper  distributors.  Shoe 
stores.  Food  brokers.  Retailers.  Even  profes 
sional  sports  teams,  to  name  a  few.  Fact  is,  nun 
dreds  of  firms  have  already  dicovered  these 
packages  are  the  key  to  well-managed  growth 
and  profits.  And  we're  adding 
new  packages  all  the  time. 

Point  is,  no  matter  which  busi- 
ness you're  in,  our  systems  will 
solve  your  problems.  Without 
extensive  modifications.  And 
for  a  lot  less  money  than  it 
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would  cost  you  to  develop  similar  software  from 
scratch. 

Equally  important,  you  won't  outgrow  your 
QANTEL  system  a  few  months  after  you  install  it. 
The  hardware  and  software  are  modular,  to 
expand  as  your  needs  expand.  And  every  soft- 
ware application  you  acquire  in  the  future  will 
be  fully  compatible  with  your  initial  program- 
ming. 

To  learn  more  about  the  software  package 
with  your  name  on  it,  return  the  coupon  or  call 
your  local  QANTEL  Distributor. 


Send  me  more  information  about  your  soft- 
ware package  for_ 


(Type  of  business) 


Name  

Company. 

Address  

City  

Zip  


_State. 
.Phone. 


Send  to: 

QANTEL.  4142  Point  Eden  Way.  Box  3517,  Hayward.  California  94545 
TWX:  910-383-0249  loll  Free:  (800)  227-1894  In  California  call  (415)  887-7777 


Is  your  office  turning 
into  a  paper  prison? 

You  and  your  staff  are  serving  time.  When  you  could  be  saving  time. 

Nobody  threw  the  book  at  you.  But  everybody  threw  documents.  Hundreds 
of  fat,  important  documents  to  be  typed,  edited,  revised  and  distributed 
under  impossible  timetables. 

But  now  you  can  help  set  your  whole  office  free.  With  the  IBM  5520 
Administrative  System.  It  speeds  the  flow  of  paperwork  in  and  out  of  your 
office.  So  processing  words  and  paragraphs  need  not  be  a  life  sentence. 

The  5520  even  distributes  documents  electronically.  So  you  can  send  them 
to  all  your  branch  offices  in  no  time. 

And  imagine  this.  With  just  a  few  key  strokes,  it  can  compose  hundreds  of 
letters,  each  unique,  each  addressed  to  a  different  person. 

You  can  even  change  a  word  or  phrase  each  time  it  appears  in  a  thick 
document  just  by  changing  it  once. 

The  5520  is  also  a  records  management  system.  It  lets  you  merge  file  data 
into  a  document,  or  even  merge  two  documents.  It  can  also  compose 
specialized  lists  from  file  data. 

It  can  even  do  two  jobs  at  once.  So  while  it's  creating  or  distributing  one 
job,  the  user  can  be  working  at  the  keyboard  on  another. 

Additionally,  the  5520  does  math. 

And  it  makes  it  all  so  easy.  Because  operator  aids  and  prompts  are  built 
into  the  system  to  make  it  "user- friendly." 

5520's  are  even  friendly  with  one  another.  They  can  communicate  with 
other  5520's  without  going  through  a  host  computer.  And  they  can 
communicate  with  many  other  IBM  systems,  in- 
cluding the  Displaywriter  and  appropriately 
programmed  System/370's. 

For  more  about  the  IBM  5520,  call  your  IBM 
representative  or  write  RO.  Box  1385, 
Atlanta,  GA  30055. 

And  stop  doing  nine-to-five  at  hard  labor, 


A  little  IBM  can  mean  a  lot  of  freedom 


benefit  from  an  overall  assessment 
of  how  communications  affect  the 
mainstream  of  corporate  activity. 
What  is  the  business  really  trying  to 
achieve?  Is  it  to  improve  customer 
satisfaction,  through  improved 
quality  of  products  or  shortened 
delivery  lead  times?  Is  it  to  reduce 
inventory  levels  through  better 
control?  Is  it  improved  accuracy  in 
financial  statements  or  is  it  all  of  the 
above  with  profitability  as  the 
bottom  line? 

Companies  must  identify 
the  persons  responsible  for  the 
functions  performed  and  what  is 
provided  to  them,  in  terms  of  busi- 
ness systems,  to  accomplish  their 
functions.  Matching  available  tech- 
nological improvements  with 
functions  to  be  performed  within 
the  stated  goals  of  the  corporation 
provides  a  road  map  to  selecting  and 
implementing  business  communi- 
cations systems.  This  is  the  Japan- 
ese approach  of  looking  at  the  basic 
functions  being  performed  at  the 
working  level  of  the  organization; 
controlling  inventory,  developing 
product  specifications,  and  process- 
ing a  customer  order.  Then,  the 
Japanese  develop  the  best  system, 


using  the  latest  technology,  to  make 
the  function  efficient  and  improve 
productivity  at  the  lowest  level 
where  it  is  needed.  The  benefits 
escalate  upward. 

Considering  these  overall 
objectives  and  relating  them  to  the 
specific  functions,  order  entry, 
inventory  control,  engineering 
design,  companies  should  plan  the 
global  network  including  equipment 
linkages,  communication  services 
and  other  considerations  in  business 
communications.  Possibilities 
for  immediate  benefit  fall  into 
place.  First,  corporate-wide  use  of 
personal  computers,  facsimile 
machines,  and  word  processors,  can 
be  controlled.  Their  use  would  not 
be  discouraged,  but  rather  would 
be  encouraged  within  guidelines 
set  by  management.  They  could  be 
standardized  to  fit  within  the 
communications  capabilities  already 
defined.  Their  usefulness  could  be 
greatly  enhanced  due  to  the 
potential  of  integrating  them  with 
established  corporate  data  bases  and 
networks.  And  control  with  the 
potential  for  productivity  improve- 
ments would  result.  Second,  new 
devices  and  capabilities  could  be 


implemented,  fitting  in  with  the 
overall  capabilities  within  the 
corporation.  Innovations  could  be 
encouraged  without  the  fear  of 
investing  in  systems  which  would 
become  obsolete,  since  the  overall 
"game  plan"  would  be  in  place.  Th 
third  is  the  opportunity  to  reduce 
the  volume  of  paper  and  data  whic 
may  result  from  increasing  com- 
munications and  paths.  Netting  cai 
reduce  the  total  number  of  trans- 
actions significantly.  Better  com- 
munications may  prove  to  be  fewei 
communications,  or  none  at  all. 

Management  can  act  to  im- 
prove functions  and  take  advantagi 
of  opportunities  at  the  operating 
levels.  Order-processing,  for 
example,  could  be  made  more 
efficient,  with  workstation  linked  t( 
corporate  headquarters.  Personal 
computers  and  word  processors 
could  be  used  to  improve  functions 
and  relieve  a  congested  centralized 
computer  system.  This  approach 
would  encourage  a  willingness  to 
change  systems  and  business 
methods,  without  fear  of  obsoles- 
cence, and  to  address  business 
needs  in  a  better  way. 

To  conclude,  this  approach 
includes  several  key  elements  that 
are  necessary  if  one  is  to  take 
advantage  of  new  developments  in 
business  communications  and 
benefit  from  a  very  real  impact  on 
productivity: 

•  Assessment  of  current  effec- 
tiveness in  business  commun: 
cations. 

•  Central  coordinated  planning 
'  considering  corporate  goals 

and  the  mainstream  of  the 
company. 

•  Bottom-up  observation  with 
the  personnel  using  the  data. 

•  Planning  of  linkages,  services 
and  overall  communication 
requirements. 

•  Willingness  to  change  busi- 
ness methods  to  address  busi 
ness  needs  in  a  better  way. 


COMS/IV 

Only  the  grapevine 
is  fester. 


•  Electronic  Mail      •  Document  Processor 

•  Executive  Services  •  Multifunction  Workstations 

•  Integrated  Data  Processing 


Ever  notice  how  gossip  gets  from  the  New  York  office  to 
the  LA  office  faster  than  that  memo  you  sent  last  week? 
Four-Phase  COMS/IV,  the  Corporate  Office  Manage- 
ment System,  won't  affect  the  water  cooler  whispers, 
but  it  will  speed  up  the  flow  of  information,  and  let  you 
manage  its  movement  throughout  the  corporation. 

COMS/IV  sends  letters  electronically,  across  the  hall 
or  across  the  country.  To  two  locations  or  more  than 
2000,  instantly.  You  can  retrieve  past  correspondence 
quickly  using  keywords,  with  access  protection,  if  desired. 

COMS/IV  lets  you  or  your  secretary  type,  revise  and 
print  reports  and  correspondence  faster  using  Fore  Word* 
word  processing.  By  storing  the  schedules 
of  people  and  facilities,  COMS/IV 
Executive  Services  help  plan  meetings 
and  manage  resources.  A  Four-Phase 
computer  terminal  in  your  office  can 
display  your  messages  and  remind 
you  of  appointments,  automatically. 

All  COMS/IV  office  functions  are 
available  at  any  terminal  in  the  system, 
making  the  workstations  and  people 
who  use  them  more  productive. 
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COMS/IV  compatibility  saves  on  software. 

Much  of  the  networking  power  of  COMS/IV  is  centered 
in  Four-Phase  Systems  311/312.  Because  these  systems 
are  IBM  370  software  compatible,  your  IBM  system 
programmers  can  easily  support  COMS/IV.  This  saves 
money  in  installation,  training,  and  maintenance. 

Nationwide  Support. 

Over  1,000  service  personnel  in  more  than  150  locations 
across  North  America  provide  individualized  hardware 
and  software  support  and  a  level  of  expertise  unique 
in  the  DDP  industry.  The  grapevine  is  still  a 
communications  marvel.  But  COMS/IV 
will  help  you  catch  up  fast.  To  find  out  more, 
call  Four-Phase  Systems  at  1-800-528-6050 
extension  1599  (in  Arizona  call  1-800-352-0458 
extension  1599). 

Corporate  Office  Manajtemenl  Systems  and  COMS  IV  are  trademarks 
of  Four-Phase  Systems.  Ine. 


Four-Phase  Systems 

10700  North  De  Anza  Blvd.,  Cupertino,  CA  95014 
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To  plan  and  to  act  are  the  mes- 
sages from  INPUT'S  survey  of  busi- 
ness communicators.  Companies 
must  not  limit  planning  to  the 
expansion  of  devices  currently  in 
place;  this  addresses  only  technical 
needs.  Taking  advantage  of  the 
supermarket  of  new  opportunities 
requires  even  more  planning  for 
business  functional  needs.  Manage- 
ment must  spearhead  the  planning 
process  by  incorporating  require- 
ments from  the  bottom  up,  the 
trenches  where  business  functions 
are  performed.  Management  must 
encourage  planning  which  involves 
the  very  people  engaged  in  business 
activities  in  the  office  and  the  con- 
ference room,  on  the  telephone  and 
at  the  word  processor.  It  must  en- 
courage planning  to  include  the 


processing  of  a  customer  order  and 
the  entering  of  a  debit  or  credit  on 
an  accountant's  worksheet  or  a  per- 
petual inventory  ledger.  It  starts 
with  a  willingness  to  act  in  a  time 
where  there  are  acknowledged 
obstacles.  It  will  succeed  because 
we  have  seen  that  the  stakes  are  too 
high,  the  opportunities  too  enor- 
mous, and  the  consequences  of  fail- 
ure too  great. 


ABOUT  INPUT 

INPUT  (Palo  Alto,  California)  is 
an  international  planning  service  firm 
specializing  in  the  information-process- 
ing and  communications  industries. 
Formed  in  1974,  INPUT  provides  plan- 
ning information,  analysis,  and  recom- 
mendations to  managers  and  executives 


of  its  client  base  which  includes  nearlx, 
200  of  the  largest  and  most  technically 
progressive  companies  in  the  world. 
Through  market  research,  competitive 
analysis,  and  technology  forecasting, 
INPUT  supports  client  management  i\ 
critical  decision-making.  In-depth  re- 
search of  computer  equipment,  softwa) 
and  services,  communications  and  offi 
systems  are  provided  to  its  clients. 

ABOUT  JUD  BRESLIN 

fud  Breslin,  Principal  Consultant 
and  INPUT'S  national  director  of  cus- 
tom studies,  is  a  leading  spokesman  fo 
distributed  data  processing.  He  has 
participated  in  seminars  and  forums  it 
eluding  those  sponsored  by  DPMA,  th 
Wharton  School,  the  Diebold  Group, 
and  AMA.  He  is  co-author  of  one  of  t 
pioneer  books  on  the  subject,  Distrib- 
uted Processing  Systems,  published 
by  AMACOM,  and  featured  in 
McGraw  Hill's  Computer  Book  Club. 

Prior  to  joining  INPUT,  Mr.  Br< 
lin  held  key  positions  in  Touche  Ross 
and  Company,  and  Cresap,  McCormh 
and  Paget.  Under  William  Simon,  he 
acted  as  Deputy  Assistant  Administra 
tor  for  policy  and  planning  in  the  orig 
inal  Federal  Energy  Administration. 

Jud  Breslin' s  data  processing  ex- 
perience spans  20  years  since  receiving 
an  MBA  degree  from  the  Wharton 
School.  Previously  he  had  earned  a  B/ 
degree  from  Colgate  University. 

ABOUT  JOHN  McGANN 

John  McGann  is  a  senior  consul- 
tant at  INPUT  and  a  professor  at  the 
Long  Island  University  Graduate 
School.  He  has  been  Director  of  MIS  t 
a  government  agency,  Vice  President 
Systems  Planning  at  a  major  bank,  at 
manager  of  EDP  planning  at  America 
Airlines  and  Allied  Chemical.  His  art 
cles  have  appeared  in  numerous  publu 
Hons  and  he  has  given  talks  at  many 
professional  organizations  (DPMA, 
IEEE,  AMA,  ASM,  etc.)  and  college'. 
(NYU,  Rutgers,  MIT,  Stevens,  Hof- 
stra,  Saint  John's,  etc.).  His  college 
degrees  are  from  MIT  (B.S.)  and 
Columbia  (M.A.). 


The  cost  of 
calling  Los  Angeles 

shouldn't  make  you 

see  stars. 


The  cost  of  calling  city  to  city  needn't 
put  you  in  a  state  of  shock.  Whether  you 
transmit  voice,  data  or  facsimile,  we  could 
cut  your  company's  long-distance  phone 
bill  40%.  With  no  capital  investment  or 
change  in  equipment.  Contact  Walt  Pioli 
RCA  Americom,400  College  Road  East, 
Princeton,  NJ  08540.  (609)  734-4300 

Name/Title  


Company/Phone- 
Address  


City/State/Zip. 


RCA 


American 
Communications 


F-3 


The  solution  that  beats  the  system 
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The  business  communications  and  related  computer  technolo 
industry  represents  what  is  perhaps  the  fastest-growing  segmen 

r  .       1        ,     1  •   XT  ;  J  „1  „  t-U.^./i/-,  4-^-»^V.  . 


or  toaay  s  ousmess  scene.  i\ew  ueveiupmeiua  ui  mcoc  ic^n- 
nologies  are  helping  businesses,  both  large  and  small,  to  better 
manage  their  information  resources  to  become  more  productive. 
Becoming  more  productive  is  the  challenge  almost  all  businesses 
face  in  an  increasingly  competitive  and  resource  scarce  world. 
To  help  you  stay  abreast  of  new  business  communications 
technologies  and  equipment  available  on  the  market  today, 
Forbes  regularly  publishes  special  advertising 


supplements  on  selected  topics  in  the  computer 
and  communications  field.  These  supplements  present  valuable 
resource  tools  for  successful  management  in  the  information  age. 
The  text  for  these  supplements,  is  based  on  contemporary 
research  from  leading  edge  sources.  Its  presentation  is  made 
possible  by  the  Advertisers  that  appear  in  this  supplement.  They, 
as  well  as  Forbes,  are  interested  in  your  inquiries  and  comments. 


ine  reader  service  cams  oouna  into  tne  supplement  pruviue  an 
easy  and  quick  method  for  you  to  find  out  more  about  the  many 
products  and  services  presented  by  the  companies  whose 
advertising  appears  in  this  section. 

Further  supplements  to  appear  in  Forbes  on  computer  and 
business  equipment-related  subjects  include  "The  Micro- 
computer Explosion"  to  be  published  in  the  April  26  issue, 
"The  Information  Industry,"  in  the  June  21  issue,  "The  Auto- 
mated Office"  August  30,  and  "Productivity"  November  8. 

If  you  would  like  reprints  of  Business  Communications  or 
y  of  the  upcoming  special  supplements,  send  a  letter  on 
<ur .company's  letterhead  to:  Arnold  J.  Prives,  Director  of 
Posing  Supplements,  Forbes  Magazine,  60  Fifth  Avenue, 
feW^fcrk,  NY  10011. 


Compare  Radio  Shack's 
TRS-80  Word  Processor 

With  IBM  and  Wang. 


You'll  See  That  Our 
Top-of-the-Line 
TRS-80®  Model  II 
Does  More  and 
Costs  Less! 


Radio  Shack's  powerful  TRS-80  word 
processing  system  lets  your  secretary 
quickly  prepare  memos,  letters  and 
reports— electronically!  Text  is  edited 
and  revised  on  the  video  screen.  Then 
letter-perfect  originals  are  printed  at  an 
incredible  500  words  per  minute! 

It's  Easy  to  Use.  Virtually  anyone  can 
use  SCRIPSIT.  There  are  no  hard-to- 
remember  codes  because  all  instruc- 
tions are  displayed  in  plain  English.  In 
fact,  most  features  are  accessed  with 
just  a  couple  of  keystrokes.  We  even 
include  a  training  course  on  audio  cas- 
settes that  will  turn  typists  into  word 
processing  professionals! 

We  Make  Spelling  Errors  Obsolete. 

Your  TRS-80  system  can  even  "proof- 
read" text  to  catch  misspelled  words— 
automatically!  Just  add  an  external  disk 
drive  and  our  new  100,000-word  Spell- 
ing and  Hyphenation  Dictionary.  Add  up 
to  2000  words  that  are  common  to  your 
profession,  too! 


Feature 

TRS-80 
Model  II 
SCRIPSIT® 

IBM® 
Display- 
writer 

Wang- 
writer  ® 

Block  Move/Duplicate 

>^ 

Full  Headers  and  Footers 

is 

is 

Automatic  Decimal  Tab 

Automatic  Word  Wrap 

Automatic  Centering 

is 

Automatic  Pagination 

Background  Printing 

if. 

Disk  Storage  Capacity 

350K 
chars. /disk 

264K 
chars. /disk 

240K 
chars. /disk 

Daisy  Wheel  Printer 

43  chars./sec. 

40  chars./sec. 

20  chars./sec. 

Display  Format  (Characters 
per  Line  x  Lines  of  Text) 

80x24 

80x25 

80x24 

Optional  Applications 
Software 

Accounting, 
Data  Base 

Management, 
Statistics, 
Much  More 

Audio  Training  Course 

Approximate  Price 

$6297 

$8995 

$6400 

Other  TRS-80  Word  Processing  Systems  Start  at  Only  $2932.95 


More  Than  a  Word  Processor.  Our 

ready-to-run  software  packages  turn 
your  TRS-80  into  a  multi-purpose  work- 
station, it  can  streamline  accounting, 
track  inventory,  manage  records,  even 
communicate  with  mainframe  com- 
puters. 


The  World's  Best  Support.  No  one  of- 
fers better  microcomputer  support — 
including  leasing  and  service — than 
Radio  Shack.  Model  II  is  available  at 
over  550  Computer  Centers  and  se- 
lected Radio  Shack  stores  nationwide. 
Ask  for  a  demonstration  today! 


Radio  /hack 

The  biggest  name  in  little  computers® 

A  DIVISION  OF  TANDY  CORPORATION 


I  want  more  information,  send  me  your 
free  TRS-80  Computer  Catalog. 

Mail  To:  Radio  Shack,  Dept.  82-A-109 
1300  One  Tandy  Center,  Fort  Worth,  TX  76102 


NAME  . 


COMPANY 
ADDRESS. 
CITY  


STATE . 


Retail  prices  may  vary  at  individual  stores 
and  dealers.  Special  order  may  be  required. 

IBM  is  a  registered  trademark  of 
International  Business  Machines  Corp. 
Wangwriter  is  a  trademark  of  Wang  Laboratories.  Inc 


HARRIS 
HAS  A  SOLUTION  FOR 
YOUR  COMPANY'S  BIGGEST  PROBLEM: 

SOLUTIONS  FOR  YOUR  COMPANY'S 
SMALLER  PROBLEMS. 


Harris  super- 
minicomputers offer  soft- 
ware appHcationsjn  computer-aided  design, 
simulation  and  sunn-  ;{()<)  other  areas. 

will  appreciate  our  line  of  communications-oriented  computer  termi 
nals  (remote  batch  and  interactive).  Ifs  the  broadest  in  the  industry. 

Your  MIS  executives  will  value  our  distributed  data  processing 
systems  for  their  speed,  power  and  unique  capabilities.  Like  multi- 
host  support  and  word  processing  options. 

Your  communications  managers  will  recognize  the  difference  in 
bottom-line  telephone  costs  our  PBX's  can  make. 

We  also  provide  intelligent  telephones,  a  unique  private  tandem 
networking  capability  and  business  satellite  earth  stations  that 
can  further  reauce  your  telecommunications  costs.  And  that  will 
surely  make  your  accounting  department  happy. 

The  fact  is, 
Harris  manu- 
factures 
products  that 


Most  big  companies  are  made  up  of  a  lot  of 
smaller  companies.  They're  called  departments. 
And  each  has  its  own  way  of  doing  business. 

It's  the  business  of  management  to  make  sure 
that  the  efforts  of  each  department  work  in  con- 
cert with  the  rest  And  that's  a  job  Harris  can 
make  a  whole  lot  easier. 

We  offer  super-minicomputers  for  your  R&D 
and  technical  people  that  are  unmatched  in 
power,  performance  and  reliability. 
The  people  who  run  your  company's  data  cente 


Our  PBX  can 
accommodate 
from  20  to 
1,000  lines. 


( hir  data  terminals  can  grow  into  sophisticated 
distributed  data  processing  systems. 


can  improve  the  productivity  of  people  in  ever 
one  of  your  departments.  What" s  more,  be- 
cause they're  designed  for  future  expansion 
and  compatibility,  they  can  maximize  corporal 
productivity,  too. 
And  that's  the  biggest  contribution  we  can  make. 


copy  of  the  Harris  Integrated  Information  Processing  Systems  brochure,  send  your  business  card  or  write  on  your  company's 
letterhead  to  Jack  C.  Davis,  Group  Vice  President,  Department  6,  Information  Systems,  Harris  Corporation,  1025  West  Nasa  Boulevart 

Melbourne,  FL  32919.  Or  phone  305-727-9100. 


Doug  Jones  wants  people  to  know  that 
H.H.  Robertson  is  not,  repeat,  not  in  the 
residential  housing  industry. 


"Lost  in  the 
shuffle" 


By  Thomas  Jaffe 


Douglas  Jones  oj 'H.H  Robertson 

"My  God,  this  city  is  torn  to  hell.  But  I  cant  complain." 


Douglas  Jones  trudges  manful- 
ly through  the  slush  of  down- 
town Pittsburgh,  gazing  with  a 
practiced  eye  at  the  naked  girders  of 
half-completed  buddings.  "My  God, 
this  city  is  torn  to  hell,"  he  says,  "but 
I  can't  complain.  We've  got  $30  mil- 
lion worth  of  business  here." 

"We"  is  a  $650  million  company  in 
the  construction  industry  called  H.H. 
Robertson,  from  which  Jones,  just 
turned  65,  will  retire  as  chief  execu- 
tive in  a  year  or  so.  He  will  retire  with 
pride.  Profits  were  up  40%  last  year, 
to  $27.5  million,  following  a  similar 
gain  the  year  before.  Return  on  equity 
is  now  running  nearly  24%,  with 
long-term  debt  not  quite  a  quarter  of 
capitalization.  And  he  started  1982 
with  a  $580  million  backlog. 

Wall  Street  couldn't  care  less.  Rob- 
ertson common  trades  at  just  5  times 
earnings  these  days.  Robertson  is  in 
the  construction  industry,  right-' 

That  bothers  Jones  no  little  bit. 
"We  get  lost  in  the  shuffle,"  he  says 
glumly.  "It  bugs  me." 

Don't  people  take  the  trouble  to  look 
at  his  company's  earnings?  Don't  they 
realize  that  Robertson  develops,  man- 
ufactures and  puts  up  metal  walls, 
roofs  and  floors  for  everything  from 
power  stations  to  hospitals  and  office 
skyscrapers,  and  that  the  commercial 
market  is  booming-  What  about  that 
$140  million  contract — the  firm's  big- 
gest ever — to  provide  the  "curtain 
wall"  for  the  new  Hong  Kong  head- 
quarters of  the  Hongkong  &  Shanghai 
Banking  Corp.?  Such  nonload  support- 
ing walls  are  a  Robertson  specialty  that 
put  skin  on  the  New  York  World  Trade 
Center,  the  Sears  Tower  in  Chicago, 
Houston's  Pennzoil  Place  and  the  Cen- 
tury Plaza  Towers  in  Los  Angeles.  The 
Hong  Kong  job  calls  for  large  bow-tie 
trusses  to  span  eight  huge  masts,  with 
clusters  of  floors  in  between.  All  Rob- 
ertson-supplied materials  will  be 
shipped  containerized  from  a  St.  Louis 
plant  to  the  Far  East,  prepainted  and 
ready  to  fit  so  they  can  be  put  up  on 
that  spot. 

Jones  is  proud  of  his  company's 
technical  expertise.  For  instance, 
Robertson  makes  a  patented  electrical 
steel-floor  system  with  a  series  of  ele- 
vated cells  to  which  all  services — 
computers,  communications  and 
more — can  be  connected.  Before  Rob- 
ertson puts  any  material  on  the  mar- 
ket, it  is  subjected  to  stress  tests  in 
laboratories  to  guard  against  wind, 
earthquakes  and  erosion  from  the" 
likes  of  acid  rain  and  ultraviolet  rays. 

"We  ask  an  architect,  'What  don't 
you  have  that's  inhibiting  your  de- 
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sign?'  "  says  Jones.  "Whether  it's  ad- 
hesives,  fasteners  or  coloring  finishes, 
we  then  try  to  come  up  with  them." 
Of  course,  that  approach  also  leads  to 
higher-margin  specialty  work. 

It's  also  part  of  [ones'  strategy  to 
move  more  toward  commercial  and 
institutional  construction  and  be- 
come less  dependent  on  the  industrial 
market  that  Robertson  was  founded 
to  serve.  Because  industrial  construc- 
tion is  tied  more  closely  to  economic 
cycles,  the  company  suffered  erratic 
profitability  in  the  mid-Seventies. 
Another  drawback  to  industrial  busi- 
ness is  that  it  carries  much  lower  mar- 
gins. The  cost  of  industrial  metal  wall 
is  $5  to  $8  per  square  foot,  vs.  $20  to 
$50  on  a  commercial  or  institutional 
curtain  job.  So  Jones  went  where  the 
action  is,  and  with  a  vengeance.  In- 
clude 1982,  and  Robertson's  capital 


program  for  the  last  five  years,  much 
of  which  was  used  to  put  up  new 
plants  and  production  lines  to  effect 
this  switch,  will  exceed  $80  million — 
more  than  double  the  spending  of  the 
preceding  five  years. 

"We  should  have  done  it  sooner," 
says  Jones. 

Now  he's  trying  to  make  the  same 
change  in  direction  overseas  as  well. 
As  recently  as  1978,  international 
business  accounted  for  more  than  half 
of  corporate  income,  but  lately  this 
has  lagged.  In  the  U.K.,  for  example, 
operating  losses  the  last  two  years 
were  $2  million  on  over  $90  million  in 
sales.  Shifting  gears,  Jones  has 
trimmed  a  faltering  operation  in 
Spain,  shut  another  in  Brazil  and 
opened  a  new  facility  in  the  Nether- 
lands that  is  aimed  at  commercial  and 
institutional  customers.  "It  will  take 


Taxing  Matters 


your  business  used  the  same  accounts 
receivable  procedures  as  the  IRS  does,  you 
would  quickly  be  out  of  business. 


"The  check  is 
in  the  mail" 


By  Paul  B.  Brown 


Even  as  our  leaders  in  Washington 
debate  what  sort  of  new  taxes  can  be 
levied  to  help  offset  some  of  the  fore- 
casted budget  deficit,  they  are  all  but 
ignoring  some  $15  billion  that  is  just 


waiting  to  be  picked  up. 

Where  is  it?  In  the  pockets  of  tax- 
payers who  haven't  paid  their  taxes. 
We  aren't  talking  about  the  under- 
ground economy  here;  these  are  sim- 
ply taxes  owed  by  members  of  the 


five  years  before  we  show  good  for- 
eign profits  from  the  push  into  this 
market,"  says  Jones. 

Until  that  happens  the  company 
will  be  supported  by  U.S.  contracts 
and  the  built-in  cushion  it  enjoys 
from  two  smaller  specialized  divi- 
sions^— synthetic  resins  used  in  rein- 
forced plastics  and  industrial  instru- 
ments that  measure  machinery  vibra- 
tion. They  account  for  15%  of  sales 
and  profits.  These  two,  plus  strong 
commercial  construction  in  the  U.S., 
should  ensure  at  least  a  20%  earnings 
gain  this  year,  despite  the  weak  inter- 
national business. 

So,  after  16  years  at  the  Robertson 
helm,  Doug  Jones  can  step  down,  con- 
fident in  the  knowledge  that  the  com- 
pany has  never  been  in  better  shape. 

He  just  wishes  somebody  would 
take  notice  ■ 

Edited  By  Richard  Greene 

"the   check   is   in   the   mail"  set. 

"In  1979  delinquent  taxes  owed  the 
government  exceeded  $13  billion," 
says  a  General  Accounting  Office  re- 
port that  rails  at  IRS  inefficiency  in 
collecting  its  back  taxes.  "Although 
the  IRS  collected  almost  $5  billion  in 
delinquent  taxes  that  year,  delinquen- 
cies grew  by  more  than  $2  billion, 
totaling  $  1 5  billion  by  the  end  of  fiscal 
1980." 

Shocked  by  these  figures,  the  GAO 
looked  at  the  IRS'  collection  methods 
at  four  regional  centers  (Atlanta,  Chi- 
cago, Seattle  and  Greensboro,  N.C.) 
and  found  improprieties  and  problems 
ranging  from  the  humorous  to  the 
scandalous.  For  example: 

•  hi  15%  of  the  cases  where  the  IRS 
generously  allowed  a  delinquent  tax- 
payer to  gradually  pay  off  his  back 
taxes  using  monthly  installments,  the 
taxpayer  already  had  more  than 
enough  money  sitting  in  a  savings 
account  to  pay  off  the  taxman  in  one 
lump  sum.  In  one  egregious  instance, 
the  taxpayer  was  earning  more  in  in- 
terest on  the  money  in  his  savings 
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account  than  he  owed  the  IRS. 

•  When  entering  into  one  of  these 
installment  agreements,  the  IRS  asks 
the  delinquent  taxpayer  how  much  he 
earns.  Human  nature  being  what  it  is, 
the  taxpayer  sometimes  tells  the  IRS 
that  he  is  making  less  than  he  report- 
ed on  his  tax  return — hoping  the  IRS 
won't  bother  to  check  up  on  him. 
That  way,  his  monthly  payments  will 
be  less.  He's  often  successful.  In  38% 
of  the  cases  the  GAO  looked  at,  the 
taxpayer  had  understated  his  income 
by  at  least  $2,000. 

•  When  the  IRS  does  do  its  home- 
work, its  arithmetic  is  wrong  an  as- 
tonishing one  out  of  nine  times.  The 
errors  range  from  overstating  the  tax- 
payer's ability  to  pay  by  $200  a  month 
to  understating  that  amount  by 
$1,000  a  month. 

•  To  add  insult  to  injury,  54%  of 
the  taxpayers  who  are  allowed  to  pay 
on  the  installment  plan  default. 

In  short,  GAO  found  "passive  col- 
lection policies,  inadequate  use  of  tax- 
payer financial  information,  ineffi- 
cient collection  operations,  lack  of 
management  information  and  limited 
resources  all  contributed  to  the  in- 
crease in  tax  delinquencies." 

Tom  Venezia,  who  led  the  GAO 
study,  says  that  the  IRS  could  easily 
mend  its  ways.  "The  information  the 
IRS  collects  for  the  installment  plan  is 
pretty  good.  All  they  have  to  do  is  use 
it,"  he  says. 

Perhaps  a  better  way  for  the  IRS  to 
make  sure  it  gets  its  money  would  be 
through  voluntary  payroll  deductions. 
"Although  this  is  one  of  the  best 
means  of  making  payments,  the  IRS 
used  the  method  in  only  9%  of  the 
cases  we  looked  at,"  wrote  Venezia. 

What's  more,  some  taxpayers  are 
getting  away  with  murder  by  claiming 
such  items  as  maid  service  or  dance 
lessons  as  necessary  expenses  that 
cannot  be  eliminated  to  pay  their 
back  taxes. 

While  the  IRS  did  not  return  phone 
calls  from  Forbes  requesting  a  re- 
sponse to  the  GAO  study,  the  study 
did  contain  some  comments  from  the 
IRS.  The  IRS  agreed  it  must  establish 
more  specific  guidelines  for  analyzing 
taxpayer  financial  information  and 
said  it  is  developing  better  criteria  for 
what  qualifies  as  a  true  living  expense. 
Presumably  maids  and  cha-cha  les- 
sons will  not. 

The  IRS  argued  that  it  offers  the 
partial  payment  plan  to  almost  every- 
one to  save  the  cost  of  assigning  each 
late  payment  case  to  a  revenue  agent. 
But  the  GAO  report  notes  that  the 
IRS  has  no  idea  whether  the  partial 
payment  plan  actually  saves  money, 
and  since  54%  of  all  those  who  enter 


into  the  program  default,  agents  be- 
come involved  in  more  than  half  the 
cases  anyway. 

There  is  one  hopeful  note:  Several 
weeks  ago,  the  interest  the  IRS 
charges  on  late  and  partial  payments 
increased  to  20%.  This  should  lessen 
the  incentive  for  taxpayers  to  pay  late. 
The  old  interest  rate  was  only  9%, 
and  some  taxpayers  looked  at  that  as  a 
low-interest  loan,  preferring  to  take 
the  money  they  owed  the  IRS,  pay  the 
9%  penalty,  invest  the  money  and 
pocket  the  profit. 

What's  in  it  for  me?" 

If  you  picture  tax  court  as  a  dull 
place  in  which  accountants  and 
lawyers  battle  over  fine  points  of  the 
law — you  would  frequently  be  right. 
But  every  now  and  then  a  case 
comes  up  that  breaks  that  mold. 
Take  the  story  of  Audrey  Brig  and 
Vincent  Riportella. 

The  couple  was  married  in  1973. 
For  1973  and  1974  they  filed  joint  tax 
returns.  During  1975  they  started  to 
have  marital  problems.  They  separat- 
ed in  May  1976. 

After  obtaining  an  extension  from 
the  IRS,  Vincent  went  to  his  wife  in 
June  1976  and  asked  her  to  sign  their 
joint  return  for  1975.  Said  wife  Au- 
drey, "What  will  you  do  for  me  if  I 
sign?" 

Vincent  said  he  would  do  nothing  in 
exchange  for  her  signature,  and  Au- 
drey refused  to  sign.  A  joint  return 
was  sent  to  the  IRS,  but  the  only  sig- 
nature on  it  was  the  preparer's.  With- 
out the  wife's  signature,  the  IRS  said 
it  was  not  a  valid  joint  return  and 
assessed  Vincent  $4,998.58  in  taxes, 
the  difference  between  the  tax  due  on 
a  return  of  a  married  person  filing 
separately  and  the  tax  due  on  a  joint 
return. 

So  was  the  joint  return  admissible 
or  not? 

Vincent  argued  that  Audrey  had 
signed  the  joint  returns  in  1973  and 
1974  "after  a  cursory  examination 
without  questioning  the  returns  at 
all."  The  1975  return  should  therefore 
be  treated  the  same  way  since  there 
was  no  evidence  she  intended  to  do 
anything  differently  that  year. 

The  court  ruled  for  the  husband. 
"Audrey's  attempt  to  'sell'  her  signa- 
ture adds  further  force  to  petitioner's 
position,"  the  court  writes.  ".  .  .  She 
merely  wanted  a  price  for  a  valuable 
commodity,  i.e. ,  her  signature.  Audrey 
held  all  the  cards  and  attempted  to 
extract  whatever  concessions  she 
could.  In  the  midst  of  a  divorce  pro- 
ceeding, this  is  an  all  too  common 
occurrence." 
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AY/ERC  Estimates  Strong 
'82  Finish  After  Slow  Start 

The  '81  4th  quarter  Executive  Demand 
Index,  just  issued,  was  the  lowest  for 
the  quarter  and  the  year  since  1979. 
However.  AY'ERC  expects  a  mid-'82 
upturn  and  a  higher  yearly  demand 
than  in  '81. 

For  a  copy  of  this  report  and  the 
'82  anticipated  trends,  please  write: 

EXECUTIVE  RESOURCE 
CONSULTANTS 

277  Park  Ave.,  New  York,  NY  10172 

ADVISORS  ON  EXECUTIVE  RECRUITMENT 


DIVIDEND 
INCREASE 


The  Board  of  Directors  of  EN 
SERCH  Corporation  on  January 
28, 1 982,  declared  an  INCREASE 
in  the  quarterly  dividend  from  34 
cents  to  40  cents  per  share  of 
common  stock,  payable  on  March 
1 ,  1982  to  shareholders  of  record 
on  February  12, 1982.  ENSERCH 
has  paid  dividends  each  year 
since  1912  and  has  paid  higher 
cash  dividends  each  year  since 
1969. 


For  additional  information, 
please  write  to  Benjamin  A. 
Brown,  Vice  President,  Dept. 
C,  ENSERCH  Center,  Box 
999,  Dallas,  Texas  75221. 


CORPORATION 
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Numbers  Game 


More  and  more  companies  will  be  sweep- 
ing debt  under  the  rug  through  clever 
financing.  The  FASB  is  pushing  the  broom. 

The  invisible 
debt 


By  Barbara  Rudolph 


When  it  comes  to  opportuni- 
ties for  shrewd  financing, 
,.C.  Penney  rarely  misses  a 
trick.  Last  October  the  giant  retailer 
bought  back  $260  million  worth  of  its 
accounts  receivable,  which  it  had  sold 
to  Citicorp  for  $287  million  in  Febru- 
ary 1980. 

In  so  doing,  Penney  got  a  quick  in- 
fusion of  cash  when  it  needed  it.  Now 
it  is  earning  handsome  rates  of  up  to 
21%  again  on  the  receivables.  What's 
more,  none  of  these  maneuvers  ever 
showed  up  on  the  balance  sheet. 
That's  a  neat  way  to  borrow. 

Penney  is  just  one  of  a  growing 
number  of  companies  that  are  selling 
their  receivables  off  balance  sheet.  It's 
estimated  that  something  like  $60  bil- 
lion worth  of  accounts  receivable 
were  sold  last  year. 

Retailers  have  been  playing  this 
game  for  a  long  time,  of  course,  but 
recently  other  companies  have  joined 
the  crowd.  Last  year,  for  example, 
Rockwell  International  sold  $20  mil- 
lion of  its  receivables  and  Nashua 


Corp.  has  sold  more  than  $16  million 
worth  over  the  last  two  years. 

The  companies  refer  to  these  trans- 
actions as  sales,  but  to  many  eyes 
they  are  not  sales  at  all,  but  merely  a 
form  of  collateralized  borrowing  that 
has  the  effect  of  making  a  balance 
sheet  look  sounder  than  it  is. 

Basically,  there  are  two  ways  to  go 
about  one  of  these  deals:  with  or  with- 
out recourse.  Sales  made  without  re- 
course give  the  buyer  no  way  out  if 
the  accounts — like  some  of  Penney's 
outstanding  credit  card  bills — turn  out 
to  be  bad  debts.  Sales  with  recourse  do 
give  the  buyer  an  out — but  just  barely. 
In  these  cases  the  buyer  can  go  after 
the  seller  for  any  losses  on  the  receiv- 
ables. As  such,  the  selling  company 
must  record  its  riskiest  receivables  as 
a  potential  liability,  typically  between 
1%  and  5%  of  the  total. 

You  would  think  that  the  conserva- 
tive FASB  would  find  such  off-bal- 
ance-sheet accounting  onerous.  You 
would  think  so.  You  would  be  wrong. 

The  FASB  has  just  issued  a  proposal 
that  actually  strengthens  the  case  of 
receivables-selling  companies.  A  sale 
of  receivables  need  not  be  reported  as 
a  liability,  says  the  FASB,  when  a  sell- 
er "surrenders  its  right  to  the  future 
benefits  relating  to  the  receivables." 
That  could  cover  the  vast  majority  of 
receivables  sales.  Only  when  the  seller 
"retains  both  the  benefits  and  the 
risks  associated  with  receivables" 
must  he  report  it  as  a  liability. 

Why  sanction  off-balance-sheet  fi- 
nancing this  way?  The  AICPA  thinks 
that  the  board's  exposure  draft  is  a 
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slap  in  the  face.  Says  Dennis  Beres- 
ford,  a  partner  at  Ernst  &  Whinney 
and  AICPA  Accounting  Standards 
Committee  chairman:  "Their  posi- 
tion is  quite  contrary  to  ours  and  a 
real  change  in  direction." 

The  issue  as  the  AICPA  sees  it  is 
the  transfer  of  risks,  not  benefits.  Says 
Roger  Cason,  a  partner  at  Main  Hurd- 
man:  "Our  position  is  that  when  a 
seller  retains  the  risks  of  the  receiv- 
ables— whether  or  not  the  credit  card 
holder  is  going  to  pay  his  bills — then 
the  funds  the  seller  receives  from  the 
sale  are  really  a  form  of  collateralized 
borrowing." 

In  other  words,  the  recourse  held  by 
the  buyer — however  small — effective- 
ly includes  a  pledge  of  the  seller's  as- 
sets as  security. 

Wait,  it  gets  worse.  The  FASB  has 
unintentionally  compounded  the 
problem  by  stipulating  that  one  condi- 
tion of  making  a  sale  of  receivables  is 
that  the  buyer  in  question  must  have 
"economic  substance  apart  from  that 
provided  by  the  transferor"  of  receiv- 
ables. That  is,  a  company  can't  simply 
throw  the  receivables  into  a  shell  of  a 
finance  subsidiary  to  get  them  off  the 
balance  sheet. 

That  is  tantamount  to  a  direct  at- 
tack on  nearly  all  unconsolidated  fi- 
nance subs,  since  most  have  no  sepa- 
rate economic  substance.  Among 
those  possibly  affected:  FMC,  Rock- 
well International  and  Chrysler.  In 
fact,  Chrysler  went  so  far  as  to  write 
an  indignant  letter  to  the  FASB  criti- 
cizing its  proposal.  To  put  it  mildly, 
such  a  ruling  could  have  a  devastating 
effect  on  Chrysler's  already  precarious 
financial  position. 

Did  the  FASB  really  mean  to  make 
such  a  frontal  attack?  No,  it  blush- 
mgly  replies.  It  was  just  a  silly  mis- 
take. Says  Anthony  Phillips,  FASB 
project  manager,  "It's  most  unfortu- 
nate. We  thought  we  had  drafted  this 
with  the  whole  question  of  finance 
subs  left  open."  Tsk,  tsk. 

But  the  central  point  is  quite  sim- 
ple: investors  have  a  right  to  know 
about  these  clever  financing  maneu- 
vers, whether  they're  called  borrow- 
ings or  not.  As  one  Standard  &  Poor's 
rating  officer  puts  it:  "Everyone  here 
agrees  that  the  effect  [of  a  sale  of  re- 
ceivables] on  a  balance  sheet  is  just 
cosmetic.  And  we  feel  that  effect 
should  be  neutralized." 

Amen.  ■ 
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Today,  changes  affecting  your  business 
hit  you  at  the  speed  of  light.  You  need 
creative  solutions  to  your  financial  needs- 
thinking  that  goes  beyond  tradition. 
You  belong  with  a  bank  in  the  forefront  of 
change.  Chemical  Bank. 

We  still  believe  in  the  traditional  values 
of  service  and  reliability.  But  we're  going 
further,  adding  increased  flexibility  and 
responsiveness,  constant  innovation,  plus  all 
the  skills  of  the  newest  technologies. 

When  com puters  were  still  the  tools  of 
the  backroom,  we  developed  ChemLink," 
and  put  global  electronic  cash  management 
at  your  fingertips.  And  we're  constantly 
expanding  its  capabilities. 

Our  record  on  loan  response  time  has 


always  been  good -but  that  wasn't  good 
enough  for  Chemical.  Aggressive  business 
needs  aggressive  banking,  so  our  lending 
groups  are  organized  to  initiate  even  faster 
decisions  on  corporate  credit. 

Our  highly  skiiied  banking  profes- 
sionals reflect  a  new  spirit  in  Chemical 
Bank- innovative,  constantly  improving, 
winning.  You'll  see  it  in  our  performance 
and  in  yourfinancial  picture. 

What  Chemical  has  done  yesterday, 
what  we're  doing  today  and  what  we're 
working  toward  for  tomorrow  are  all 
part  of  the  tradition  of  giving  you  the  very 
best  banking  service.  And  now,  at 
Chemical,  taking  you  beyond  tradition  is 
ournewtradton  Q|€MICALBaINK 


m 


While  some  U.S.  financiers  look  toward  the 
Sunbelt,  Canada's  state-owned  railroad  is 
quietly  encircling  Great  Lakes  shipping. 


Closing 
the  ring 


By  Lisa  Gross 


Smokestack  America:  Its  very 
heart  is  the  Great  Lakes,  over 
which  great  quantities  of  ore, 
grain,  coal,  petroleum  and  steel  are 
shipped.  To  some,  the  heartland  is 
dying.  Canadians  see  it  otherwise. 
State-owned  Canadian  National 
Corp.,  with  $4.2  billion  (Canadian) 
1981  sales,  through  its  subsidiaries — 
Canadian  National  Railway  and  De- 
troit-based Grand  Trunk  Corp. — and 


its  18%  investment  in  the  CAST  con- 
tainer group,  has  been  building  up  its 
traffic  from  the  U.S.  Midwest  and 
Northeast  via  the  Great  Lakes.  Now, 
with  the  proposed  merger  of  Grand 
Trunk  with  the  bankrupt  Chicago  &. 
Milwaukee  Railroad,  the  Canadians 
seem  about  to  place  an  armlock  on 
Great  Lakes  traffic. 

The  rail-sea  network  today  com- 
prises an  arc  of  rails  and  containerized 
shipping  round  the  northern  and  east- 
ern ends  of  the  Great  Lakes.  CN  Rail 


covers  the  Canadian  territory,  and 
Grand  Trunk  covers  the  eastern  lakes 
via  three  of  its  railroads:  the  Grand 
Trunk  Western;  Detroit,  Toledo  &. 
Ironton;  and  Duluth,  Winnipeg  and 
Pacific.  CAST  North  America  Ltd., 
which  moves  containerized  freight 
from  the  U.S.  Midwest  and  Northeast 
to  Europe  via  the  Port  of  Montreal,  is 
a  key  part  of  this  setup. 

Tbus,  if  CN  can  bring  off  the  pairing 
of  Grand  Trunk  Western  with  the 
Milwaukee  Road,  it  would  slip  a  noose 
around  northern  import/export  ship- 
ping. Incredible?  Consider  this:  Ex- 
ports through  Canadian  ports  were  up 
to  $1.3  billion  (U.S.)  in  1979,  from 
$460  million  in  1974.  According  to 
the  Federal  Maritime  Commission,  in 
1979  Canadian  ports  diverted  $3.4  bil- 
lion in  containerized  cargo,  bound  to 
and  from  northern  Europe,  from  U.S. 
points.  The  Port  of  Montreal  reported 
moving  238,000  20-foot  equivalency 
containers  in  1980,  up  from  128,000 
in  1977.  Meanwhile,  cargo  for  Europe 
that  formerly  was  shipped  from  the 
Port  of  Baltimore  is  down  25.7%, 
from  1 .47  million  tons  to  1 .09  million, 
costing  the  port  some  $33  million  last 
year.  Says  Richard  Lidinsky,  director 
of  tariffs  for  the  port:  "Most  of  the 
decrease  is  attributable  to  Canadian 
diversion  and  CAST  operations." 


Dropping  the  noose 


If  the  Canadian  National  merges  its  Grand  Trunk  with  the  Milwau- 
kee Road,  it  will  have  a  rail  network  from  every  side  of  the  Great 
Lakes  into  Canada,  where  it  offers  cut  rates  to  seaborne  traffic. 
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Why  would  U.S.  companies  ship 
through  Montreal;  Because  rates  can 
be  as  much  as  50%  cheaper.  Intermo- 
dal  freight  haulers  (moving  via  truck, 
rail  and  ship)  like  CN  have  to  abide  by 
Interstate  Commerce  Commission 
rates  on  their  U.S.  leg,  but  they  can 
adjust  their  door-to-door  intermodal 
rates  to  shippers  on  the  oceangoing 
end.  Since  CAST'S  cargoes  exit  North 
America  from  a  Canadian  port,  regu- 
lated U.S.  maritime  rates  don't  apply. 

Naturally,  CAST's  American  com- 
petitors are  upset.  Organizations  like 
the  North  Atlantic  Ports  Association 
are  lobbying  for  legislation  in  Con- 
gress that  would  force  CAST  and  oth- 
er Canadian  freight  haulers  to  charge 
American  rates  on  U.S. -originated 
shipments.  But  the  big  Canadians 
have  powerful  U.S.  allies:  GM  and  Du 
Pont  are  against  the  bill,  as  is  the 
State  Department,  which  worries 
about  angering  the  Canadians. 

CN  seems  unworried  about  anger- 
ing the  Americans.  "I  don't  know 
why  the  American  railways  have  nev- 
er been  as  active  in  the  import/export 
container  business  as  Canadian  rail- 
ways," says  CEO  Robert  Bandeen,  51, 
in  his  brisk,  Ontario-Scots  burr.  "We 
could  take  traffic  into  Chicago  and 
beat  the  pants  off  American  railways 
coming  out  of  New  York  or  Boston." 
He  paid  $10.2  million  in  1976  for  18% 
of  CAST,  which  has  earned  $8.5  mil- 
lion in  dividends  for  CN. 

What  CAST  gave  CN  on  intermodal 
shipping  the  Milwaukee  Road  could 
contribute  on  interstate  shipping. 
With  the  Milwaukee  as  a  partner, 
Grand  Trunk's  maximum  east-west 
haul  would  increase  from  334  miles  to 
800,  its  longest  north-south  haul  from 
175  miles  to  1,000.  And  it  would  no 
longer  have  to  hand  over  freight  from 
its  Duluth,  Winnipeg  and  Pacific  to 
the  Soo  Line  (owned  by  CN's  private- 
ly held  rival,  Canadian  Pacific),  the 
Burlington  Northern  or  the  Chicago  & 
North  Western.  Last  year  DWP's  in- 
terchange traffic  revenues  at  Duluth 
were  $37.5  million. 

Bandeen  is  a  man  remarkable  for 
having  brought  profitable  operations 
to  a  state-owned  railroad  that  hadn't 
seen  black  ink  in  52  years.  He  became 
president  in  1974,  promising  then  to 
put  CN  into  the  black  and  to  resign 
within  eight  years.  He  did  it:  CN  was 
profitable  by  1976,  and  Bandeen  gave 
his  resignation  to  the  board  January 
25.  Earlier,  he  had  straightened  out 
the  Grand  Trunk  while  serving  as  its 
president  and  made  it  profitable  after 
20  years  of  losses. 

A  tough-minded  businessman,  Ban- 
deen first  got  the  politicians  in  Ottawa 
to  take  over  CN's  moneylosing  inter- 


city passenger  service.  Then  he 
straightened  out  CN's  finances  and 
won  a  recapitalization  of  the  company 
from  the  Canadian  Parliament.  He  will 
leave  a  multibillion-dollar  ten-year  ex- 
pansion program  and  a  request  that  the 
government  allow  CN  to  sell  public 
shares  to  up  to  his  successor,  probably 
Vice  President  R.R.  Latimer. 


Bandeen  says  he  resigned  for  person- 
al reasons,  but  word  in  Canada's  finan- 
cial circles  is  that  a  publicly  held  U.S. 
company  will  lure  him  to  the  States 
beginning  Apr.  1.  With  him  gone,  per- 
haps, U.S.  railroad  men  competing  for 
shipping  in  the  Great  Lakes  region  can 
breathe  a  little  easier.  A  tough  competi- 
tor has  left  the  field.  ■ 


.4  Milwaukee  Road  freight  locomotive 

Only  Oppenheimer  &  Co.  stands  in  the  way  of  the  highball. 


Something  of  value 


If  the  Canadian  National  is  to 
acquire  the  Milwaukee  Road  for 
its  expanding  U.S.  rail  network,  it 
will  have  to  come  to  terms  with 
Wall  Street's  Oppenheimer  &  Co. 
A  group  including  current  Oppen- 
heimer Chairman  Jack  Nash,  for- 
mer Chairman  Leon  Levy,  and 
resident  railroad  expert  and  Vice 
President  Patrick  Cestaro  controls 
36.8%  of  Chicago  Milwaukee 
Corp.  common  stock,  worth  some 
$46  million.  Last  month  Levy  and 
Nash  took  seats  on  the  holding 
company  board. 

Having  purchased  Milwaukee 
stock  since  1979,  the  Oppenhei- 
mer group  stepped  up  its  buying 
last  year,  paying  as  much  as  $69.75 
a  share  in  December  for  the  bank- 
rupt railroad.  What  does  Oppenhei- 
mer see?  First,  there  is  the  liquida- 
tion value  of  the  railroad's  assets, 
put  conservatively  by  competing 
railroads  at  $700  million — $285  per 
share.  Second,  Oppenheimer 
would  like  the  Milwaukee  corpo- 
rate shell  and  its  more  than  $400 
million  in  tax  credits  to  shelter  the 
earnings  of  six  public  companies 
tne  brokerage  firm  has  acquired 
since  1977.  These  include  Hava- 
tampa  Corp.  of  Tampa,  Fla.,  a 
wholesale  distributor  of  tobacco 


products,  and  Checker  Motors 
Corp.  of  Kalamazoo,  Mich. 

But  the  Chicago  Milwaukee 
trustee — former  Illinois  Governor 
Richard  Ogilvie— is  fighting  to 
keep  the  railroad  operating.  He 
filed  a  second  reorganization  plan 
for  the  Milwaukee  with  federal 
bankruptcy  court  last  Sept.  15.  The 
stock  market  reacted  immediately 
by  dropping  Chicago  Milwaukee's 
price  from  663/s  to  43%. 

Would  a  sale  of  the  railroad  to 
CN's  Grand  Trunk  subsidiary  pro- 
vide a  compromise?  Possibly,  but 
no  price  has  been  publicly  offered 
and  the  Oppenheimer  board  mem- 
bers continue  to  see  their  best  re- 
turn in  a  breakup.  That  might  be 
overlooking  the  fact  that  in  a  liqui- 
dation Milwaukee's  6,750  employ- 
ees would  have  first  rights  to  the 
assets  for  their  severance  pay.  The 
bill  could  come  to  $169  million. 

"If  Grand  Trunk  bought  the 
Milwaukee,  that  wouldn't  be  a 
problem,  since  it  will  be  an  on- 
going company,"  says  GT  Assis- 
tant Vice  President  Robert  Walk- 
er helpfully.  "They  can  have  the 
holding  company.  We  just  want 
the  railroad."  Oppenheimer,  pre- 
sumably, knows  that  and  is  wait- 
ing for  its  price. — L.G. 


As  I  See  It 


Every  President  relies  on  an  old  friend  for 
soundings  from  the  world  outside  the 
White  House.  For  Ronald  Reagan  that 
man  is  Senator  Paul  Laxalt  of  Nevada. 

A  conversation 
with  the 
President's  friend 


By  Allan  Dodds  Frank 


Nevada  Senator  Paul  Laxalt 

"I  dont  have  to  play  diplomatic  games  with  Ron  Reagan,  and  dont." 


Republican  Senator  Paul  Lax- 
alt, the  59-year-old  former  gov- 
ernor of  Nevada  and  two-time 
presidential-campaign  chairman  for 
Ronald  Reagan,  probably  is  the  Presi- 
dent's closest  confidant  in  Congress. 
Their  relationship  makes  Laxalt  an 
important,  if  unofficial,  member  of 
the  Senate  leadership.  "There's  noth- 
ing complicated,  and  we're  old 
friends,"  says  Laxalt.  "I  don't  have  to 
play  diplomatic  games  with  Ron  Rea- 
gan, and  don't." 

Laxalt  visits  the  Reagans  several 
times  a  week,  talks  frequently  on  the 
phone  with  the  President  and  First 
Lady  and  top  White  House  aides. 

He  therefore  provides  Reagan  with 
a  trusted  link  to  the  outside  world, 
including,  at  times,  the  world  of  busi- 
ness. The  Senator  was  much  in  evi- 
dence during  the  three  days  of  the 
Business  Council  meeting  at  The 
Homestead,  Hot  Springs,  Va.,  last  fall, 
chatting  casually  with  Citicorp  Chair- 
man Walter  Wriston,  AT&T  Chair- 
man Charles  Brown  and  Boeing 
Chairman  T.A.  Wilson.  The  Presi- 
dent's eyes  and  ears? 
Laxalt:  This  is  typical.  This  morning  I 
called  a  fellow  who  I  deem  to  be  a  real 
pro— reliable  and  responsible.  And  he 
indicated  that  the  business  inter- 
ests— he  speaks  mainly  for  money 
managers — feel  the  President's  pro- 
gram should  be  given  a  fair  trial.  With- 
in four  or  five  months  there  should  be 
some  healthy,  positive  signs.  Fine,  ev- 
erybody knows  that.  But  he  also  indi- 
cated that  a  lot  of  them  felt  that  if  we 
didn't  show  something  by  late  spring 
we  should  be  thinking  of  an  alterna- 
tive plan.  I  also  asked  him  about  these 
hikes  in  interest  rates,  if  he  thought  it 
was  the  start  of  an  upward  move- 
ment. And  this  fellow  says  no,  he 
rather  thought  it  was  blip.  So  that's 
the  type  of  communication  I  will  pass 
on  to  the  President. 

Do  you  find  that  the  President  is  con- 
cerned about  high  interest  rates? 
Laxalt:  Let's  face  it,  the  interest  rates 
represent  the  Achilles  heel  of  the  Rea- 
gan Administration,  I  think.  We  have 
to  get. a  handle  on  these  interest  rates 
because  they  are  stifling  whatever 
economic  progress  we  hope  to  make 
out  there.  In  order  to  do  that,  we  have 
to  demonstrate  to  the  money  markets 
and  to  the  Fed  that  we  have  a  handle 
on  this  budget,  we  can  bring  these 
deficits  under  control. 

Are  yon  happy  with  the  increased  mili- 
tary budget? 

Laxalt.  First,  I  agree  completely  with 
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the  premise  that  for  the  President  to 
sit  down  meaningfully  in  terms  of 
arms-reduction  talks  we  have  to  fur- 
nish him  with  a  full  deck  of  cards. 
Visiting  the  U.S.S.R.  three  years  ago 
with  several  other  senators,  we 
sensed  on  all  levels  of  leadership  that 
they  felt,  if  push  came  to  shove, 
Congress  and  the  President  would 
never  have  the  support  of  the  Ameri- 
can people  for  stronger  defense  bud- 
gets. We  have  allayed  that  substan- 
tially. Now  we're  getting  outcries 
from  the  Soviets. 

77)en  the  military  shouldn't  be  cut? 
Laxalt:  Looking  at  the  horrendous 
deficits  and  having  been  in  the  Army 
myself,  I  don't  believe  there  can't  be 
substantial  savings  effected  out  of 
that  budget  without  threatening 
weaponry  or  our  basic  defense.  I  hope 
that  Cap  Weinberger  is  going  to  be 
able  to  make  recommendations  to  us 
for  substantial  cuts. 

Does  the  President  agree  with  you? 
Laxalt.  No.  He's  opposed  to  all  of  us 
who  share  that  view.  Essentially,  he 
feels  he  needs  a  strong  military  budget 
and  it's  high  priority.  He  has  com- 
plete faith  in  Cap  Weinberger.  He 
thinks  there  isn't  that  kind  of  waste 
in  the  defense  budget  at  all. 

Does  the  seeming  inability  of  the  U.S.  to 
punish  the  Soviets  for  Poland  bother  the 
President? 

Laxalt.  Basically,  what  I  sensed  was 
frustration,  in  terms  of  the  realistic 
options.  For  whatever  reason,  they 
tend  to  be  rather  limiting.  A  grain 
embargo,  for  example.  Unless  we  had 
wholesale  cooperation,  it's  of  very 
little  value  as  far  as  affecting  the 
Soviets  but  of  great  damage  to  our 
own  [economy].  You  talk  about  the 
[supply]  pipeline  and  utilizing  that  as 
a  sanction,  and  then  you  are  talking 
about  companies  like  International 
Harvester. 

You  recently  toured  Lathi  America. 
What  will  you  tell  the  President? 
Laxalt  There's  great  concern  in  that 
part  of  the  world  about  what  clearly  is 
a  Cuban  threat  as  the  Soviet  surro- 
gate. We  found  expressions  of  concern 
in  Panama.  We  were  told  in  several 
places  that  the  time — and  the  word- 
ing was  almost  the  same  every- 
where— the  time  is  propitious  to  sit 
down  with  Castro.  We  heard  that  the 
Soviets  are  increasingly  impatient 
with  the  economic  burden  and  that 
Castro  would  like  to  be  freer  and  more 
independent.  We  were  told  that 
should  be  explored,  which  I  thought 
was  interesting. 


Do  you  think  it  wise  to  negotiate  with 
Castro  now? 

Laxalt:  No,  not  at  this  point. 

What  should  be  done  to  meet  that  Cu- 
ban  threat  in  Latin  America? 
Laxalt:  You  can  meet  him  [Castro] 
aggressively  in  these  various  Central 
American  countries  with  economic 
assistance.  And  we  can  do  a  better 
job  of  simply  educating  these  people. 
We  found  in  Panama  that  there  are 
well  over  1,000  students  from  poor 
families  going  to  school  in  Cuba  or 
Eastern  Europe.  They  are  just  doing  a 
far  more  effective  job  in  recruiting 
youngsters  through  their  scholarship 
programs. 

You  don't  need  many  who  have 
been  indoctrinated  to  become  the  real 
leaders.  We've  got  to  do  a  far  more 
effective  job  in  terms  of  getting  our 
word  into  those  countries. 

Did  any  of  the  Latin  American  leaders 
you  met  on  your  recent  tour  mirror  any 
of  the  U.S.  concern  about  El  Salvador? 
Laxalt:  The  leaders  of  Mexico  and  Pana- 
ma are  especially  concerned.  One  of  the 
difficulties  is  we  were  always  getting 
conflicting  reports  about  Cuban  in- 
volvement. Some  [Latin]  military  men 
said  there  was  definite  evidence  of 
direct  involvement  by  [Cuban]  Marx- 
ist troops  well  supplied  with  arms. 


Others  say  it  is  mostly  peasants  armed 
with  grenades  and  automatic  rifles. 

How  can  you  really  find  out  what's 
going  on  in  El  Sail  >ador? 
Laxalt:  I'd  love  to  go  in  there  and  ferret 
out  the  facts  myself.  It's  a  small  coun- 
try, and  I  don't  think  it  would  be  that 
difficult  to  cover  by  helicopter. 

Are  you  in  accord  with  the  President's 
New  Federalism? 

Laxalt:  Federalism  means  to  me,  and  I 
think  it  means  to  the  President,  that 
we  peel  back  those  programs  that  can 
most  efficiently  and  compassionately 
be  handled  at  the  local  level.  We  were 
both  local  officials,  both  governors, 
and  we  both  experienced  the  frustra- 
tion any  governor  or  mayor  has  in 
feeling  very  quickly  you  are  a  mes- 
senger boy  for  Washington  in  carry- 
ing out  very  inefficient  programs.  If 
you  simply  had  the  responsibility  for 
administering  the  program  you  feel 
you  could  do  a  better  job. 

Is  Congress  going  to  rescind  or  modify 
some  tax  breaks,  particularly  allowing 
companies  to  sell  their  tax  losses? 
Laxalt:  That  will  be  substantially 
modified.  It  was  designed  to  help 
floundering  companies  instead  of  the 
fat  cats  that  are  taking  advantage  of  it. 
That  was  never  intended.  ■ 


Demand for  video  cassettes  is  growing  60% 
annually.  TDK  dominates  that  market  and 
is  rolling  ahead  in  fast forward. 

Home 
entertainment's 
software  payoff 


a  success  if  I  could  help  even  one  TDK 
employee  think  deeply  about  life"). 

Don't  dismiss  this  as  hokum.  TDK, 
with  revenues  of  $  1 .3  billion  last  year, 
is  the  world's  largest  manufacturer  of 
audio  and  video  cassettes.  What's 
more,  this  aggressive  Japanese  mar- 
keter is  beating  badly  a  well-managed 
U.S.  giant  like  3M  at  its  own  game. 
Over  the  past  five  years  TDK  sales 
and  earnings  per  share  have  climbed 


By  Jonathan  Greenberg 

A COUPLE  OF  YEARS  AGO  Fukujiro 
Sono,  president  of  TDK  Elec- 
i  tronics  Co.  Ltd.,  wrote  a  book 
and  distributed  it  to  each  of  his  com- 
pany's 10,000  employees.  Fukujiro  in- 
cluded everything  from  hard-sell  pro- 
motion ("Win  over  at  least  one  more 
person  to  TDK  every  day")  to  Eastern 
philosophy  ("I  would  consider  myself 


TDK's  computer-controlled  plant  in  Georgia 

"You  dont  win  with  one  person.  It's  the  total  teamwork  that's  important.' 


30%  annually.  Return  on  equity  hov- 
ers around  27%,  high  by  American 
standards  and  extraordinary  by  Japa- 
nese. In  a  country  where  high  leverage 
is  the  norm,  TDK's  total  debt  is  a 
mere  1 1%  of  equity. 

There  is  no  more  Nifty  Fifty,  of 
course,  but  if  there  were  TDK  would 
surely  be  on  the  current  list.  Even 
though  its  ADRs  now  trade  at  14 
times  projected  1982  earnings,  Merrill 
Lynch  gives  TDK  the  strongest  rec- 
ommendation of  any  Japanese  firm. 
Takamori  Matsuda,  Merrill's  Tokyo 
analyst,  expects  earnings-per-share 
growth  of  30%  to  continue  for  the 
next  five  years,  largely  because  of  the 
booming  market  for  video-cassette  re- 
corders. "Their  morale  is  really  high," 
says  another  analyst.  "At  TDK,  it's 
banzai  all  the  way." 

Obviously.  Until  a  decade  ago  TDK 
was  virtually  unknown  in  the  U.S. 
3M's  Scotch  brand,  always  popular  in 
the  industrial  tape  market,  managed 
to  stay  ahead  of  Ampex,  Memorex 
and  Sony  in  the  consumer  market  as 
well.  Then  something  clicked.  TDK 
developed  "Super  Avilyn  tape,"  a 
nonchrome  high-bias  audio  cassette, 
that  caught  on  with  audiophiles.  The 
company  also  gambled  that  consum- 
ers would  pay  higher  prices  for  better 
quality  and  launched  an  expensive 
promotion  campaign.  TDK  came  on 
strong,  offering  dealers  generous  dis- 
counts while  simultaneously  fostering 
its  reputation  for  quality. 


Timing  couldn't  have  been  better. 
Last  year  TDK's  U.S.  sales,  bolstered 
by  a  60%  rise  in  video-cassette  or- 
ders, hit  $160  million.  TDK  and  an- 
other Japanese  brand,  Hitachi's  Max- 
ell, are  believed  to  control  the  high 
end  of  the  $400  million-a-year  U.S. 
audiotape  business.  Besides  cutting 
3M's  former  dominance  to  shreds, 
the  Japanese  are  enviably  positioned 
at  the  top  end  of  the  market.  This 
consumer  identification,  successfully 
nurtured  by  TDK,  gives  it  a  valuable 
edge  in  the  fast-growing  video-cas- 
sette field,  where  margins  can  reach 
30%  pretax. 

Tapes,  however,  account  for  only 
half  of  TDK's  worldwide  business. 
The  rest  comes  from  other  electronic 
components,  including  ferrite  cores, 
which  TDK  was  the  first  to  develop 
and  market,  now  a  $300-million-a- 
year  product.  The  company  is  also  the 
leading  supplier  of  magnetic  heads  for 
video-cassette  recorders. 

At  the  moment,  TDK's  greatest 
strength  is  its  enviable  50%  share  of 
the  worldwide  market  for  VHS  half- 
mch-format  videotapes.  Analysts  ex- 
pect sales  of  video  cassettes  to  hit  $5 
billion  by  1985,  and  enthusiasts  talk 
of  videotape  units  that  will  eventually 
be  as  portable  as  today's  Sony  Walk- 
man. Currently,  TDK's  fully  automat- 
ed plants  can  manufacture  5  million 
videotapes  monthly.  What's  more, 
nearly  20%  of  its  capacity  is  safe  from 
potential  U.S.  trade  regulations,  TDK 


having  located  a  state-of-the-art  plant 
in  Peachtree  City,  Ga. 

No  company,  of  course,  can  expect 
to  dominate  a  massive,  fast-growing 
market  forever.  Currently,  well- 
heeled  competitors  such  as  Du  Pont/ 
Phillips  and  Matsushita  are  gearing  up 
to  enter  the  tape  business.  And  TDK's 
present  competitors  are  rolling  along 
too.  Memorex  recently  launched  a  na- 
tional television  campaign  for  video- 
tape in  the  U.S.  Sony  is  pushing  hard, 
and  3M  doesn't  want  to  lose  any  more 
domestic  market  share.  Still,  critics 
don't  expect  Scotch  to  become  a  ma- 
jor TDK  challenge.  "3M  already 
missed  the  boat  by  not  forecasting  the 
upsurge  in  video-cassette  recorder 
sales,"  says  one  analyst. 

In  an  indication  of  just  how  impor- 
tant the  U.S.  market  is  to  TDK's  cor- 
porate future,  this  spring  the  company 
will  send  a  very  heavy  hitter  from 
Tokyo  to  its  Port  Washington,  N.Y. 
headquarters.  Iwao  "Rocky"  Kawa- 
kami,  who  was  formerly  domestic 
sales  division  manager  in  Japan,  will 
become  the  first  U.S. -based  president 
of  TDK's  American  subsidiary.  But 
don't  expect  him  to  be  a  high-visibil- 
ity chief  executive.  Ken  Kohda,  the 
man  who  introduced  TDK  here  and 
the  subsidiary's  general  manager  for 
four  years,  wouldn't  even  pose  for  a 
photograph.  "You  don't  win  with  one 
person.  It's  the  total  teamwork  that's 
important,"  he  explains.  And  TDK 
will  be  one  tough  team  to  beat.  ■ 
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nputers  are 
e  way  England 


All  over  England,  Digital  is 
helping  farmers  get  the  most  out 
of  their  land. 

Our  minicomputers  perform 
chemical  analyses  on  over  60,000 
soil  samples  a  year,  processing  the 
findings  together  with  voluminous 
data  on  weather  patterns,  crops, 
and  commodity  prices.  The 
farmer  gets  a  comprehensive 
breakdown  on  the  status  of  lime, 
phosphorus,  potassium,  magne- 
sium, and  other  minerals  in  the 
soil;  information  vital  to  the  effi- 
cient use  of  fertilizers.  The  results 
can  be  seen  in  the  countryside. 
And  tasted  on  the  dinner  table. 

Digital  is  the  perfect  computer 
company  for  this  job.  We  were 
chosen  for  our  expertise  and  lead- 
ership in  distributed  processing, 
for  the  reliability  of  our  hardware 
and  software,  for  the  flexibility  of 
our  services,  and  for  our  reputation 
as  one  of  the  world's  largest,  most 
respected  computer  companies. 

So  if  your  business  is  breaking 
new  ground,  let  us  help  you  plant 
the  seeds. 

Digital  Equipment  Corporation, 
129  Parker  St.,  Maynard,  MA  01754. 
In  Europe:  12  av.  des  Morgines,  1213 
Petit-Lancy/Geneva.  In  Canada: 
Digital  Equipment  of  Canada,  Ltd. 


We  change  the  way 
the  world  thinks. 


The  numbers  for  that  citadel  of  diversity,  Minnesota  Mining  & 
Manufacturing,  have  almost  never  been  better,  but  management  is 
worried  and  contemplating  radical  change.  That's  a  good  sign. 
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Can  3M  find  happiness 
in  the  1980s? 


By  Maurice  Barnfather 


When  the  fashion 
ten  years  ago  was 
for  one-decision 
stocks,  one  of  the 
surest  decisions 
was  for  Minnesota 
Mining  &  Manu- 
facturing Co.,  3M, 
§&      H|  ]  I       the    company  of 
^_E_^B    45,000  products 
3M's  Lew  Lehr         with   the  Scotch- 

  brand  tape  and  so 

much  more.  It  had  X-ray  film  and  skin 
staplers  in  the  then-emerging  health- 
care field,  a  good  little  desk-top  copier 
in  its  business  products  line.  3M  had 
the  virtues  of  a  conglomerate  without 
being  one,  because  its  diversity 
stemmed  not  from  acquisitions  but 
from  the  continuous  development  of 
product. 

The  company  inspired  its  people  to 
be  inventive,  telling  newcomers  the 
story  of  research  chemist  Patsy  Sher- 
man, who  in  1956  had  spilled  a  sam- 
ple of  a  new  3M  chemical  on  her  ten- 
nis shoes.  Neither  water  nor  hydro- 
carbon solvents  could  wash  it  off. 
Protected  by  the  chemical,  the  tennis 
shoes  resisted  soiling.  Thus  was 
Scotchgard  bom.  Amoeba-like,  the  liv- 
ing organism  of  3M  grew  by  splitting 
off  new  divisions  devoted  to  new  prod- 
ucts and  thus  reaped  the  rewards  of 
entrepreneurship  while  becoming  a 
big  company.  3M  wase plwibus  unum, 
one  from  many,  and  the  market 
thought  that  it  could  not  go  wrong. 

3M's  growth  has  not  disappointed 
expectations,  even  though  the  stock 
inevitably  has:  Sales  were  up  256% 
over  the  last  decade,  to  $6.5  billion; 
earnings  up  224%,  to  $673  million. 
Last  year  profits  dipped,  but  partly 
due  to  currency  translations.  That 
was  a  dip,  moreover,  at  historic  levels 
of  profitability,  which  has  advanced 
in  recent  years — returns  on  equity 
consistently  around  20%,  margins  of 
11%  to  12%  on  sales — as  the  com- 
pany rebounded  strongly  from  the  re- 
cession of  the  mid-Seventies.  In  a 
time  of  shrunken  corporate  liquidity, 
3M  has  accomplished  all  this  without 
taking  on  significant  debt. 

Yet  you  will  find  no  complacency 

Lewis  Lehr  in  his  office 
in  St.  Paul,  Minn. 


around  the  company's  St.  Paul  offices. 
You  will  find  instead  a  deep  sense  of 
unease,  a  concern  for  the  future. 

Listen  to  Chairman  and  Chief  Ex- 
ecutive Lewis  Lehr,  61:  "There  isn't  a 
business  where  we  don't  have  to 
come  up  with  a  higher  technology." 
Seated  in  his  expansive  office  looking 
out  on  the  snow-covered  fields  of  the 
firm's  435-acre  headquarters  estate, 
Lehr  sighs.  As  the  snow  covers  the 
dormant  grass  beneath,  so  Lehr  sees 
spent  product  lines  beneath  3M's  at- 
tractive numbers.  He  took  over  as 
chief  executive  in  1979  knowing  that 
the  then  77-year-old  company  was 
losing  out  in  office  markets — where, 
for  one  thing,  Japanese  plain-paper 
copiers  had  eclipsed  3M's.  The  prob- 
lem, as  he  saw  it,  was  that  3M's  mar- 
velous product-development  people 
had  taken  to  modifying  existing  lines 
and  too  often  were  slow  to  enter  new 
markets  in  a  changing  world. 

To  a  company  in  actual  decline, 
Lehr's  words  about  higher  technology 
would  have  a  plaintive  futility  about 
them:  too  late.  In  3M's  case  the  con- 
cern is  healthy:  seeking  to  lock  the 
barn  door  before  the  horse  is  stolen. 
3M  faces  change,  not  from  a  position 
of  weakness,  but  from  a  position  of 
strength.  It  remains  secure  in  fast- 
growing,  highly  profitable  foreign 
markets,  particularly  those  emerging 
in  less-developed  economies  where  its 
humble  products  find  ready  accep- 
tance, and  advanced  technology  is  a 
harder  sell.  Foreign  sales  constitute 
39%,  or  $2.6  billion  of  3M's  total.  But 
that  overseas  strength  was  becoming 
a  snare  for  3M,  sometimes  diverting 
attention  from  the  domestic  market. 

Lehr  has  shaken  up  the  troops — not 
because  they  have  been  beaten  but 
because  he  fears  complacency.  He 
took  3M's  multidivisional  structure — 
which  had  doubled  in  a  decade  from 
20  divisions  to  40 — and  condensed  it 
into  four  market  groups:  electronics 
and  information  technologies,  into 
which  he  put  electrical,  memory  and 
communications  products,-  graphics, 
including  graphic  arts,  services  and 
audiovisual  technology;  industrial  and 
consumer,  for  abrasives,  tapes,  chemi- 
cals and  films;  and  life  sciences, 
health-care  products  and  services. 
The  intent  of  his  shake-up:  to  arrest 
3M's  decline  in  such  markets  as  office 
copiers  and  consumer  audio  tapes, 


where  its  sales  force  was  missing  out 
on  broader  opportunities. 

As  Lehr  and  other  managers  saw  it, 
the  problem  at  3M  was  that  com- 
mendable diversity  had  become  self- 
defeating.  "Each  division  took  its 
own  little  slice  of  the  future,"  says 
Vincent  Ruane,  vice  president  in 
charge  of  the  electronics  division. 


"We  were  becoming  too  fragmented." 

So  a  healthy  shake-up  was  in  order, 
and  Lehr  played  it  for  all  he  could, 
calling  company  meetings,  to  drive 
home  the  message  that  more  than 
mere  title-shuffling  was  at  stake.  "3M 
had  annual  sales  of  $  1 00  million  when 
the  division  structure  was  estab- 
lished, and  we  had  $500  million  in 
sales  a  year  when  the  groups  were 
formed,"  he  noted  to  his  audiences. 
"Now  3M  is  a  $6  billion-a-year  com- 
pany and  still  growing,  so  we  are 
changing  to  remain  manageable  for 
the  future."  But  for  all  the  drama, 
Lehr  sees  the  reorganization  as  only 
the  first  step  in  a  much  more  funda- 
mental long-term  transformation  of 
the  company. 

Lehr  and  a  group  of  26  other  3M 
managers  and  directors  met  in  Janu- 
ary 1981  at  a  small  lodge  in  frigid 
northwest  Minnesota  to  plan  the 
transformation  of  the  company.  Iden- 
tifying the  problem  came  easy.  "The 
world  has  changed  around  us,"  says 
Lehr,  "but  our  research  program 
hasn't  grown  up." 

For  example,  3M  lacks  even  a  sig- 
nificant toehold  in  the  two  great  con- 
temporary industries:  computers  and 
communications.  "We're  very  con- 
cerned where  we're  at  in  computers," 
says  Lehr,  and  then  grows  expansive 
about  communications:  "About  54% 
of  the  people  employed  in  this  coun- 
try are  in  communications,"  he  de- 
clares, "and  that  rate  is  increasing." 
By  communications,  he  means  all 
forms  of  data  transmission. 

3M's  great  strength  is  a  mastery  of 


bonding  materials — the  famed  Scotch 
tape  is  a  cellulose  acetate  film  coated 
with  adhesive.  The  trick  will  be  to 
carry  this  mastery  into  more  sophisti- 
cated fields. 

In  1980,  3M  acquired  Comtal  Corp., 
a  company  specializing  in  computer- 
ized synthesis  of  graphic  material — 
the  computer  "photographs"  of  Sat- 


urn were  composed  from  electronic 
signals  for  NASA  by  a  Comtal  digital 
image  processor.  In  1979,  3M  ac- 
quired tiny  Interactive  Systems  Corp., 
a  firm  specializing  in  data-transmis- 
sion cable  for  cable  TV,  word  process- 
ing and  computer  communications. 

What  is  the  link  between  these  tiny 
acquisitions  and  Lehr's  vision  of  the 
future-  The  Elgin,  Nebr.-born  engi- 
neer elaborates:  These  acquisitions 
have,  he  says,  in  effect  become  the 
nucleus  of  a  communications  divi- 
sion. They  have  pulled  together  the 
assorted  products  that  3M  already 
supplies  to  the  communications  in- 
dustry. More  than  that,  3M  is  getting 
a  taste,  albeit  small,  of  what  data 
transmission  is  all  about. 

Lehr  and  other  3M  executives  are 
loath  to  talk  of  a  timetable  for  achiev- 
ing a  significant  position  in  commu- 
nications. They  are  realistic  about 
their  limitations.  "We  are  not  in  a 
position  to  do  much  from  scratch," 
says  director  of  research  Robert  Ad- 
ams. "We  are  too  far  behind."  Forget 
taking  on  IBM,  adds  Adams  with  a 
chuckle.  "We  couldn't  compete  with 
Honeywell,  Control  Data  or  Univac  as 
a  manufacturer." 

So,  is  3M  aiming  for  a  giant  acquisi- 
tion? A  merger?  Lehr:  "We  are  not 
averse  to  doing  it,"  he  says,  "but  I 
don't  know  that  we  would.  We  have 
always  bought  a  little  of  this,  a  little  of 
that,  and  put  together  what  we  have." 
His  answer  is  equivocal,  probably  de- 
liberately so.  It  says,  in  effect,  that  3M 
won't  be  restricted  by  tradition,  no 
matter  how  hallowed. 


What  price 
quality? 


Good  management  doesn't  react 
to  problems;  it  anticipates  them. 
That's  what  our  3M  story  is 
about.  But  it's  also  about  the  loss 
of  the  competitive  edge  that  once 
made  American  management  the 
standard  of  the  world. 

Remember  the  Nifty  Fifty?  So 
well  run  that  no  price  was  thought 
too  high  to  pay  for  their  stock. 
These  aristocrats — sometimes 
called  one-decision  growth  stocks 
because  the  only  decision  needed 
was  to  buy  them — were  in  a  sense 
a  reflection  of  that  now-vanished 
pride  in  American  management. 

By  1972  the  median  price/earn- 
ings ratio  of  the  Nifty  Fifty  hit 
55 — and  was  to  go  higher  still  the 
following  year.  Not  everybody  was 
taken  in,  but  the  dissenters  paid 
dearly  for  a  while.  If  they  went 
short  they  were  squeezed.  If  they 
sold  out  they  looked  silly.  At  55 
timesearnings  these  stockshadan 
earnings  yield  of  just  1.8%.  Ridicu- 
lously low?  Not  to  the  believers, 
who  included  some  of  the  biggest 
names  in  money  management. 

The  whole  thing  was  madness 
but  didn't  seem  so  at  the  time — 
1972.  A  Republican  President  Nix- 
on was  returned  to  the  White 
House,  the  war  in  Vietnam  was 
almost  over  and  foreign  competi- 
tion was  still  minimal.  The  stock 
market  rose  nicely  through  Janu- 
ary of  1973,  then  suddenly  went 
into  a  frightening  tailspin.  Yet  for 
months  more,  as  if  in  a  state  of 
levitation,  the  Nifty  Fifty  contin- 
ued to  rise.  They  were  nifty  in- 
deed, but  at  last  their  turn  came, 
and  in  the  words  of  one  market 
observer,  "One  by  one  they  were 
taken  out  and  shot."  In  about  12 
months  Polaroid  fell  90%,  Avon 
Products  85%.  Even  Coca-Cola 
lost  two-thirds  of  its  market  val- 
ue. America's  corporate  heroes 
were  knocked  from  their  pedes- 
tals. 1973  began  with  euphoria; 
1974  ended  in  despair.  The  energy 
crisis  had  changed  the  world.  And 
the  myth  of  American  managerial 
genius  was  shattered. 

If  there's  a  happy  note,  it  is  this: 
Most,  if  not  all,  of  the  Nifty  Fifty 


SM's  Livio  DeSimone,  of  Life  Sciences;  Robert  Adams,  Technology  Services. 

Chairman  Lewis  Lehr;  and  Vincent  Ruane.  Electro  Products 

Retreating  from  fragmentation  and.  advancing  into  communications. 


-Stock  price  

— Earnings  per  share — 

Return 

9-year 

 P/E  rati 

range 

change 

latest 

change 

on 

real 

Company 

1972  recent 

since  iv/z 

recent 

since  i 

12  months 

since  vf/z. 

equity 

return 

Amer  Hosp  Supply 

DU 

1  1 

1Z 

553/8-18% 

39% 

-19.9% 

$3.08 

21 1.1% 

14.5% 

-58.5% 

A/vAr 

C  1 

Z)  l 

1  c 
i  J 

x  it  i  /      fin  i/ 

62'/2-203/8 

483/s 

13.5 

3.75 

316.7 

24.8 

-37.5 

Automatic  Data  Proc 

I  o 

31%-  5 % 

23% 

1.8 

1.55 

434.5 

17.4 

-45. 1 

Avery  Intl 

64 

10 

22% 

—47.1 

2.95 

227.8 

15  1 

Avon  Products 

65 

8 

1  39%— 1  8% 

107  /4  —  J.  O  /B 

297s 

-78.2 

3.66 

69.4 

27.1 

—84.4 

Bandag 

oy 

o 
y 

43  -lO'/s 

24 

-31.4 

2.60 

306.3 

18.4 

-61.1 

CK  tiara 

1  c 
1 J 

42    -  9.% 

30s/8 

-18.3 

2.04 

164.9 

13.9 

-57.2 

Baxter  Travenol  Labs 

f  o 

1  7 

34i/>_l  2Vr 

 IZi  /O 

33% 

21.1 

2.15 

451.3 

16.2 

^-41.3 

Black  &  Decker 

50 

11 

A?3/ft_l  A1A 

/o  —  X  *■+  /4 

1434 

-59.0 

1.34 

88.7 

16.6 

—75  9 

Burroughs 

48 

9 

126%-9  7'/r 

31 

-71.5 

3.58 

52.3 

3.8 

-82.8 

Clorox 

A 
O 

53    -  5'/2 

1 1 

—76.3 

1.80 

68.2 

14.8 

-82.1 

Coca-Cola 

47 

Q 
o 

75    -22  % 

31% 

-57.7 

3.58 

125.2 

21.1 

-69.4 

Colonial  Penn  Group 

6<i 
OO 

1  A 

70  -125/8 

165/s 

-73.9 

1.23 

-5.4 

14.9 

-84.8 

Damon  Corp 

53 

30 

70%-  3% 

/  \J  /S  —    \J  /a 

7% 

-88.1 

dO. 13 

NM 

4.3 

-75.8 

Digital  Equipment 

59 

12 

1 1  3%— 1  5'/r 

86'/2 

182.8 

7.49 

1,398.0 

17.2 

27.9 

Walt  Disney 

ft  1 
o  L 

1  A 

110'/4-15'/2 

A  O  1  / 
4 8  72 

C  A  1 

—54. 1 

6  Ad 

1  /C7  A 

10/  A 

13.3 

-75.9 

Dr  Pepper 

A9 

O 

y 

7  n            i y 

3U    —  6'/2 

12'/8 

-54.0 

1.43 

232.6 

25.5 

—/UA 

Eastman  Kodak 

A£ 

o 
y 

1513/4-41Vb 

71% 

-51.6 

7.89 

132.7 

20.2 

-70.3 

lark  Frkprd 

lav. iv  Ltniiu 

52 

10 

31  7/r-  6% 

O  X  /  B  —    U  /4 

21'/s 

-23.9 

2.22 

335.3 

18.1 

-51.6 

Flectronir  Data  Svs 

49 

16 

32%-  5% 

227s 

-15.3 

1.47 

177.4 

24.7 

^10.9 

Emery  Air  Freight 

Q 
O 

37'/2-ll% 

111/ 

1  1  78 

/"in 
— 61. U 

1    A  /C 

1 .46 

1  '5.5 

30.6 

-72.8 

Fluor 

48 

O 

y 

71    —  3% 

251/2 

246.7 

2.83 

1,786.7 

26.3 

linn 
1  19.0 

Hpwlptt-Packard 

1  A 
1  O 

5  37/r-1  1 '/> 

JJ  /S     1  1  /J. 

40  V* 

86.1 

2.55 

628.6 

19.2 

-13.7 

Intl  Flavors/Fragrances 

75 

13 

493/H_l  n5/8 

19'/s 

-66.0 

1.42 

140.7 

21.1 

-74.7 

Johnson  &  Johnson 

61 

17 

443/o_20'5/j 

36  Vi 

-16.1 

2.17 

201.4 

18.7 

-55.3 

K  mart 

^A 

Q 
O 

51'/8-15'/8 

ICS/ 

— oo.U 

1  QQ 

1.80 

06. U 

11.5 

-82.5 

T?  1  *   T  •11, 

Jtli  Lilly 

AA 

1  t 
1  I 

92'/2-325/8 

54 

-32.2 

4.76 

157.3 

21).  A 

— 5».y 

Longs  Drug  Stores 

AQ 

O 
y 

42'/4-15l/4 

25% 

-34.4 

2.79 

236.1 

17.4 

-60.6 

TYlarion  !  ihs 

46 

25 

57%— 1 1  '/a 

24% 

^4.7 

0.95 

0.0 

12.5 

-65.2 

M  arri  ntt 

56 

11 

47    -  53/4 

34% 

6.6 

3.21 

483.6 

22.7 

^7.7 

Masco 

AA 

1  1 

X  1 

42 9'/2 

or  u 
OD  74 

ZO.o 

o.oy 

/I  1  7  /: 
4 10.6 

20.7 

-^2.2 

McDonald  s 

OJ 

Q 

y 

77%— 21  '/4 

591/2 

-22.0 

6.54 

595.7 

ii  1 
21.1 

— 59.1) 

Merck  &.  Co 

A^ 

10^  -46V« 

81 

-9.1 

5.36 

169.3 

23.6 

^6.2 

YiCiTC  Invp\tmpnt* 

i'lVJlVy   All  V  V.  "  1  1  1  K  H  I 

83 

13 

97%-  6l/« 

✓  /  /  B  —    VJ  /  B 

50 

-47.8 

4.02 

211.6 

17.8 

-72.1 

Minn  /VlnpJvi  Wfp 

*  J"  1111      'ill,  I'lltl 

40 

11 

9iy8_43 

54% 

-36.1 

5.74 

164.5 

21.7 

-61.6 

Natl  Semiconductor 

AO 

1  0 

51V2-  4'/8 

iy  /s 

iSO.U 

1  m 
1  .U 1 

iq  1  n 
OO  1  .u 

18.1 

14.6 

NCH 

C£ 

7 

52'74  — 123/4 

15'/8 

-65.2 

2.08 

136.4 

no 
1 1 .0 

Q 1  1 
— 81 . 1 

[Va  toma*; 

A  1 
0 1 

C 

45%-  3% 

21 

132.3 

4.23 

2,921.4 

28.0 

-64.3 

PprL'in-Fl  m  pr 

1    l  1  IM  11     Li  Mil  J 

47 

15 

^6%-  75/« 

O V..'  /B —     /  10 

263/s 

37.9 

1.76 

351.3 

18.7 

-27.6 

Polaroid 

90 

11 

149l/2-14'/8 

19% 

-84.3 

1.87 

43.8 

9.0 

-91.1 

Ponderosa  System 

Q 
O 

86%-  35/8 

101/ 
12  78 

— OD.O 

1   A  C 

1.45 

2  it 

0.0 

4.0 

-91.8 

Rite  Aid 

A/i 

1U 

42  V2—  IVs 

27% 

-23.7 

2.78 

308.8 

7  n  a 
21). 4 

— 5/ .y 

^cnprinp-Plniiff  n 

'  l  1  1 1  1  1  1  1  L,    1  1UUU1I 

cn 
DU 

Q 
O 

875/8-247/s 

28% 

-58.8 

3.31 

129.9 

20.8 

-76.0 

Sf*h  1  n  m  hpropr 

•VIllUIIIIJll  ,1  1 

AO 

87"/«_  6% 

O  /   /B         \J  fo 

SO'/s 

320.6 

4.00 

1,500.0 

35.4 

133.7 

^imnl i Pit v  Pa  t  fprti 

'  1 1  1 1  |J  1  i  ^  1  l  \    1  tl  (  l  l  1  M 

53 

19 

9% 

-82.8 

0.50 

-53.3 

8.3 

-87.6 

Sony 

54 

13 

26V*-  3Vi 

16'/2 

5.7 

1.23 

296.8 

24.7 

^5.6 

Standard  Brands  Paint 

52 

9 

56%-185/8 

24% 

-55.1 

2.79 

173.5 

16.3 

^34.3 

Texas  Instruments 

46 

15 

150%-585/8 

787/s 

-13.3 

5.38 

147.9 

19.9 

-53.8 

Wal-Mart  Stores 

52 

18 

437A-  1% 

39% 

355.1 

2.14 

1,088.9 

26.2 

138.2 

Xerox 

48 

5 

1717/s^73/8 

40% 

-72.7 

7.08 

124.1 

18.1 

-84.3 

•Baldwin-United  merger  offer  at  $52  a  share    d:  deficit.    NM:  not  meaningful.  Source.  Wils/jire  Avociates 


have  fared  well  everywhere  but  in 
the  stock  market — in  earnings,  in 
return  on  equity,  in  growth.  The 
accompanying  table  shows  this 
clearly.  Most  of  the  decline  has 
been  in  P/Es.  Still,  it  was  a  costly 
lesson.  How  costly?  Glance  at  the 
last  column.  It  shows  "real  return," 
which  asks  the  question:  How  did 
this  investment  do  from  1 972-73  to 


now  if  all  dividends  were  reinvest- 
ed and  the  whole  adjusted  for  infla- 
tion? Answer,  with  a  few  excep- 
tions: Terrible.  A  group  that  was 
touted  as  inflation-proof  turned  out 
to  be  nothing  of  the  kind. 

Why  do  we  dredge  up  this 
ancient  history?  Because  the 
moral,  while  a  familiar  one,  is 
worth  repeating:  When  "every- 


body" is  certain  of  something, 
"everybody"  is  usually  wrong. 
That's  why  the  stock  market  is 
such  a  tricky  game.  Real  success 
requires  acting  against  the 
trend — easier  said  than  done. 
Who,  in  1972,  would  have 
dared  bet  that  American  manage- 
ment and  technology  would 
soon  fall  from  its  throne? 


Decisions  and  revisions 


3M  has  had  no  trouble  selling  its  wares  nor,  recessions  aside,  making  a 
nice  profit  on  them.  But  as  with  so  many  other  so-called  one-decision 
stocks,  Wall  Street  has  steadily  lowered  its  price  on  3M's  earnings. 


3M's  decade: 
Sales  ascending 
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Profitability  on 
sales  respectable 


But  doubt  on  Wall  Street: 
stock  price  wallowing 


Return  on  sales 

12.5% 

:::  a 

10.5 

10.0 

9.5 

9.0 

8.5 

8.0 

i    i    i    i    i    i    i    i    i  ii 

71  73 

75     77      79  '81 

Stock  price  per  share 

$95.00 

90.00 

85.00 

80.00 

75.00 

70.00 

65.00 

60.00 

j — 2/3/82  - 

55.00 

50.00 

45.00 

i    i    i  i 

■    ■  i 

1         1  1 

71 

73 

75 

77 

79 

'81 

Source.  Standard  e>  Poor's 


Earnings  rising  with 
pauses  for  recessions 
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and  shareholders'  equity 
respectable,  too 


Price/earnings  ratio 
almost  steadily  declining 
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There  is  something  in  3M's  whole 
posture  these  days  that  speaks  of  a 
sophisticated  holding  action.  Consid- 
er that  in  1980,  even  after  paying  48% 
of  net  income  in  dividends,  3M  had 
cash  flow  of  almost  $600  million  a 
year.  Consider  that  at  the  end  of  1981 
the  company  had  only  an  estimated 
$330  million  of  debt — 8%  of  capital- 
ization— and  $160  million  in  cash  on 
hand.  And  consider  that  in  chemicals 
and  coatings,  reflective  materials, 
abrasives  and,  of  course,  pressure-sen- 
sitive tapes,  3M  has  strong  market 
positions  in  50  countries — to  say 
nothing  of  the  fact  that  the  company 
is  a  paragon  of  the  marketing  art.  It 
has  a  lot  to  offer  a  struggling  but  well- 
managed  distributed  data  processing 
company  as  friendly  acquirer  or  merg- 
er partner.  Is  3M  looking  for  one? 

Lehr  keeps  a  yellow-jacketed  hard- 
bound copy  of  Alvin  Toffler's  The 
Third  Ware  on  his  desk.  That  1980 
volume  by  the  author  of  Future  Shock' 
speaks  in  pop-socioeconomic  terms  of 
the  passing  of  the  19th-century  indus- 
trial revolution — based  on  the  burning 
of  fossil  fuels — and  of  the  coming  of  a 
new  industrial  civilization.  Lehr  gets 
up  from  his  desk  and  strides  around 
his  office,  paraphrasing  Toffler: 
"Much  of  this  emerging  civilization 
contradicts  the  old  traditional  civil- 
ization. It  is,  at  one  and  the  same 
time,  highly  technological  and  anti- 
industrial."  He  pauses,  then  says  al- 
most sadly:  "And  here  we  are  an  old- 
line  industrial  company." 

Is  Lehr  taking  Toffler's  Sunday-sup- 
plement futurism  too  literally?  Not 
really.  Lehr  is  too  much  the  business- 
man for  that  and  so  are  the  3M  man- 
agers and  directors.  They  know  3M 
remains  strong.  But  they  have  recog- 
nized a  weakness:  The  proprietary 
technology  that  once  gave  3M  a  pre- 
mium price  for  its  products  has  dwin- 
dled, and  the  broad  mass  of  those 
products  are  now  commodities.  And 
the  premiums  today  lie  in  the  entre- 
preneurial fields  of  data  processing 
and  communications.  "We  can 
change  now  because  we're  not  in  trou- 
ble," says  Lehr,  simply  and  accurate- 
ly. How,  and  from  where,  that  change 
will  come  remains  to  be  seen. 

Lew  Lehr  and  his  colleagues  face  an 
intriguing  but  immensely  difficult 
challenge:  transforming  a  company 
admirably  suited  to  the  society  and 
technology  of  the  1950s,  1960s,  and 
1970s  so  that  it  will  not  become  an 
also-ran  in  the  very  different  world  of 
the  1980s  and  beyond.  They  are  tal- 
ented men  and  they  have  identified 
the  problem  before  it  has  become 
acute.  Their  task  nevertheless  is  not 
an  easy  one.  ■ 
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Creative  insurance  services. 
We've  got  what  it  takes. 
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Edited  By  William  G  Flanagan 

Busy  signals 

Mobile  phones  are  a  great  idea — so 
great  that  you  can  hardly  use 
them.  In  New  York  City,  for  instance, 
there  is  a  six-year  wait  for  mobile 
phone  service. 

If  you  are  on  such  a  list,  or  even  if 
you  already  have  a  car  telephone, 
here's  some  good  news:  Today's  mo- 
bile phones  are  about  to  give  way  to  a 
superior  system — cellular  radio — that 
will  be  on  the  market  as  early  as  next 
year  for  just  about  everyone  who 
wants  it. 

Initially  the  price  will  be  higher: 
$100  to  $150  a  month,  compared  with 
$25  to  $100  for  conventional  service. 
But  the  new  phones  will  be  more 
widely  available  and  will  sound  as 
clear  as  your  desk  phone.  And  as  de- 
mand rises,  costs  will  drop. 

Mobile  telephones,  of  course,  are 
two-way  radios  that  trade  signals 
with  a  tower  hooked  up  to  the  local 
land-wire  phone  system.  At  present 
there  are  too  few  channels  carrying 
those  signals  to  accommodate  de- 
mand in  most  cities.  Often,  as  in  New 
York,  only  12  such  channels  are  in 
use,  meaning  no  more  than  a  dozen 
car-phone  users  can  make  calls  at  the 
same  time.  Worse,  buildings  and  hilly 
terrain  between  the  tower  and  the 
mobile  caller  often  distort  signals. 

Cellular  radio  will  change  all  that. 
Because  of  a  new  FCC  policy,  more 
channels  will  be  assigned  to  mobile 
phones.  And  a  different  technology' 
will  boost  those  channels'  capacity  so 
that  tens  of  thousands  of  customers, 
instead  of  hundreds,  should  be  well 
served  in  most  markets. 

In  a  cellular  radio  system,  a  single, 
powerful  transceiver  is  replaced  by 
several  weaker  ones,  each  handling 
the  signals  entering  and  leaving  a  cer- 
tain area,  or  cell.  As  you  drive  through 
a  city  and  talk  on  your  car  phone,  a 
computer  that  senses  your  signal  fad- 
ing here  and  getting  stronger  over 
there  will,  when  you  reach  a  certain 
point,  hand  off  the  signal  from  one 
cell  to  another. 

Designers  of  cellular  systems  and 
equipment — chiefly  Bell  Telephone 
Laboratories  and  Motorola,  Inc. — 
have  used  mobile-phone  refinements 
to  produce  a  desirable  offshoot:  the 


truly  portable,  wireless  phone.  Both 
types  are  being  tested  in  the  Washing- 
ton, D  C. -Baltimore  market. 

"The  fidelity  on  my  portable  phone 
is  twice  as  good  as  on  my  convention- 
al car  phone,"  says  Bill  Devries,  one  of 
50  testers  of  the  Motorola-built  sys- 
tem. American  Radio  Telephone  Ser- 
vice (ARTS'),  a  Baltimore  company, 
has  been  conducting  the  experiment 
since  last  December. 

The  portable  unit  weighs  one  and  a 
half  pounds,  is  somewhat  bigger  than 
an  ordinary  telephone  handset  and  is 
powered  by  a  rechargeable  battery.  It 
costs  about  $160  a  month  for  the 
basic  service  and  40  cents  per  minute 
for  usage. 

When  Forbes  dialed  Devries'  mo- 
bile number  recently,  his  wife,  who 
owns  an  executive  search  firm,  an- 


n 


Motorola's  cordless  telephone 

Is  a  wristwatch phone  on  the  way? 


swered  the  phone  in  an  Elizabeth  Ar- 
den  beauty  salon.  "I  loaned  it  to  her 
this  morning,"  Devries  explained  lat- 
er. "She  had  to  go  to  the  hairdresser, 
so  she  figured  she'd  sit  there  and 
make  business  calls." 

When  his  phone  is  not  on  loan, 
Devries  finds  it  most  useful  for  mak- 
ing business  calls  from  his  car.  "If 
something  comes  up  that  needs  ac- 
tion right  away  and  I'm  tied  up  in 
traffic,"  he  says,  "I  can't  wait  till  I  get 
to  work  to  get  it  off  my  chest.  I  have 
to  pick  up  the  phone  and  call  some- 
body right  away.'' 

The  ARTS-Motorola  system  com- 
prises seven  cell  sites  governed  by  a 
computer  in  Columbia,  Md.  Coverage 
is  over  a  2,200-square-mile  area  that 
includes  metropolitan  Washington, 
Baltimore  and  a  25-mile-long  corridor 
in  between.  Another  cellular  system 


is  now  being  tested  in  Chicago. 

Exactly  when  the  new  phones  will 
be  available  throughout  the  country  is 
anyone's  guess.  The  FCC  has  yet  to 
decide  which  companies  will  get  to 
offer  the  service,  and  what  rules  they 
will  have  to  follow. 

One  certainty  is  that  two  cellular 
operating  licenses  will  be  granted  in 
each  market.  The  dominant  local 
phone  company  will  automatically  get 
one  license,  and  the  scramble  is  on  for 
the  other  ones.  Primary  contenders 
are  radio  common  carriers — which 
provide  paging  and  conventional  mo- 
bile-phone services — such  as  ARTS, 
Radiofone  and  Graphic  Scanning. 

Also  fighting  for  a  piece  of  the  ac- 
tion in  smaller  markets  are  compa- 
nies like  Cellular  Communications 
Inc.  This  New  York  firm,  backed  by 


Cellular  Communications'  Bill  Ginsberg 
Fighting  far  a  piece  of  the  action. 


venture  capitalists  and  other  inves- 
tors, is  run  by  Bill  Ginsberg,  37,  a 
former  FCC  official  whose  edge  on 
the  competition  (he  believes)  is  his 
knowledge  of  the  complex  FCC  appli- 
cation procedure.  Ginsberg  is  in  the 
process  of  filing  several  applications 
for  licenses  in  medium-size  markets 
such  as  Buffalo,  N.Y. 

"Cellular  service  will  be  a  big  mon- 
eymaker for  those  companies  that 
win  the  franchises,"  says  Stuart 
Crump,  editor  of  Cellular  Radio  Xews ,  a 
monthly  letter  published  in  Washing- 
ton, D.C.  "Eventually  I  see  the  cellular 
phone — the  hip  phone,  the  wrist- 
watch  phone,  the  briefcase  phone, 
whatever  you  want  to  call  it — replac- 
ing the  desk  phone  in  all  but  densely 
populated  areas.  And  maybe  there, 
too." — Kevin  McManus 


The  protest  we  have  in  mind  is 
ainst  prestigious  luxury  cars  that  suc- 
jd  as  symbols,  but  disappoint  as  cars. 

Cars  whose  underlying  engineering 
;ms  to  have  lagged  behind  their  con- 
erable  reputations. 

Luxury  car  buyers  dissatisfied  with 
;  state  of  affairs  will  find  a  perfect 
ncle  for  dissent  in  the  BMW  733i— 
i  $35,000  luxury  car  engineered  to 
d  where  others  have  lagged. 

INTRODUCING 
DIGITAL  MOTOR  ELECTRONICS. 

The  733i  is  the  first  automobile  in 
lenca  to  offer  Digital  Motor  Elec- 
nics— a  system  that  illustrates  the 
terence  between  technology  and 
jgetry. 

"DME"  measures,  reports  on  and, 
ist  importantly,  governs  engine 
iciency.  It  assures  that  the  optimum 
<ture  of  fuel  and  air  is  ignited  at  the 
:imum  time  in  the  ignition  cycle.  It 
usts  idling  speed,  cuts  off  fuel  flow 
cylinders  when  they're  not  needed, 
f  even  helps  report  back  your  actual 
)g  figures  as  you  drive. 


The  figures  will  make  interesting 
reading. The  733i  with  standard  five- 
speed  transmission  now  delivers  a 
pleasantly  surprising  d9]  EPA-estimated 
mpg,  29  mpg  highway.  Automatic  is 
also  available* 

Inside,  an  onboard  computer  pro- 
vides such  useful  functions  as  anti- 
theft  protection  and  speed  monitoring, 
and  even  warns  you  of  potential  icing 
conditions.  And  yet  another  computer 
helps  control  the  weather— through  a 
special  climate  control  that  adjusts 
temperatures  to  a  preset  level. 

All  these  technological  advances 
accompany  a  car  that's  fairly  steeped  in 
amenities. 

Its  molded  bucket  seats  are  uphol- 
stered in  wide  rolls  of  fine  leather.  Car- 
peting is  thick  and  plush.  And  the  atten- 
tiveness  to  comfort  throughout  caused 
Car  and  Driver  to  single  out  the  733i  as 
"the  height  of  refined  elegance." 
PERFECTION  IS  UNATTAINABLE. 
SUPERIORITY  ISN'T 

Of  course,  the  true  measure  of  any 
machine  is  how  well  it  performs— an 


efficiency  figures  are  for  comparison  purposes  only.  Your  actual  mileage  may  vary,  depending  on  speed,  weather  and  trip  length 
RMWnf  Nnrth  Ampnra  Inr  Thp  RMW  traripnwk  and  Inpn  arp  rppisrprpri  traripmark^  nf  Ravprisrhp  Mntnren  Wprkp  A  Ci 


axiom  that  confers  an  almost  unfair  ad- 
vantage on  the  733i. 

Its  3.2-liter,  electronically  fuel-m- 
jected  engine  has  been  called  "without 
a  doubt,  the  most  sophisticated  produc- 
tion in-line  six  in  the  world"  (Road  & 
Track  magazine),  delivering  the  exhilarat- 
ing performance  that's  conspicuously 
absent  among  cars  in  its  class. 

Its  revolutionary  double-pivot  front 
suspension  is  so  advanced  it  has  been 
awarded  an  international  patent. 

And  its  amazingly  agile  steering  re- 
flects the  precision  inherited  from  over 
six  decades  of  building  high-perform- 
ance vehicles. 

The  sum,  according  to  Car  and 
Driver,  is  a  car  whose  "parts  and  pieces 
. . .  work  so  well  together  they  must  have 
been  melded  in  another  world." 

If  your  present  luxury  sedan  suggests 
more  mundane  origins,  you 
might  contact  your  nearest 
BMW  dealer,  who  will  be 
happy  to  arrange  a  test  drive 
at  your  convenience. 
THE  ULTIMATE  DRIVING  MACHINE. 

BMW,  MUNICH,  GERMANY 
Your  actual  highway  mileage  will  most  likely  be  lower. 
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If  you'r  e  still  drinking 
Canadian  and  soda . . . 


it's  because 

you  haven't  tasted 

gold  rum  and  soda. 


That's  the  reaction  that's  made 
Puerto  Rican  gold  rum  one  of  the 
most  popular  and  fastest  growing  li- 
quors in  America  today. 

Either  on  the  rocks,  or  with  a  dash 
of  soda  or  your  favorite  mixer,  gold 
rum  is  a  smooth  alternative  to  blends, 
bourbons,  Canadians— even  scotch. 

Try  the  delicious  gold  rums  of 
Puerto  Rico.  The  first  sip  will  amaze 
you.  The  second  will  convert  you. 


Make  sure  the  rum  is  from 
Puerto  Rico. 

Great  rum  has  been  made  in 
Puerto  Rico  for  almost  five  centuries. 
Our  specialized  skills  and  dedication 
result  in  rums  of  exceptional  dryness 
and  purity.  No  wonder  over 
88%  of  the  rum  sold  in  this 
country  is  Puerto  Rican. 

RUfllS  OF  PUERTO  RICO 

Aged  for  smoothness  ana  taste. 


What  price  skiing? 

Prices  falling  in  Aspen?  In  Vail- 
Has  the  recession  become  that  se- 
vere? Condos  and  ski  houses  in 
America's  answer  to  Gstaad  and  St. 
Moritz  are  not  exactly  going  begging, 
mind  you.  But  the  powder  is  off  the 
snowpack,  so  to  speak.  If  you  have 
cash,  it's  the  best  time  to  buy  in  years 
.  .  .  unless  you  think  the  economy  is 
headed  for  even  more  trouble. 

Talk  to  real  estate  brokers  and  most 
of  them  will  tell  you  that  prices 
haven't  slid  at  all.  Take  what  real  es- 
tate brokers  say  as  gospel,  anywhere, 
and  you  are  in  trouble.  Overexpan- 
sion,  high  interest  rates  and  less  loose 
change  in  general  for  many  affluent 
skiers  all  add  up  to  "let's  make  a 
deal."  Rentals  just  aren't  covering 
costs  anymore. 

The  best  buys  are  definitely  in  re- 
sales, where  sellers  have  come  to  the 
ugly  realization  that  buyers  are  scarce. 
Seller-sponsored  financing  is  the  order 
of  the  slopes.  "We  have  even  seen 
some  no-money-down  situations," 
says  Nick  Coates  of  Coates  Reid  & 
Waldron  in  Aspen. 

Of  course,  you  must  bear  in  mind 
that  you  are  talking  about  some  of  the 
most  expensive  real  estate  in  the 
world.  It  matches  the  altitude.  Asking 
prices  are  what  you  would  expect  in 
Beverly  Hills:  a  S500,000  price  tag  on 
a  2,400-square-foot  house  is  average. 
An  empty  lot  in  Aspen — just  one- 
third  of  an  acre — fetches  $225,000. 
That's  if  you  can  find  one.  And  those 
asking  prices  never  drop.  (Selling 
prices  are  another  matter.) 

The  better  deals  are  being  made  in 
the  lower-end  condos,  the  S250,000  to 
$400,000  units.  Higher-priced  units, 
brokers  insist,  still  find  enough  buy- 
ers. Here's  a  rundown  of  the  market 
in  both  areas,  based  on  asking  prices. 

Aspen — Big,  busy,  but  still  beauti- 
ful. The  resort  really  consists  of  three 
distinct  areas.  Being  close  to  the 
slopes  and  right  in  the  center  of  the 
action  (remember,  Aspen  swings)  will 
cost  you.  A  deluxe  condo  lists  at 
S600,000,  but  you  should  be  able  to 
knock  S50,000  to  S75,000  off  the  ask- 
ing price.  Prices  depend  greatly  on 
whether  you  can  ski  in  and  ski  out  of 
your  property;  that  privilege  fetches  a 
$100,000  premium. 


For  tree  Rums  of  Puerto  Rico'  recipes,  write  Puerto  Rican  Rums. 
Dept  FB-2. 1290  Avenue  of  the  Americas,  N  Y.  N  Y  10104  <g.  1981  Government  of  Puerto  Rico 


The  "Gold  Standard" 
For  Snacks 
(.  .  .and  Gifts  !) 


Gold  has  been  used  as  a  monetary  standard  throughout  history.  In  various  forms,  it  has  been 
(and  still  is)  valued  as  a  precious  gift  of  esteem  and  love. 

Almonds,  too,  have  been  enjoyed  and  considered  precious  gifts  as  far  back  as  biblical  times. 
(Genesis  XLIII  11.)  They  still  are! 

The  T  M.  Duche  Nut  Co.  is  one  of  the  oldest  and  largest  processors  of  California  Almonds. 
Each  year,  a  small  hand-selected  portion  of  the  crop  is  set  aside  and  packaged  for  sale  through 
our  "Gourmet  Nut  Center."  To  protect  their  delicate  flavor  and  crisp  crunchiness,  they  are 
vacuum-sealed  in  attractive  8  ounce  (1/2  lb.)  tins  with  resealable  plastic  covers. 

Gourmet  Nut  Center 
California  Almonds 

.  .  .  the  "Gold  Standard"  of  snacks.  For  your  own  pleasure  or  gifts  in  wonderfully  good  taste, 
fill  our  the  coupon  below,  attach  it  to  your  list  of  favorite  names  and  addresses  and  send  it  with 
your  check  or  money  order.  Your  satisfaction  is  unconditionally  guaranteed! 


^Good  Housekeeping 


4-pack  contains  ROASTED  SALTED,  BARBEQUE,  SMOKE,  BLANCHED  SALTED 
6-pack  contains  ROASTED  SALTED,  BARBEQUE,  SOUR  CREAM  &  ONION. 
SMOKE,  CHEESE,  GARLIC  &  ONION 


Prices  include  shipping  anywhere  in  U.S.A. 
and  A. P.O.  &  F.P.O  addresses. 


Gourmet 
Nut  Center, 

1430  Railroad  Avenue 
Orland,  CA  95963 
(916)  865-5511 
A  division  of 
T.  M.  Duche  Nut  Co.,  Inc. 


(Special  quantity  prices  available.) 

GOURMET  NUT  CENTER 

1430  Railroad  Ave.  (Dept.  FB) 

Orland,  CA  95963 

Please  send  □  to  me  □  lo  attached  list  | 
____Four  tin  gilt  packs  @  $10.00  I 

Sii-tin    gift    packs    @  $11.50   

□  Please  send  brochure  on  other  sizes 

Name  I 

Address    | 

City,  State  &  Zip  I 

Checks  or  money  orders  ONLY  I 

(Offer  expires  7/31/82)  | 


Personal 
Affairs 

Twelve  miles  outside  Aspen  is  qui- 
eter and  more  family-oriented  Snow- 
mass.  Built  in  1967,  it  is  a  very  large 
resort  complex  with  many  homes  and 
condos  built  on  the  side  of  the  moun- 
tain— many  of  which  you  can  ski 
into.  Snowmass  offers  more  of  a  price 
range  than  Aspen.  A  respectable  two- 
bedroom  condo  in  Snowmass  lists  for 
about  $200,000;  a  three-bedroom  lux- 
ury condo  you  can  ski  into  goes  for 
about  $525,000. 

The  big  money  in  Aspen  now  drifts 
to  Down  Valley.  Exclusive  neighbor- 
hoods, such  as  Little  Woody  Creek, 
sport  larger  homes  with  more  land 
than  is  standard.  The  highest-priced 
unit  there  is  a  mere  $5  million. 

If  these  prices  leave  you  gasping, 
there  is  another  way  to  go:  hotel  con- 
dominiums. The  94-unit  Woodstone 
Inn,  located  right  at  the  base  of  Aspen 
Mountain,  is  run  as  a  hotel,  complete 
with  Jacuzzi  and  swim-bar.  The 
Woodstone  was  converted  to  condos 
by  Aspen  land  baron  Hans  Cantrup. 

A  standard-size  hotel  room  at  the 
Woodstone  goes  for  $95,000  to 
$1 10,000,  with  one-  and  two-bedroom 
units  going  for  about  $150,000.  For 
that  bargain  price  you  can  occupy  your 
unit  only  14  days  during  the  winter 
season.  You  and  the  hotel  share  any 
rental  profits  the  rest  of  the  season. 

Vail — Two  hours  from  Aspen,  but 
very  different  in  style  and  atmo- 
sphere. The  real  estate  situation, 
though,  is  similar.  The  lower  range  is 


Swim-bar  at  Aspen's  Woodstone  Inn 
Hotel  condo  units  start  at  $95,000. 


The  powder  is  off  the  snowpack 


Land  baron  Hans  Cantrup 

Much  of  Aspen  is  still  in  his  hands. 


The  New  World  charm  of  Aspeti 

Deluxe  condos  hard  by  the  slopes  list  for  $600,000. 


The  Ridge  Project  in  Snou  niass,  tiear  Aspefi 
Three-bedroom  units  start  at  $525,000. 


'idgepoint,  ten  miles  outside  Vail 

"hree  bedroom  units  at  $260,000  are  considered  bargains. 
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PUBUC  AUCTION 

STONE  CREEK 
MEADOWS 


30  CONDOMINIUMS 

TO  BE  AUCTIONED 
INDIVIDUALLY 


12  Noon  -  Dec.  5 

949-6006 

Robert  Rouse 
&  Assoc. 


leaver  Creek,  near  Vail,  in  which  Jerry  Ford  has  a  home 

looses  from  $600,000  to  $1.5  million;  condos  about  half  that. 


Slow  market  in  Eagle-Vail  led  to  auction 
Condos  for  $77, 000  to  $195,000. 


uterior  of  Charter  two-bedroom  coudo 
isking  $380,000. 


Sleigh  at  Charter  is  functional 
In  Vail,  cars  are  discouraged. 


Personal 
Affairs 

not  moving  too  well,  so  that's  where 
the  leverage  is.  Vail's  higher-priced 
properties  have  been  selling,  many  of 
them  to  Brazilians,  Mexicans  and 
Argentinians. 

Over  the  past  ten  years  Vail  has 
expanded  to  a  15-mile  radius,  with 
Vail  Village  the  core.  No  cars  are  al- 
lowed, and  it  resembles  a  Tyrolean  ski 
village.  Lifts  are  all  within  walking 
distance.  A  1,200-square-foot  condo 
in  the  Village  goes  for  about  $350,000 
to  $400,000;  a  single-family  home 
lists  for  $750,000  to  $1.5  million. 

Lionshead,  next  to  Vail  Village  at 
the  base  of  the  mountain,  is  more 
urban,  with  taller  buildings  and  a 
slick,  contemporary  look  of  wood  and 
glass.  Figure  $200,000  for  a  600- 
square-foot  studio.  In  Vail  Village  or 
Lionshead  you  don't  have  to  drive 
anywhere;  everything  is  within  walk- 
ing distance  or  close  to  it. 

If  you  are  willing  to  drive  a  mere  six 
or  seven  minutes  to  the  lifts,  East  Vail 
or  West  Vail  prices  start  at  about  50% 
less  than  at  the  base  of  the  slopes.  If 
you  go  eight  miles  west  of  the  core 
area,  into  Eagle-Vail,  there  is  even 
more  inventory  and  even  better 
prices.  "Eagle- Vail  and  west  of  there 
offer  both  buyers  and  developers  the 
best  opportunities  for  the  next  10  to 
15  years,"  says  David  Sage,  a  Vail  de- 
veloper. In  December,  Sage  auctioned 
off  his  31  units  in  Eagle- Vail,  with 
prices  ranging  from  $77,000  for  a  one- 
bedroom  unit  to  $195,000  for  a  four- 
bedroom.  The  units  had  been  on  the 
retail  market  for  nine  months  at 
about  a  20%  higher  price  tag  than 
what  they  ultimately  went  for.  All  31 
units  sold  in  just  an  hour  and  a  half. 
This  was  the  first  auction  of  its  kind 
in  Vail.  But  Charlie  Biederman  of 
Robert  Rouse  &  Associates,  the  com- 
pany that  ran  the  auction,  says  that 
the  soft  market  could  spell  one  or 
more  auctions  there  before  June. 

Also  ten  miles  west  of  Vail,  but  decid- 
edly more  upscale,  is  Beaver  Creek — in 
which  former  President  Jerry  Ford  has  a 
home.  Beaver  Creek,  when  completed 
in  1990,  will  be  self-contained,  with 
houses,  condos,  spa,  hotels,  restau- 
rants, golf  course,  convention  facili- 
ties, ski  areas  and  lifts  all  behind  a 
security  gate.  Luxury  is  the  word  for 
Beaver  Creek,  and  prices  reflect  it.  Acre 
lots  are  $250,000  to  $650,000,  depend- 


ing on  the  view  and  whether  it  has  that 
ski-in,  ski-out  feature.  Homes  run  from 
$600,000  to  $1.5  million,  and  1,200- 
square-foot  condos  in  the  core  area 
start  at  $380,000. 

If  you  want  to  be  inside  the  gates  of 
Beaver  Creek,  but  are  willing  to  be  a 
mile  away  from  its  center,  you  can  get 
a  three-bedroom  condo  for  around 
$260,000. 

Does  all  this  sound  frighteningly  ex- 
pensive? It  is,  but  the  skiing  is  about 
the  best  the  world  has  to  offer.  Just 
think.  It  all  started  with  a  pair  of 
barrel  staves. — Ellen  Paris 


Keep  up  that 
medical  insurance 

Flor  most  of  us,  group  medical  in- 
surance is  a  given,  an  automatic 
fringe  benefit  we  seldom  even  think 
about.  But  what  if  you  leave — or  are 
about  to  be  cast  out  of — a  group 
policy?  It  is  vital  that  you  consider 
your  options  before  your  present  cov- 
erage ends. 

Individual  medical  coverage  is 
sometimes  difficult  to  get  and  often 
expensive.  The  National  Insurance 
Consumer  Organization  warns  that 
good  coverage  usually  costs  at  least 
$500  to  $1,000  a  year  for  individuals 
and  $1,000  to  $2,000  for  families. 
What's  more,  even  if  you  can  afford 
your  own  care,  the  medical  establish- 
ment is  not  set  up  to  deal  with  unin- 
sured patients.  Private  hospitals  often 
require  payment  of  a  large  chunk  of 
your  bill  before  treatment  and  the  bal- 
ance before  discharge.  Regardless  of 
ability  to  pay,  an  uninsured  person 
without  a  checkbook  or  credit  card  in 
hand  may  be  turned  away  from  a  pri- 
vate hospital's  emergency  room. 

If  you  leave  a  company  to  start  your 
own  business  and  will  employ  at  least 
one  other  person,  you  can,  of  course, 
set  up  your  own  group  plan.  Indeed, 
since  the  costs  can  be  tax  deductible 
as  a  business  expense,  you  might 
choose  a  plan  better  than  those  of- 
fered by  most  large  employers.  Nearly 
all  major  carriers  provide  plans  for 
small  businesses,  so  shop  around  be- 
fore choosing  one. 

But  if  you  plan  to  work  by  yourself, 
if  you  have  been  fired  or  are  the  sur- 
viving dependent  (typically  a  widow) 
of  someone  who  had  group  coverage, 
it  is  important  to  act  quickly. 

First,  find  out  how  long  your  pres- 
ent coverage  will  continue — usually 
one  or  two  months  after  employ- 
ment ends.  Some  companies  have  a 
survivors'  benefit  that  covers  depen- 
dents for  six  months  or  a  year  after 
death.  If  this  is  the  case,  you  may 
have  to  pay  part  of  the  cost  of  cover- 


age.   It    is   often    well    worth  it. 

Next,  consider  converting  your 
present  group  coverage  to  an  individ- 
ual policy.  Most  states  require  this 
option,  and  typically  you  have  31  days 
after  termination  to  decide  whether 
to  convert.  Usually  the  conversion  is 
unconditional — you  cannot  be  denied 
coverage  because  of  your  health  sta- 
tus. But  bear  in  mind  that,  for  the 
same  amount  of  money  you  were  pay- 
ing, you  will  probably  get  less  cover- 
age, or  that  the  same  amount  of  cover- 
age will  cost  more.  Most  experts 
think  of  conversion  as  a  way  of 
buying  time. 

One  way  to  get  group  coverage  is 
through  professional  and  other  organi- 
zations. The  range  is  astonishing, 
from  local  bar  associations  to  the 
Daughters  of  the  American  Revolu- 
tion and  B'nai  B'rith.  The  American 
Association  of  Retired  Persons  (1909 
K  St.  N.W.,  Washington,  D.C.  20049) 
offers  group  coverage  to  anyone  over 
55.  Experts  caution,  however,  that  the 
quality  of  the  policies  is  as  varied  as 
the  kinds  of  groups  that  offer  them,  so 
check  the  policy  carefully. 

If  you  prefer  an  individual  policy, 
you  may  have  several  options  or  prac- 
tically none,  depending  on  your  age, 
health  and  needs.  At  age  65,  of  course, 
you  qualify  for  Medicare.  Most  large 
cities  have  health  maintenance  orga- 
nizations, which  provide  comprehen- 
sive care  but  require  you  to  use  in- 
house  doctors.  Some  major  carriers 
still  provide  individual  policies,  but, 
in  general,  Blue  Cross/Blue  Shield  is 
the  best  bet. 

Whatever  sort  of  individual  cover- 
age you  get,  be  prepared  to  submit 
your  medical  history  and  don't  be  sur- 
prised if  "preexisting  conditions" 
aren't  covered.  You  may  also  have  a 
one-year  waiting  period  for  certain 
kinds  of  coverage.  Check  to  see  if  the 
policy  can  be  revoked  by  the  insurer 
and  whether  rates  will  automatically 
increase  as  you  get  older. 

If  you  are  rejected  because  of  age 
and/or  health,  nearly  all  Blue  Cross/ 
Blue  Shield  plans  have  "open  enroll- 
ment" periods  in  which  they  must 
cover  anyone  who  applies.  In  addi- 
tion, a  few  states — among  them  Con- 
necticut, Wisconsin  and  Minnesota — 
have  programs  specifically  for  people 
who  can't  otherwise  be  insured. 
These  are  a  more  likely  bet  for  effec- 
tive coverage  than  mail-order-type 
policies. 

For  more  information,  the  National 
Insurance  Consumer  Organization 
(344  Commerce  St.,  Alexandria,  Va. 
223 14)  has  literature  that  can  be 
helpful. — Laura  Saunders 


Why  the  complete  investor 
owns  a  little  gold. 


Maybe  your  investments  haven't  been  so  right  in 
?cent  years.  Maybe  you  ought  to  do  some  rethinking. 

Maybe  you  had  too  much  committed  to  the  stock 
larket  during  those  dips  of  recent  years,  or  maybe 
Du've  been  stung  in  bonds.  You  might  right  now  even 
e  chasing  the  interest  rates:  Getting  your  yields  of  over 
5%  but  also  living  in  an  over  50%  tax  bracket  and  an 
ver  10%  inflation.  Think  that  over,  too. 

The  complete  investor  never  gets  caught  with  too 
luch  riding  any  trend.  And  that's  why, with  a  load  of 
aper  instruments,  he  also  holds  a  little  gold.  Ten, 
laybe  fifteen  percent,  but  nevertheless  some.  It  is  his. 
r  her,  insurance. 

Historically,  the  gold  price  has  generally  moved  in  the 
pposite  way  from  paper  investments.  You  certainly 
lust  realize  that  holding  some  gold  makes 
snse.  You  insure  your  life,  your  home 
aur  car— why  not  your  mvest- 
ients?  Once  you've  made  a 
ommitment  to  gold,  you'll  find 
lere's  one  coin  that  really 
tands  out:  The  Krugerrand. 

In  America,  Krugerrands 


outsell  all  other  gold  coins  by  a  margin  of  two  to  one. 
That's  all  other  coins  combined. 

No  other  gold  coin  combines  so  many  of  the  good 
investment  attributes  of  the  South  African  Krugerrand. 
The  Krugerrands  four  sizes  offer  exactly  one  ounce,  1/2 
ounce,  1/4  ounce,  and  1/10  ounce  of  pure  gold.  So  you 
can  easily  calculate  your  gold  holdings  simply  by 
checking  the  daily  world  gold-ounce  price. 

Designed  to  be  sold  in  volume  and  therefore  at  a  low 
premium  over  the  price  of  gold,  you  buy  Krugerrands  at 
many  local  coin  dealers,  precious  metals  companies 
and  at  some  selected  banks. 

Welcome  to  the  world  of  smart  diversification. 

For  information  and  dealers  near  you  call  800- 
526-7843  Ext.  7220  (in  New  Jersey,  800-522-4503)  or 


send  coupon. 


KRUGERRAND  INFORMATION  SERVICE 
PO  Box  5544  Clillon  N  J  07015 


Please  send  Iree  brochure  and  a  list  ol  Krugerrand  dealers 
Name  


Address. 
City  


_Zip- 


[  ) 


Home  telephone. 
Business  telephone.!  L 


KRUGERRAND  GOLD  COINS 

The  world's  best  way  to  own  gold. 


O  1981  International  Gold  Corporation  Ltd 
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Behind  Ihe  Figures 
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Buying  retail 

His  reputation  as  a  bargain-hunter 
notwithstanding,  Sanford  (Sandy) 
Weill  is  making  no  apologies  for 
plunking  down  about  3  times  book 
value,  or  $76  million,  recently  for  the 
Seattle-based  brokerage  firm,  Foster 
&.  Marshall  Inc.  Weill,  who  is  chair- 
man of  Shearson/American  Express, 
says  the  lure  of  Foster  &  Marshall  is 
not  so  much  its  balance  sheet,  but 
rather  the  firm's  location  and  its 
method  of  operation. 

Foster  &  Marshall's  earnings  are  in 
line  with  those  of  Shearson/American 
Express,  says  Weill,  and  although  he 
won't  be  more  specific,  he  does  say, 
"You  ought  to  get  $15  or  $16  in  earn- 
ings for  every  $100  you  spend.  If 
you're  getting  only  $5  or  $6  for  every 
$100,  then  you'd  better  rhink  again." 
So,  a  Weill  rule  of  thumb  is  that  15% 
of  the  purchase  price  should  be  repre- 
sented by  the  purchased  company's 
earnings. 

Weill,  48,  is  known  as  a  shrewd 
builder  who  acquired  near-bankrupt 
firms  like  Shearson  and  Loeb  Rhoades 
at  fire-sale  prices  and  then  put  togeth- 
er the  second-largest  brokerage  firm 


after  Merrill  Lynch.  (He  also,  of 
course,  reaped  a  tidy  profit  when 
Shearson  was  acquired  by  American 
Express  last  year.)  F&M  is  the  first 
acquisition  initiated  since  Shearson 
merged  with  American  Express.  Weill 
says  he  had  been  on  the  lookout  for  a 
firm  in  the.Northwest  because  Shear- 
son  maintains  only  a  few  offices 
there.  "Another  thing,"  Weill  contin- 
ues, "is  that  Foster  &  Marshall  has  a 
very  good  internal  training  program 
for  new  salesmen,  which  is  some- 
thing we  don't  have  and  would  like  to 
adopt." 

Weill  estimates  that  it  costs  up- 
wards of  $25,000  to  $30,000  to  train  a 
new  salesman,  which  could  also  help 
justify  the  price  of  the  acquisition. 
With  53  offices  and  370  salesmen, 
F&M  is  commonly  considered  to  be 
the  major  brokerage  firm  in  the  re- 
gion. And  he  notes  that  Shearson  did 
acquire  Chicago-based  Lamson  Bros, 
for  more  than  book  a  few  years  ago — 
again,  when  it  sought  a  presence  in 
the  Midwest — and  has  not  regretted 
the  purchase. 

Weill  would  not  confirm  reports 
that  Shearson  and  its  parent  recently 
ended  talks  with  the  Houston-based 
firm  of  Rotan  Mosle,  Inc.,  when  Ro- 
tan  wanted  more  than  3  times  book. 
But  he  is  clearly  ready  to  buy  more. 
With  brokerage  firms  engaged  in  of- 
fering more  financial  products,  he 
says,  their  earnings  won't  be  on  a 
roller  coaster.  "It  won't  be  as  cyclical 
a  business  as  it  has  been  in  the  past," 
he  predicts. — Richard  L.  Stern 


Sanford  Weill  of  Shearson/American  Express 
Territorial  imperatives. 


L  J 


NFLPA's  Edward  Garrey 

More  than  he  bargained. for? 


55  45  or  fight? 

Edward  Garvey,  head  of  the  National 
Football  League  Players  Association, 
has  his  hands  full  in  the  new  contract 
talks  with  NFL  owners.  Garvey  wants 
55%  of  the  gross  revenues  of  the 
NFL's  huge  income  for  his  1,500- 
member  union,  whose  contract  ex- 
pires July  15.  But  the  NFL  owners 
have  taken  out  a  $150  million  line  of 
credit  and  seem  ready  to  ride  out  a 
strike  if  necessary.  "If  they  come  in 
with  percentage  of  gross  as  a  de- 
mand," says  a  spokesman  for  the  Na- 
tional Football  League  Management 
Council,  the  owners'  bargaining  agen- 
cy, "don't  count  on  there  being  much 
of  a  season  next  fall." 

But  Garvey,  41,  says  he  is  optimis- 
tic. Percentage  of  the  gross  is  the  only 
way  the  players  are  ever  going  to  get  a 
fair  shake,  he  says,  contending  that 
while  players  get  42%  to  50%  of  the 
gross  in  professional  baseball  and  65% 
in  basketball,  football  players'  salaries 
constitute  only  26%  to  30%  of  the 
NFL's  revenues  (the  owners  say  it's 
more  like  44%  including  fringe  bene- 
fits). Garvey  estimates  that  the  NFL — 
considered  the  most  successful  sports- 
franchising  outfit  in  history — had 
1980  revenues  of  $400  million.  And  a 
new  network-television  contract  is 
expected  to  bring  in  $1  billion  more, 
he  says,  over  the  course  of  the  next 
four  years. 

Ed  Garvey's  track  record  is  no- 
where near  as  bright  as  his  broad 
smile.  In  1974  he  led  his  union  into  a 
42-day  strike  that  collapsed  after  25% 
of  the  membership  crossed  the  picket 


lord  Nicholas  Bethel/ 

Is  this  any  way  to  run  an  airline? 


lines.  In  1977,  with  the  union  deeply 
in  debt  after  managing  without  a  dues 
checkoff  for  three  years,  Garvey 
signed  a  contract  he  now  calls  "a  mis- 
take." Some  players  called  it  a  sellout. 
Last  year,  8  of  27  player  representa- 
tives voted  not  to  renew  his  $100,000- 
a-year  contract. 

Moreover,  labor  observers  are  say- 
ing that  if  the  NFLPA  loses  the  55% 
issue,  the  union  is  likely  to  lose  its 
:lout  as  a  bargaining  agent.  The  play- 
srs — and  Garvey  himself — feel  that  if 
the  union  doesn't  win  now,  it  will 
never  get  its  chance  again. 

Garvey  says  the  difference  between 
1974  and  the  present  is  "like  the  dif- 
ference between  the  Revolutionary 
War  and  World  War  III."  A  University 
af  Wisconsin-trained  lawyer  who 
wanted  to  be  a  politician — "I  see  my- 
self in  the  Wisconsin-Progressive  tra- 
dition of  Robert  La  Follette" — he  lik- 
ens the  union  stand  to  the  percent- 
ages entertainers  demand  for  concerts 
and  films.  Says  Garvey:  "I  remember 
when  profit  sharing  was  considered 
radical." — Peter  McAlevey 


Bethell's  flight  plan 

Dne  man  with  a  special  sense  of  loss 
from  the  recent  spectacular  collapse  of 
Sir  Freddie  Laker's  Laker  Airways  is 
London's  Lord  Nicholas  Bethell.  A 
longstanding  Laker  ally,  Bethell  has 
for  years  been  using  his  position  as  a 
member  of  the  European  Parliament 
to  bring  the  same  kind  of  entrepre- 
neurial service  and  competition  to  Eu- 
ropean air  routes  that  Sir  Freddie 
brought  to  the  North  Atlantic. 


But  isn't  Laker  Airways'  collapse 
simply  proof  that  competition  can  be 
fatal  for  airlines?  Not  at  all,  says  Beth- 
ell, 44.  The  problem  on  the  North 
Atlantic  routes,  he  says,  is  that  too 
many  of  the  operators  are  "state-con- 
trolled monopolies  cursed  with  ineffi- 
cient, bureaucratic  practices."  But  un- 
like Laker,  state  carriers  can  stick 
their  taxpayer-owners  with  the  cost 
of  dumping  excess  capacity  at  uneco- 
nomic prices. 

"What  we  really  need,"  Bethell  as- 
serts, "is  a  far  larger  private  sector  [in 
European  aviation].  The  European  car- 
riers have  priced  themselves  out  of 
the  market  and  have  made  it  impossi- 
ble for  the  average  person  to  travel." 

In  March  the  Common  Market's 
Court  of  Justice  is  scheduled  to  hear  a 
case  brought  by  Bethell  charging  that 
the  Commission  of  the  European 
Communities  has  not  honored  its  re- 
sponsibilities to  keep  European  fares 
down.  He  claims  that  the  14  Common 
Market  commissioners  have  not  en- 
forced the  Treaty  of  Rome's  antitrust 
laws  against  the  International  Air 
Transport  Association,  which  is  sup- 
ported by  ten  European  governments. 

Bethell  concedes  his  chances  of 
winning  are  slight  in  this  "politically 
sensitive  case."  Still,  he  has  won 
some  skirmishes,  notably  forcing  the 
commission  to  extract  potentially 
damaging  price-fixing  information 
from  European  governments  and  air- 
lines. If  Bethell  keeps  up  the  pres- 
sure— and  if  the  Reagan  Administra- 
tion wins  its  drive  to  build  pricing 
flexibility  into  many  U.S. -European 
routes  (Forbes,  Feb.  1) — then  Europe- 


an air  fares  eventually  will  begin  to 
fall.  And  that  would  make  the  young 
peer  the  natural  heir  to  Sir  Freddie 
Laker's  old  title:  the  traveler's  best 
friend. — Lawrence  Minard 


The  new  narc 

Unleash  the  accountants.  That's  what 
Francis  (Bud)  Mullen  Jr.,  the  new  head 
of  the  Drug  Enforcement  Administra- 
tion, plans  to  do  to  fight  financially 
sophisticated  drug  rings.  Mullen,  the 
former  FBI  assistant  director  in 
charge  of  organized  crime,  was  re- 
cently picked  by  President  Reagan  to 
oversee  the  merging  of  the  DEA  with 
the  FBI.  That  move,  combined  with 
new  laws  allowing  the  military  to  help 
civilian  enforcement  agencies,  is  ex- 
pected to  give  the  DEA  far-reaching 
new  power — and  access  to  18,000  FBI 
agents,  including  1,300  accountants, 
and  to  FBI  training  in  financial  inves- 
tigations. (Prior  to  the  merger,  DEA 
had  only  1,900  agents.) 

"We're  going  after  the  money 
flow,"  says  Mullen,  who  estimates  the 
drug  trafficking  business  at  $50  billion 
to  $80  billion  annually.  "We've  made 
the  link  between  organized  crime  and 
drugs;  now  is  the  time  to  exploit  it." 
Mullen,  who  earned  a  B.S.  degree  at 
Central  Connecticut  State  College 
while  working  as  a  town  cop,  says  the 
FBI-DEA  teams  have  125  joint  inves- 
tigations under  way,  up  from  15  last 
year.  Mullen,  47,  an  18-year  FBI  veter- 
an, predicts  the  DEA  will  become  in- 
creasingly active  in  confiscating  le- 
gitimate businesses  funded  or  pur- 
chased by  drug  traffickers. 

Mullen  won't  forsake  traditional 
gumshoe  techniques  of  shadowing 
street-level  dealers,  but  he  says  he  is 
more  concerned  about  bankers,  real 
estate  brokers  and  others  who  shelter 
huge  drug  profits  for  dealers.  "The  op- 
eration is  very  sophisticated,"  Mullen 
says.  "In  some  areas  they  have  better 
equipment  than  we  have  and  more 
money  to  buy  it.  But  we're  going  to 
reverse  that  over  a  period  of  time  be- 
cause we'll  be  seizing  those  assets, 
those  boats  and  planes,  and  using 
them  against  them." 

In  order  to  strengthen  his  hand, 
Mullen  is  pushing  Congress  to  autho- 
rize "presumptive  forfeiture"— giving 
the  DEA  the  right  to  seize  property 
acquired  during  the  period  of  a  drug 
dealer's  transactions  with  the  assump- 
tion that  illegal  proceeds  were  used  to 
acquire  the  assets.  Such  seizures  could 
be  accomplished  without  separate 
court  orders  and  drug  dealers  could 
recover  the  property  only  after  estab- 
lishing in  court  that  their  legitimate, 
nondrug-related  income  was  used, 


Francis  (Bud)  Mullen  Jr.  of  the  Drug  Enfon 
Follow  the  money. 


dtnent  Administration 


and  was  sufficient,  to  buy  the  proper- 
ty. Now,  the  DEA  must  prove  in 
court  by  a  "preponderance  of  the 
evidence"  that  seized  property  was 
acquired  with  proceeds  from  drug 
transactions. — Allan  Dodds  Frank 

Plane  speaking 

Why,  when  general  aviation  sales  are 
in  the  worst  slump  in  a  decade  and 
when  the  market  is  crowded  with 
well-entrenched  competitors,  would 
The  E.F.  Hutton  Group  Inc.,  the  big 
New  York-based  broker,  open  a  dea- 
lership to  sell  executive  aircraft? 

Mainly,  to  get  a  ready-made  net- 
work of  potential  buyers,  says  C.  Rich- 
ard Beine,  vice  president  of  the  newly 
formed  Hutton  Aviation  Inc.  Hutton 
will  be  the  Northeast  distributor  for 
six-to-eight-passenger  Commander 
Jetprops,  turboprop  planes  made  by 
Gulfstream  American  Corp.,  in  which 
E.F.  Hutton  has  a  10%  interest. 

But  aren't  turboprops  losing  out  to 
sleeker,  newer  fleets  of  corporate  jets? 
No,  says  Beine,  who  was  hired  from 
Gates  Learjet  last  fall.  "The  market  is 
right  for  the  fuel-efficient  turboprop." 
Since  many  corporations  headquar- 
tered in  the  Northeast  now  have 
plants  and  facilities  in  the  Sunbelt,  he 
argues,  the  plane  makes  sense  on 
shorter,  500-to- 1,000-mile  hops.  With 
airline  deregulation,  he  adds,  com- 
mercial carriers  have  eliminated 
many  routes — making  a  turboprop  a 
reasonable  expenditure  for  some  com- 
panies, even  at  prices  ranging  from 
$1.1  million  to  $1.6  million  each. 

Hutton  Aviation  will  be  up  against 


the  likes  of  Piper,  Cessna,  Mitsubishi 
and,  of  course,  Beechcraft,  which  has 
nearly  half  of  the  $1  billion  turboprop 
market.  But  Beine  hopes  to  sell  about 
12  planes  this  year,  helped  by  E.F. 
Hutton  itself.  Beine  says  20  senior 
executives  are  acting  as  finders  of  po- 
tential clients.  The  firm  figures  it  al- 
ready has  a  built-in  customer  base 
among  its  pension  fund,  tax  shelter 
and  other  clients.  In  addition  to  selling 
the  plane,  Hutton  account  executives 
will  offer  financing  and  tax  sheltering. 

Beine,  36,  got  a  pilot's  license  while 
a  stockbroker  at  Legg  Mason.  In  1974 


Faces 

BehindThe  Figures 


he  became  a  full-time  pilot  with  Black 
&  Decker,  and  in  1977  joined  Lear  as 
a  jet  salesman.  "Selling  turboprops 
might  be  thought  of  as  a  step  down  for 
a  jet  pilot,"  he  concedes,  but  quickly 
adds,  "I  believe  the  market  is  right 
here." — Jon  Schriber 

Video  mag 

What  could  be  more  natural  for  a 
broadcaster  than  to  receive  news  of 
his  industry  on  videotape  instead  of  in 
a  printed  magazine?  Thomas  Madden 
thought  it  was  such  a  natural  that  he 
formed  Video  Newscasting  Network 
in  May  1981  and,  as  he  heads  toward 
his  first  anniversary,  his  idea  may 
even  have  a  market  out  there. 

Until  a  year  ago,  Madden  was  an 
NBC  vice  president  and  assistant  to 
its  then  president,  Fred  Silverman. 
With  $85,000  in  seed  money  raised 
from  five  partners,  Madden  produced 
a  pilot  "issue,"  the  subject  matter 
based  on  suggestions  from  station 
general  managers. 

"They  told  me  I  had  to  provide  in- 
formation unavailable  elsewhere  to 
succeed,"  says  Madden,  43.  "I 
couldn't  provide  potential  subscribers 
with  something  made  in  a  garage. 
These  are  people  accustomed  to  see- 


Hutton  Aviation's  C.  Richard  Beine 

Stocks,  bonds,  pension  funds  and  turboprops. 


Video  Newscasting  Network's  Madden 
All  the  news  that's  Jit  to  tape. 

ing  high-class  production." 

Madden  found  broadcasters  wanted 
to  receive  regulatory  and  legal  news 
from  Washington,  information  on 
new  technology,  new  directions  in 
marketing  and  sales  and  develop- 
ments in  television  news.  The  pilot 
consisted  of  a  sampling  of  these  sub- 
jects, and  he  has  wound  up  with  200 
subscribers  so  far,  mostly  executives 
from  owned  and  affiliated  stations, 
cable  operators,  syndicators  and  video 
production  houses.  Broadcasters  pay 
$330  a  year,  nonbroadcasters  $495. 
Madden  has  to  advertise  to  keep  the 
operation  afloat.  He  charges  advertis- 
ers $2,150  a  minute,  for  a  total  of  5 
minutes  of  commercials  per  30-to-40- 
minute  tape.  (Ads  on  four  lengthy  bo- 
nus tapes  a  year,  sent  out  before  major 
industry  conventions,  are  sold  at  a 
discount.)  Madden  estimates  it  will 
cost  $200,000  to  produce  and  distrib- 
ute the  first  26  tapes,  4  of  which  have 
been  sent  out  to  date.  Each  tape  may 
be  kept  for  seven  days,  when  it  can  be 
copied.  The  tapes  are  returned  to 
Madden's  distributor  in  Michigan  to 
be  erased  and  reused. 

Reluctant  to  predict  whether  he 
will  end  up  with  a  profit  this  year, 
Madden,  nevertheless,  has  more  big 
ideas:  a  similar  videotaped  cable  trade 
magazine,  a  consumer  version  for 
public  television  and  a  satellite  hook- 
up so  that  when  he  has  "thousands" 
of  subscribers  they  can  beam  directly 
to  the  videotape.  "We  have  obviously 
struck  a  chord  in  our  own  industry," 
he  says. — B.E. 


AT  GRANADA  ROYALE 
HOMETELS, 

YOU'RE  WORTH  WAITING  FOR. 


With  an  American  Express  Card  Assured  Reservation, 
there's  a  room  waiting  even  if  you  arrive  hours  late. 

The  hour's  late.  And  so  are  you. 
But  if  you  made  an  Assured  Reser- 
vation"1 at  Hometels,  be  assured 
there's  a  room  waiting. 
And  not  just  any  room,  but  a  two-room  suite  that's 
priced  the  same  as  many  smaller  hotel  rooms.  And  with 
15  Hometels  across  the  Midwest  and  Far  West,  you  can 
be  sure  you're  never  far  from  the  "Suite  Life"  of  Granada 
Royale  Hometels. 

To  ask  for  an  Assured  Reservation,  call  toll-free 
(800)  528-1445.  In  Arizona,  (602)  957-9767. 

And  if  for  some  unforeseen  reason  a  room  is 
unavailable  when  you  arrive,  your  Hometel  will  pay  for  a 
room  at  a  comparable  hotel,  transportation  there  and  a 
phone  call.  If  your  plans  change,  call  your  Hometel 
before  6  p.m.  (their  time)  to  get  a  cancellation  number 
so  you  won't  be  billed. 

Remember,  with  an  American  Express® 
Card  Assured  Reservation,  you're  worth  |j|||!§§| 
waiting  for.sm 

The  American  Express'Card.  Don't  leave  home  without  it.' 

©  American  Expres*  Company.  1982. 


AFTER  NINE  YEARS 
OF  SUCCESS, 
FIRST  INTERNATIONAL 
BANCSHARES 
IS  A  THING 
OF  THE  PAST. 

First  International  Bancshares,  Inc.  now  answers  to  the  name  InterFirst 
Corporation. 

And  we're  meeting  approaching  challenges  head  on  with  the  same  imagination, 
drive  and  energy  that  made  us  the  largest  bank  holding  company  in  the  South/Southwest. 

Our  name  wasn't  changed  without  careful  planning.  It  gathers  50  Texas  banks 
into  a  clear,  cohesive  corporate  identity  that  people  will  instantly  recognize  and  remem- 
ber. It  reflects  the  strength,  originality  and  unity  of  our  entire  organization.  And  our 
stockholders  share  our  enthusiasm  and  confidence  with  good  reason. 

As  First  International  Bancshares,  it  took  us  only  9  years  to  amass  over  $17 
billion  in  assets.  Now  as  InterFirst  Corporation,  we're  ready  for  even  stronger  new 
growth  and  broader  horizons.  For  more  information,  write  InterFirst  Corporation, 
Dallas,  Texas  75283. 

InterFirst.  If  past  success  is  any  sign  of  future  performance,  it's  one  name  you'll 
be  hearing  more  about. 


The  Forbes/ Wilshire  5000  Review 


Sound  and  fury  signifying  confusion.  The  Wilshire  in- 
dex, up  1  % ,  shows  that  the  market  ended  the  last  two  weeks 
only  slightly  ahead  of  where  it  started.  But  within  those  ten 
days  of  trading  there  were  gale-force  winds,  first  in  one 
direction,  then  in  another.  The  Dow  tossed  back  and  forth 
by  as  much  as  44  points,  and  more  than  65  million  shares 
changed  hands  on  two  consecutive  days.  After  the  dust  had 
settled,  the  Dow  was  up  only  0.7%,  but  the  rest  of  the  New 
York  Stock  Exchange  issues  were  stronger  and  the  NYSE 
index  gained  1.5%  for  the  two  weeks.  While  forecasters 
cannot  agree  on  where  the  winds  will  shift  next,  the  market 
does  appear  to  be  moving  down  a  more  volatile  path. 
Still,  only  the  American  Stock  Exchange  stocks  failed  to 


gain  ground  over  the  past  two  weeks.  However,  when 
compared  with  the  8.0%  decline  in  ASE  stocks  during  the 
previous  two-week  period,  the  0.1%  setback  is  a  mere  sun 
shower.  This  time  around,  gains  made  by  many  of  the 
ASE  nonenergy  stocks  reduced  the  downward  pull  of  the 
oils.  Our  investor  yardsticks  tell  an  interesting  tale.  Over 
the  last  four  weeks,  buyers  have  pulled  away  from  high- 
volatility  and  high-growth  issues.  And  securities  with  P/Es 
greater  than  25  backed  off  15.3%.  In  contrast,  the  money 
is  moving  into  stocks  priced  under  $4  a  share:  These 
issues  gained  10.6%  in  four  weeks — a  sign  that  some 
individuals  are  expecting  a  market  rally  and  are  placing 
their  bets  on  the  leverage  in  low-priced  stocks. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-3.0 

-1.8 

-2.3 

-8.1 

-2.0 

in  last  52  weeks 

-9.9 

-10.6 

-9.4 

-17.8 

-1.9 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-2.2 

-0.6 

-3.4 

-0.6 

-0.5 

-0.2 

-1.7 

-1.2 

-2.7 

1.7 

in  last  52  weeks 

-2.0 

9.6 

-15.3 

2.5 

6.6 

3.8 

-0.6 

4.0 

-4.9 

10.6 

"A  stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable. 
tA  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  2/5/82  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 


WhereThe  Action  Is 


Gains  in  the  eye  of  the  storm.  Despite  the  recent 
market  turbulence,  six  out  of  nine  sectors  managed  to 
outperform  the  Wilshire.  Only  two  groups^-energy  and 
utilities — were  in  the  red. The  energy  stocks  rallied  in  the 
first  week  but  then  collapsed  as  the  decline  in  several  big- 
capitalization  oil  issues  weakened  the  market  averages. 

Consumer  nondurables  and  services,  up  3.5%,  outper- 
formed all  other  sectors  over  the  last  two  weeks.  Of  the 


nearly  1,600  securities  that  make  up  this  group,  over  200 
advanced  10%  or  more.  Gains  of  30%  or  better  were 
registered  by  well-known  firms,  such  as  American  Lei- 
sure, Brunswick,  Mt.  Vernon  Mills  and  Winnebago  Indus- 
tries. Within  this  sector,  several  restaurant  chains  and 
high-technology  firms  also  had  respectable  advances. 
Many  of  the  big  gains  in  these  two  industries  came  from 
stocks  priced  at  less  than  $5  a  share. 


Percent  change  in  last  52  weeks  Percent  change  in  last  two  weeks 


Capital  goods 


+  50 


+25 


0.6 
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Energy 


H50 


+25 
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Technology 


+25 


-25 


+2.1 


I  I  1  I  I  I  1  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 


'81 


'82 


Consumer  durables 


+  50 


+25 


-25 
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Finance 


+  50 


+25 
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Transportation 


+  50 


+25 


-25 
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Consumer  nondurables  and  services 


+  50 


+25 


-25 


+3.5 
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Raw  materials 


+50 


+25 
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Utilities 


+50 


+25 


-25 


-0.9 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  1  I  I  I  I  I  I  I  I  I  I  1  J_ 


'81 


'82 


Note:  All  data  for  periods  ending  2/5/82  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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MICHIGAN  STYLE 


When  Gov.  William  G.  Milliken 
innounced  withdrawal  of  his  support 
or  1982  property  tax  relief,  the  react- 
ion of  Michigan  residents  was  sharply 
livided.  And  so  were  the  editorial 
(pinions  of  the  Gannett  newspapers 
nthat  state. 

To  the  Port  Huron  Times  Herald, 
;he  action  taken  by  the  governor  had 
unexpectedly  but  decisively  made 
iim  completely  expendable  here'.'  It 
ccused  Milliken  of  "closing  his  eyes 


near  rebellion  against  property  taxes" 
that  had  already  struck  California  and 
Massachusetts. 

To  the  Battle  Creek  Enquirer  and 
News,  however,  Milliken  "made  the 
right  decision  in  withdrawing  his  pro- 
posal." The  Enquirer  and  News  felt 
that  broader  public  understanding  of 
the  state's  problems  should  precede 
any  tax  reform  measure. 

To  the  Lansing  State  Journal, 
which  came  down  between  these 
poles,  the  move  was  merely  a  "risky 
political  gamble''  but  one  that  had  been 
made  "inevitable  by  the  continuing 
decline  in  the  state's  economy." 

Those  different  points  of  view 
were  arrived  at  individually  by 
publishers  and  editors  of  those 
newspapers  exercising  their  indepen- 
dent professional  judgment  and  local 
understanding  built  on  decades  of 
newspapering  experience  in  the  state. 

Such  diversity  is  not  unusual  for 
Gannett  member  newspapers.  As  a 


voice  is  free  to  express  its  own  opin- 
ions, serve  its  own  community  and 
meet  its  professional  obligations  as  its 
local  managers  see  fit. 

That  freedom  rings  throughout 
Gannett,  from  Nashville  to  Oakland, 
from  St.  Cloud  to  St.  Thomas,  from 
Olympia  to  Burlington.  It  rings  in 
news  coverage,  in  editorial  opinions, 
in  community  service,  as  each  member 
serves  its  own  audience  in  its  own  way. 

For  more  information  about 
Gannett,  write:  Gannett  Co.,  Inc.; 
Corporate  Communications;  Lincoln 
Tower;  Rochester,  NY.  14604,  or 
call  (716)  546-8600. 
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A  WORLD  OF  DIFFERENT  VOICES 
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Statistical  Spotlight 


Bankrupt  corporations  can  sometimes  pay 
back  big  returns.  But  dont  consider  invest- 
ing if  you  are  fainthearted. 


Of  risks 
and  rat  holes 


By  Steve  Kit  hen 
and  Anne  Field 


Buy  shares  in  a  bankrupt  com- 
pany? Don't  laugh.  It  can  be  a 
garden-variety  contrarian  strat- 
egy. The  record  indicates  that  many 
corporate  failures  become  sound  in- 
vestments. Others,  of  course,  are  just 
the  disasters  you  would  expect.  This 
Statistical  Spotlight  is  about  how  to 
separate  the  worthwhile  risks  from 
the  rat  holes. 

Many  companies  teeter  on  the 
brink  of  bankruptcy  for  years,  and  in- 
vesting in  any  shaky  organization  car- 
ries a  high  measure  of  risk.  But  the 
greatest  stock  losses  often  occur 
shortly  before  a  company  goes  bank- 
rupt and  right  after  the  bad  news  is 
released.  For  example,  one  month  be- 
fore Food  Fair  filed  for  Chapter  1 1  it 
was  selling  for  4%  a  share.  The  day 
after  filing  it  was  down  to  2%,  a  39% 
decline.  Last  month,  however,  Super- 
markets General  agreed  to  acquire  the 
reorganized  firm  at  a  price  that  should 
offer  handsome  profits  to  investors 
who  timed  their  purchases. 

Of  course,  many  companies  never 
return  from  the  twilight  zone  of 
Chapter  1 1 .  Investments  in  some  no- 
table examples  of  the  1978-80  peri- 
od— Capehart,  Mansfield  Tire  and 
U una — were  virtually  wiped  out.  But 
Allied  Supermarkets  shows  a  70% 
gain  from  the  time  it  went  bankrupt. 

Note  that  the  "near  filing  date" 
stock  price  carried  in  the  table  at  right 
rarely  represents  the  best  buy.  Many 
of  these  securities  were  available  at 
even  greater  discounts  while  a  plan  of 
reorganization  was  being  put  togeth- 
er. Allied  Supermarkets,  for  example, 
enl  as  low  as  Vh  in  December  1978. 
An   investment  made  then  would 


show  an  impressive  750%  gain  today. 

Keep  in  mind,  however,  that  good 
financial  information  about  bankrupt 
firms  is  often  hard  to  find.  There  is  a 
virtual  veil  of  secrecy  around  a  Chap- 
ter 11  as  the  principals  and  the  courts 
try  to  work  out  a  reorganization  plan. 
Because  of  the  difficulty  in  obtaining 
data  and  the  inherently  greater  risks, 
many  financial  services  and  brokerage 
analysts  eliminate  bankrupt  compa- 
nies from  their  coverage. 

Good  information  can  often  be  elu- 
sive even  before  a  company  goes  over 


the  edge.  Look  at  Itel:  It  was  several 
months  behind  in  reporting  quarterly 
figures  before  it  filed  for  bankruptcy 
in  1981.  When  the  company  finally 
released  results,  the  statements 
seemed  to  reverse  earlier  data  and 
showed  massive  losses. 

Sometimes,  too,  a  company  can  fall 
apart  while  the  figures  are  telling  a 
different  story.  White  Motor,  for  ex- 
ample, finished  1979  with  an  unre- 
markable profit  of  67  cents  a  share. 
But  after  three  blood-drenched  quar- 
ters in  1980  the  company  went  bank- 
rupt and  has  been  forced  to  liquidate 
virtually  all  of  its  assets. 

Now  for  the  good  news.  Chapter  1 1 
usually  means  radical  surgery.  Unprof- 
itable operations  go.  So  do  expensive 
layers  of  corporate  staff.  Divestitures 
bring  in  cash,  and  creditor  claims  can 
get  paid  off  at  a  level  that  leaves 
enough  funds  for  survival.  Often 
creditors  agree  to  exchange  IOUs  for 
common  stock  in  the  reorganized 
company.  The  new  stock  can  cause 
considerable  dilution  of  ownership, 
but  it's  better  to  have  a  smaller  piece 
of  a  revitalized  firm  than  a  larger 
chunk  of  a  dead  business. 

Even  with  these  risks,  some  inves- 
tors find  bankrupt  firms  alluring.  Op- 
penheimer's  Michael  Esposito  sees 
potential  in  Sambo's  Restaurants, 
which  went  bankrupt  in  November. 
"They  have  operating  locations  and 
real  estate  through  leases  or  owner- 


Past 


These  firms  filed  for  bankruptcy  in  the  three  years  prior  to  1981.  Shares 
in  most  of  them  have  slumped,  but  there  are  a  few  winners. 


Company 


Bankruptcy 
filing  date 


-Stock  price- 


filing 


recent 


0/ 

change 


Allied  Artists  4/4/79 

Allied  Supermarkets  1 1/6/78 

Capehart  2/16/79 

City  Stores  7/30/79 

Commonwealth  Oil  Refining  7/23/79 


P/4 

% 
% 

2'/4 

10'A 


lA 

lVl6 

0 

3»/2 


-86% 

70 
-100 

56 
-94 


EC  Ernst  12/4/78  4  1 'A  -69 

Inforex'  10/24/79  17s  'A  -87 

Interlee  (FDI)2  12/4/78  7Vi  3A  -90 

Lafayette  Radio  Electronics1  1/4/80  7/s  IVxe  21 

Mansfield  Tire  &  Rubber  10/2/79  'A  0  -100 


National  Shoes 
Pantry  Pride  (Food  Fair)2 
Penn-Dixie  Industries 
Piedmont  Industries 
Richton  Int 


12/12/80 
10/3/78 
4/7/80 
2/22/79 
3/18/80 


P/4 

2% 
2% 
LVS 

l'/4 


2 1/2 
4'/8 
Wi 

'/4 
V/2 


43 
43 
^37 
-80 
20 


Sam  Solomon  8/21/80  3%  llA  -67 

Tenna  12/5/79  1%  0  -100 

Triton  Gr  (Chase  Man  M&R  Tr)2  2/22/79  7«  7/i6  -50 

The  Upson  Co  6/25/80  1 '/«  Vi  -56 

West  Chemical  Products  1/22/79  43/8  6V1  49 


White  Motor 
Wilson  Freight 


9/4/80 
7/23/80 


5% 
2 


lA 


-95 
-88 


'Acquired.    2Former  name. 


ship,"  he  says,  "and  the  company 
could  liquidate  some  of  its  stores  for 
cash.  The  record  on  retail  bankrupt- 
cies is  that  many  are  salvageable." 

The  low  stock  price  of  a  bankrupt 
company,  of  course,  offers  consider- 
able leverage  if  there  is  a  turnaround. 
But  since  a  restructuring  can  take 
years,  timing  is  all-important.  If  you 
purchase  1,000  shares  at  $2  each  just 
after  a  Chapter  1 1  filing,  chances  are 
good  that  the  same  money  will  get 
you  more  stock  a  few  months  later. 

Bankrupt  firms  can  recycle  their 
losses  in  the  form  of  tax-loss  carryfor- 
wards— another  factor  that  can  make 
these  stocks  appealing.  Penn  Central 
got  back  on  its  feet  largely  by  buying 
several  profitable  companies  and  shel- 
tering their  income  stream.  A  more 
recent  example  is  Triton  Group, 
which  has  around  $2  a  share  in  tax- 
loss  carryforwards. 

Overcapacity,  low  productivity  and 
cash-flow  squeezes  threaten  a  number 
of  well-known  U.S.  companies.  The 
table  below  identifies  some  of  the 
most  troubled  firms.  These  compa- 
nies are  running  at  a  loss,  have  debt- 
to-equity  ratios  greater  than  0.86  and 
an  apparent  problem  covering  the  cur- 
rently due  portion  of  total  debt.  These 
outfits  also  have  low  debt  ratings  from 
the  leading  financial  services. 

Shopping  for  bankruptcy  candidates 


Present 

These  23  companies  have  filed  for  bankruptcy  since  January  1981.  Some 
won't  make  it  through  the  year,  but  others  could  win  big  for  investors. 

Company/business 

Bankruptcy  filing  date 

Arctic  Enterprises/recreational  vehicles,  apparel 

Bobbie  Brooks/apparel 

Cooper- Jarrett/trucking 

Dentalloy/metals,  dental  alloys 

Dynamic  Instrument  Corp/electronic  equipment 

2/17/81 
1/15/82 
12/28/81 
11/19/81 
11/9/81 

FSC  Corp/asset  management,  refining 

International  Picture  Show/motion  picture  distributors 

Itel/financial  services,  equip  leasing 

Jartran/truck  rentals 

Leisure  Time  Products/recreational  vehicles 

10/5/81 
12/23/81 

1/19/81 
1/5/82 
11/12/81 

Lewis  Energy/oil  &.  gas  exploration 
JW  Mays/department  stores 
McLouth  Steel/steel 
Morton  Shoe  Cos/footwear 
Oklahoma  Gasohol/gasohol 

2/2/82 
1/25/82 
12/8/81 
1/5/82 
11/23/81 

Pathcom/electronic  equipment 

Prime  Time  Comm/publishing 

Princeton  Electronic  Products/electronic  equipment 

Reading  Industries/copper  refining 

Sambo's  Restaurants/restaurants 

11/30/81 
10/28/81 
5/1/81 
9/8/81 
11/27/81 

Seatrain  Lines/cargo 
Stevcoknit/textiles 

United  Nesco  Container/steel  containers 

2/12/81 
11/16/81 
12/31/81 

is  hardly  the  stuff  of  normal  investor 
optimism.  Most  of  the  firms  that  are 
afflicted  never  return  to  the  land  of 
the  living.  But  a  few  do  survive,  and 
the  table  on  the  opposite  page  shows 


that  in  these  fortunate  circumstances 
bankruptcy  becomes  a  bonanza  for 
clever  stock  pickers.  As  Max  Heine  of 
Herzog  Heine  Geduld  advises,  "Never 
speak  badly  about  the  dead."  ■ 


Future? 


These  companies  are  on  the  corporate  sick  list.  Note  the 
"not  meaningful"  figures  in  columns  six  and  seven.  These 
abbreviations  show  up  whenever  cash  flow  is  negative, 


which  means  money  is  going  out  faster  than  it  is  coming 
in.  That  makes  it  difficult  to  meet  debt  payments,  and 
such  failures  typically  trigger  bankruptcy  proceedings. 


-Stock  price- 


52-week 


Latest  12-month 

 earnings  

total 


Debt/ 


Debt/ 
cash 


Current 
maturities*/ 
cash 


Cash 
flow 


Company 

recent 

range 

(millions) 

per  share 

equity 

How 

flow 

(millions) 

AM  International 

3'/2 

16%-33/8 

d  $1 15.05 

d  $11.62 

NM 

NM 

NM 

d  $68.24 

American  Motors 

2% 

4%-2% 

d  119.57 

d  2.40 

0.86 

NM 

NM 

d  150.27 

Braniff  International 

2Vi 

5%-i% 

d  162.94 

d  8.15 

NM 

NM 

NM 

d  49.60 

Chrysler 

4Vi 

75/8-3I/s 

d  700.30 

d  10.21 

577 

NM 

NM 

d  1,163.90 

Continental  Air  Lines 

3% 

13  -3% 

d  62.07 

d4.03 

3.40 

16.99 

1.84 

21.71 

Fedders 

3% 

9'/4-3% 

d  7.35 

d  0.66 

2.64 

NM 

NM 

d  25.12 

Filmways 

63/s 

9  -3% 

d  64.08 

d  10.74 

4.55 

NM 

NM 

d  62.47 

Great  Atlantic  &  Pacific  Tea 

4 

65/8-3y2 

d  32.87 

d0.88 

0.91 

12.70 

0.53 

27.35 

International  Harvester 

7% 

24%-61/4 

d  657.80 

d  20.44 

1.39 

NA 

NA 

NA 

Kroehler  Manufacturing 

8% 

10%-43/4 

d  8.29 

d  6.43 

0.44 

NM 

NM 

d  7.63 

LLC 

2Vi 

5»/4-2¥s 

d  4.84 

d  1.60 

5.05 

NM 

NM 

d3.66 

Mobile  Home  Industries 

2'/4 

5  -2'/4 

d  1.42 

d0.32 

2.31 

NM 

144.00 

nil 

National  Homes 

2% 

4%-2 

d  5.92 

d0.87 

2.36 

NM 

NM 

d  4.48 

Pan  Am  World  Airways 

2% 

6  -2Vi 

1 1 .45 

0.16 

1.37 

4.67 

0.25 

320.68 

Robintech 

3Va 

7%-3 

d3.86 

d  1.77 

1.25 

410.75 

193.71 

0.07 

United  Merchants/Manufacturers 

4!/8 

63/8-3'/2 

d  0.81 

d0.13 

5.52 

32.93 

2.87 

8.33 

Vendo 

2% 

37/8-l% 

d  10.17 

d  3.86 

1.00 

NM 

NM 

d  15.33 

Western  Air  Lines 

5 

ll7/8-45/8 

d  71.80 

d  5.51 

2.36 

54.68 

3.63 

8.52 

World  Airways 

m 

10l/2-3% 

d  8.49 

d  0.86 

4.36 

NM 

NM 

d  9.32 

Wurlitzer 

47/s 

Ll%-4% 

d  5.07 

d  2.84 

0.98 

NM 

NM 

d4.98 

•Long-term  debt  due  in  cine  year.    d.  deficit 

NA:  not 

available.  NM: 

noi  meaningful. 

nil:  negligible 

Source:  Scr 

''s  Compustat 

The  Streetwalker 


Planning  a  heist  of  jewelry  shares?  Case  the 
market  now  before  Wall  Streets  profes- 
sionals start  moving  in. 


Sparkling  values 


By  Thomas  Jaffe 

Zale  Corp.  and  Gordon  Jewelry 
are  a  steal.  The  two  firms  are 
the  biggest  jewelry  retailers  in 
the  U.S.,  and  they  are  trading  at  about 
half  of  book  value.  Earnings  multi- 
ples— 3  and  4,  respectively — are 
among  the  lowest  around.  These  Tex- 
as-based companies  together  account 
for  an  estimated  12%  share  of  the 
fragmented  $11  billion-a-year  domes- 
tic jewelry  market.  With  the  current 
cutback  in  consumer  spending,  how- 
ever, they  are  struggling  along  with 
every  other  retailer.  Maybe  even  hard- 
er, since  baubles,  bangles  and  beads 
are  eminently  postponable  purchases. 

Analysts  predict  that  earnings  at 
Gordon  could  slump  25%  or  more  for 
the  fiscal  year  ending  in  March.  Zale, 
however,  should  do  surprisingly 
well — in  part  because  it  has  sold  off  its 
moneylosing  sporting  goods  stores 
and  drug  chain.  Jeffrey  Feiner  of  Mer- 
rill Lynch  expects  a  40%  gain  for  1982 
(although  it  would  be  more  like  14%  if 
his  1981  figures  didn't  exclude  63 
cents  of  nonrecurring  gains  from  a 
real  estate  transaction  and  selling  the 
Light  of  Peace  diamond). 

Of  course,  both  companies  will  re- 
bound sharply  as  the  recession  eases. 
That's  when  they  will  start  to  benefit 
from  expansion  programs  that  during 
the  last  three  years  have  increased  the 
number  of  jewelry  stores  by  45%  at 
Gordon  and  20%  at  Zale.  Despite 
Gordon's  rapid  expansion,  Zale  is  still 
a  far  larger  company.  It  earned  $36 
million  last  year  on  revenues  of  $828 
million,  while  Gordon  earned  $26 
million  on  revenues  of  $482  million. 
I  he  main  difference  between  the  two 
that  Zale  recently  has  centralized 


its  credit  policy  as  well  as  begun  to 
hire  professional  management  from 
the  outside.  Gordon  still  sticks  closer 
to  its  entrepreneurial  roots. 

What  about  the  $78  million  tax  case 
the  IRS  has  brought  against  Zale  for 
accounting  irregularities  during  the 
early  Seventies?  Analysts  say  that  po- 
tential loss  is  already  well  discounted 
in  the  current  stock  price.  To  be  safe, 
the  company  has  set  aside  a  $30  mil- 
lion reserve  to  handle  any  settlement, 
and  it  would  probably  record  such  a 
dent  as  a  one-time  loss  so  as  not  to 
stall  future  earnings  growth. 

Both  these  big  chains  have  some 
long-term  strategic  advantages.  As 
the  cost  of  entry  into  the  jewelry  busi- 
ness rises  and  the  interest  payments 
required  to  maintain  inventory  get 
ever  stiffer,  Zale  and  Gordon  are 
bound  to  pick  up  market  share  at  the 
expense  of  independents.  What's 
more,  overall  demand  has  slumped  as 
values  of  gold  and  diamonds  have 
tumbled;  when  those  prices  stabilize, 
the  jewelry  business  should  get  a  lift. 


According  to  "highly  preliminary"  es- 
timates by  Merrill  Lynch's  Feiner, 
Gordon,  which  now  sells  for  12%  a 
share,  will  earn  around  $3.30  in  1983. 
Zale,  which  sells  for  21  today,  could 
cam  as  much  as  $4. 10  by  then. 

The  question  is,  when  do  you  buy 
these  shares'  "There  could  be  some 
negative  earnings  surprises  before 
things  settle  down,"  says  David  Tay- 
lor of  Donaldson,  Lufkin  &  Jenrette. 
"We  haven't  hung  out  a  sign  yet,  but 
we'll  be  moving  toward  that  over  the 
next  six  months.  It's  a  good  time  to  do 
your  homework." 

Taylor  feels  that  large  family  and 
management  ownership  positions — 
over  40%  at  each  company — put  a  cap 
on  just  how  high  multiples  can  go.  But 
he  sees  no  reason  the  stocks  couldn't 
hit  a  P/E  of  at  least  6  by  1983.  Factor 
that  into  those  earnings  estimates, 
and  the  potential  for  investor  gains  is 
impressive  indeed. 

"Right  now  these  stocks  are  attrac- 
tive," says  Feiner,  "and  there  isn't  a 
lot  of  downside  risk.  However,  Zale 
and  Gordon  obviously  are  also  vulner- 
able in  a  weak  stock  market,  which  is 
quite  possible  over  the  near  term. 
There's  no  need  to  rush  out." 

Buying  jewelry,  of  course,  is  usually 
an  impulse  decision.  Buying  jewelry 
stocks  shouldn't  be — but  for  maxi- 
mum gains,  don't  wait  too  long. 

Raytheon:  Don't  forget  the 
washing  machines 

As  defense  stocks  go,  Raytheon 
Co.,  the  well-managed  diversified 
company  that  reported  its  eleventh 
straight  record  earnings  year  last 
month,  has  long  been  leader  of  the 
pack.  So  it  should  come  as  no  surprise 
that  the  Massachusetts-based  firm  is 
still  a  favorite  on  Wall  Street — even  in 
light  of  the  fact  that  Raytheon  shares 
took  a  20-point  fall  when  defense  is- 
sues tumbled  late  last  year. 

"At  9  times  earnings,  it's  cheap," 
says  Robert  Christensen  of  A.G. 
Becker.  He's  not  worried  that  Ronald 
Reagan's  $258  billion  1983  defense 
budget  is  going  to  get  tough  congres- 
sional scrutiny.  "Defense  is  the  stron- 
gest, sector  of  the  economy,"  adds 
George  Smith  of  Philadelphia's  Provi- 
dent National  Bank. 

So  why  has  Bear,  Steams'  Morton 
Langer  pulled  Raytheon  off  his  "rec- 
ommended" list?  "The  stock  is  going 
nowhere,  at  least  for  the  time  being," 
says  Langer. 

The  emphasis  is  on  "the  time  be- 
ing." Langer  sees  some  near-term 
problems.  How  come-  Washing  ma- 
chines, road-paving  equipment  and 
airplanes,  too.  The  company's  nonde- 


A  Horatio  Alger  story 
underwritten  by  Kentucky  &  Co, 

When  the  economy  forced  a  major  steel  company  in  Newport, 
Kentucky  to  close,  over  1 ,000  people  were  forced  to  look  for 
other  work. 

But  there  were  a  few  men,  part  of  the  management  group,  who 
didn't  start  looking  for  other  jobs.  Instead,  they  started  looking 
for  ways  to  reopen  the  plant. 

They  put  together  a  financial  proposal  for  acquiring  the  facility 
from  the  parent  company.  And  they  prepared  a  prospectus  on 
their  product— pipe  tubular  steel— that  showed  a  healthy  market. 
To  us,  it  was  a  proposal  that  demonstrated  both  vision  and  eco- 
nomic vitality. 

In  fact,  we  believed  in  the  Newport  Steel  project  so  much,  that 
Kentucky  made  the  first  major  financial  commitment  of  $4.1 
million.  And  we  made  that  commitment  promptly  so  that  it  could 
be  used  to  secure  grants  and  other  lending  commitments. 

Today,  the  Newport  Steel  Corporation  has  not  only  reopened, 
it's  growing.  Rapidly.  Employment  is  expected  to  top  1,000  peo- 
ple by  the  end  of  the  first  year.  Proof  that  the  spirit  of  Horatio 
Alger  is  alive  and  well  .  .  .  and  living  in  Kentucky. 

And  proof  that  when  there's  a  spirit  of  cooperation  between  Th®  Kentucky  financial  sup- 

business  and  state  and  local  government,  there's  no  limit  to  what       port  ar^ex^rtise  that  helped 
.  ..  .     .  3  Newport  Steel  go  back  to 

can  be  accomplished.  work  can  work  just  as  hard 

For  more  specific  information  about  Kentucky,  write:  W.  Bruce  foryou.  Kentucky's  favorable 

Lunsford,  Secretary,  Commerce  Cabinet,  Commonwealth  of  tax  structure  and  financial 

Kentucky,  Frankfort,  Kentucky  40601 .  Or  better  yet,  call  him  at  incentives  give  you  an  oper- 

502/564-7670.  ating  edge. 


KENTUCKY 

The  state  that's  run  like  a  business. 


fense  half  is  stuck  in  the  rinse  cycle, 
thanks  to  the  recession,  which  Langer 
expects  will  not  end  before  mid- 1982, 
at  least.  And  with  45%  of  Raytheon's 
earnings  coming  from  these  nonmili- 
tary,  recession-prone  businesses,  he 
says,  "We're  worried  about  the  next 
12  months." 

Here's  Langer's  reasoning:  The 
home-appliance  market,  where  Ray- 
theon sells  Amana  refrigerators,  Calo- 
ric ranges  and  Speed  Queen  laundry 
equipment,  is  out  of  suds.  The  Beech 
Aircraft  division  is  caught  in  a  down- 
draft,  along  with  Cessna  and  Gates 
Leanet.  Raytheon's  Iowa  Manufactur- 
ing, which  makes  road-building 
equipment,  is  feeling  the  pinch  of 
tightening  state  and  municipal  bud- 
gets. Lexitron  and  Raytheon  Data 
Systems  are  being  hit  by  weakness  in 
the  word  processing  and  computer 
terminal  markets.  Even  the  energy 
services  sector  seems  headed  for  some 
dry  holes  as  the  market  for  oil  and  gas 
seismic  exploration  crews  becomes 
saturated. 

Despite  all  this,  Langer  concedes 
that  Raytheon  will  earn  $4.15  per 
share  in  1982,  vs.  $3.86  last  year.  But 
he  thinks  trouble  in  getting  the  1983 
defense  budget  through  Congress  will 
bring  a  daily  round  of  stock-battering 
bad  news  for  Raytheon.  On  top  of 
that,  Raytheon's  loss  to  Hughes  Air- 
craft last  December  of  a  contract  for 
the  Advanced  Medium  Range  Air-to- 
Air  Missile  was  a  potential  $6  billion 
disappointment. 

Langer  feels  the  current  multiple  on 
1982  earnings  leaves  little  room  for 
disappointment  in  the  co'mmercial 
half  of  the  company  or  for  political 
problem-  in  defense.  He  agrees  that 
Raytheon  is  a  first-class  company, 
though  he  thinks  market  timing  is 
more  important  than  stock  selection. 
That  puts  him  at  odds  with  other  Ray- 
theon analysts,  but  it's  differences 
like  this  that  make  a  ball  game — or 
the  stock  market. — Jeff  Blyskal 


The  Funds 


A  bulge  in  the  bottom  line  makes  short- 
term  tax-exempt  funds  tempting  for  indi- 
viduals in  high  tax  brackets — and  profit- 
able for  managers,  as  well. 

The  rich  man's 
money  fund 


By  Richard  Phalon 


If  you  are  a  fan  of  money  market 
funds — and  if  you  are  in  a  high  tax 
bracket — there  may  be  a  way  to 
squeeze  a  few  extra  income  dollars 
from  your  investments.  The  current 
upheaval  in  the  tax-exempt  bond  mar- 
ket has  pushed  up  yields  on  low-risk, 
short-term  municipal  obligations  to  a 
point  where  tax-exempt  money  funds 
can  offer  more  attractive  returns  than 
conventional  money  funds. 

All  this  is  yet  another  opportunity 
for  the  big  mutual  fund  management 
companies.  Since  the  end  of  Novem- 
ber, the  assets  of  Fidelity  Tax-Exempt 
Money  Market  Trust  have  climbed 
33%,  to  better  than  $1.1  billion.  The 
Dreyfus  Tax-Exempt  is  up  59%,  to 
more  than  $440  million,  while  the 
T.  Rowe  Price  Tax-Exempt  is  up  by 
47%,  to  more  than  $110  million. 
"There's  been  a  real  spurt,"  says  Peter 
Gordon,  a  vice  president  of  the  Balti- 


more-based T.  Rowe  Price  group,  "a 
most  rapid  period  of  growth." 

It's  easy  to  see  why.  Opportunistic 
investors  always  in  search  of  the  bot- 
tom line  are  playing  the  spreads  be- 
tween the  money  funds.  Recently  the 
average  seven-day  yield  on  the  T. 
Rowe  Price  Tax-Exempt  was  7.24% — 
a  shade  under  60%  of  the  return  on 
the  taxable  Prime  Reserve  Fund.  The 
differential  was  much  the  same  in  the 
other  major  fund  groups,  reinforcing 
Peter  Gordon's  contention  that  "if 
you're  in  the  41%  tax  bracket,  you're 
better  off  with  tax-exempts." 

Not  always,  of  course,  but  with  the 
ability  to  shuttle  money  from  one 
fund  to  another,  moving  in  and  out  of 
a  tax-exempt  money  fund  can  be  re- 
warding. Merrill  Lynch,  for  example, 
allows  its  Cash  Management  Account 
customers  to  make  regular  transfers 
between  taxable  and  tax-exempt 
money  market  funds  to  maximize  re- 
turns. The  switch  can  be  made  in- 


They  aren't  all  the  same 


Each  of  these  fund  managers  runs  a  major  tax-exempt  money  fund. 
Yields  currently  cluster  just  above  7%,  but  there  is  some  variation. 
Portfolios  heavy  in  federally  guaranteed  project  notes  carry  lower 
returns,  while  those  with  major  positions  in  less  secure  revenue 
obligations  pay  more.  Maturities  are  important,  too:  The  shorter  the 
better  in  terms  of  minimizing  market  risk. 


30-day 

Average 

 Portfolio  holdings  (%)  

Net  assets 

results 

maturity 

Project 

General 

Revenue 

Comml 

Fund  manager 

{millions) 

[1/13/82) 

[days) 

notes 

obligs 

obligs 

paper 

Other 

Dreyfus 

S  416.4 

7.9% 

81 

17% 

39% 

35% 

5% 

4% 

Fidelity 

1,077.9 

7.3 

74 

51 

26 

14 

9 

Merrill  Lynch  CMA 

487.0 

6.8 

50 

NA 

NA 

NA 

NA 

NA 

Nuveen 

174.4 

7.1 

56 

23 

35 

8 

23 

11 

Scudder 

132.6 

7.0 

92 

68 

22 

7 

3 

T.  Rowe  Price 

94.0 

7.6 

101 

29 

27  ' 

6 

14 

24 

Vanguard 

146.6 

7.7 

242 

34 

36 

5 

25 

NA:  Not  Available. 
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Ffce  President 
I  Video  Services 
James  A.  Lovell 
Group  Vice  President 
Centel  Business  Systems 


Profitable  new  channels 
for  growth  in  communications 


When  you  look  at  Centel  these  days,  you'll 
see  that  we're  moving  in  exciting  new  directions. 

In  just  three  years,  we've  acquired  more 
than  25  communications  companies  to  help  vitalize  and 
substantially  broaden  our  sales  base  in  nonregulated 
communications  businesses. 

These  important  new  channels  of  growth 
are  helping  us  do  quite  well. 

In  fact,  today  Centel  is  the  sales  growth 
leader  in  the  telecommunications  industry.  And,  we're 
number  one  in  the  sales  of  business  phone  systems. 

We're  also  rapidly  becoming  a  leading  force 
in  the  Cable  Television  business.  We've  already  devel- 
oped a  base  of  over  100,000  subscribers.  And,  we 


expect  to  add  another  400,000  subscribers  by  1985. 

The  revenues  from  our  sales  in  just  these 
two  areas  have  grown  to  over  $100  million  a  year. 
That's  more  than  10%  of  our  revenue  and  sales  from 
businesses  we  weren't  even  in  three  years  back. 

At  Centel  we've  built  a  profitable  base  for 
growth  in  the  80's.  And,  we've  got  the  expertise  to 
build  on  it. 

For  more  information  on  Centel  and  our 
new  channels  for  growth,  write  for  our  annual  report. 
Central  Telephone  &  Utilities 
Investor  Relations 
O'Hare  Plaza,  5725  East  River  Road 
Chicago,  Illinois  60631 


CENTEL 

CENTRAL  TELEPHONE  &  UTILITIES 


OUR  BUSINESS  IS  COMMUNICATIONS. 


Playing  the  yield  gap 


The  red  line  shows  the  average  aftertax  yield  on  taxable  money 
market  funds  for  individuals  in  the  50%  bracket.  Tax-free  money 
funds  have  shown  higher  yields,  net  of  taxes,  since  last  fall. 


Average  yield 


18% 


Tax-free  money  funds 
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stantly  by  telephone. 

The  current  yield  advantage  for  tax- 
exempt  money  market  funds  devel- 
oped over  the  past  couple  of  months 
as  many  of  the  pressures  long  evident 
on  long-term  tax-exempt  yields 
spilled  into  the  short  end  of  the  mar- 
ket. Not  the  least  of  those  pressures  is 
a  cut  in  tax  rates  that  has  made  each 
dollar  of  exemption  worth  less  than  at 
this  time  last  year.  It  was  early  in  the 
fall,  notes  Raymond  Hender,  portfolio 
manager  of  Fidelity  Tax-Exempt,  that 
short-term  rates  began  to  adjust  to  the 
new  realities. 

The  balance  began  to  tip  in  the  di- 
rection of  the  tax-exempt  money  mar- 
ket funds.  "What  developed,"  says 
Hender,  "was  a  rate  that  reached  the 
threshold  of  50%  of  the  rates  on  the 
money  market  funds.  That  generated 
a  lot  of  retail  interest.  Then  we 
reached  the  magic  46%  rate  for  corpo- 
rations, and  that  developed  a  lot  of 
business  interest." 

At  the  moment,  though,  the  edge 
is  beginning  to  fade  a  bit.  Thanks  to 
a  sharp  rise  in  money  rates  generally, 
yields  on  taxable  money  funds  are  on 
the  upgrade  again.  It's  going  to  be  a 
while,  though,  before  the  trend  starts 
to  surface  to  the  same  degree  in  the 
tax-free  funds,  because  their  maturi- 
ties are  longer.  Fidelity  Cash  Re- 
serves, for  example,  has  '  a  33-day 
portfolio,  compared  with  a  current 
average  of  63  days  for  the  Fidelity 
Tax-Exempt.  Longer  maturities  are  a 
plus,  of  course,  when  rates  are  going 
down  and  a  minus  when  rates  are 
going  up. 

Just  now,  shorter  seems  better,  and 
most  of  the  tax-free  portfolio  manag- 
ers are  talcing  in  sail.  It's  not  an  easy 


job.  They  cannot  move  as  quickly  as 
the  guys  across  the  hall  who  run  the 
straight  money  funds,  mainly  because 
of  differences  in  the  kinds  of  products 
they  can  invest  in.  There  are  no  tax- 
free  equivalents  of  the  quick-swing 
repurchase  agreements  on  govern- 
ment securities,  for  instance,  which 
enable  the  straight  funds  to  turn  their 
money  on  a  dime. 

For  the  moment,  the  heavy  inflow 
of  new  money  has  forced  tax-exempt 
funds  to  bid  for  a  comparatively  small 
supply  of  top-quality  short-term  mu- 
nicipals. The  result  is  what  both  Fidel- 
ity's Raymond  Hender  and  Peter  Gor- 
don of  Rowe  Price  call  a  "distortion." 
They  think  short  tax-free  yields  are 
still  too  low  in  relation  to  the  rest  of 
the  universe. 

Even  without  higher  relative  re- 
turns, however,  tax-exempt  money 
funds  should  continue  to  grow.  The  T. 
Rowe  Price  group,  for  example,  has 
jacked  up  the  amount  of  promotion 
money  earmarked  for  its  Tax-Exempt 
fund.  Some  of  the  dollars  flowing  into 
the  tax-frees  are  switches — cash  that 
has  moved  out  of  the  straight  funds  in 
response  to  the  pull  of  higher  net 
returns. 

Much  of  the  inflow,  however, 
seems  to  be  new  money  coming  from 
investors  whom  Gordon  describes  as 
being  "somewhat  older,  more  aware 
and  with  more  dollars  to  put  to  work" 
than  the  typical  buyer  of  a  taxable 
money  fund.  Still,  that's  a  big  poten- 
tial market.  In  business  for  less  than 
five  years,  the  tax-frees  have  already 
pinched  off  more  than  $6  billion  from 
the  top  end  of  the  money  fund  spec- 
trum— the  Rolls  and  Mercedes  end,  to 
be  sure. 


Disclosure  reform:  hiding 
success  under  a  bushel 

Filling  out  forms  is  always  bad  for 
business — or  is  it?  Take  a  look  at 
the  Securities  &  Exchange  Commis- 
sion's experience  with  quarterly  port- 
folio disclosure  for  mutual  funds. 

Since  1967  fund  managers  have 
been  reporting  their  portfolio  transac- 
tions each  calendar  quarter  on  a  form 
called  the  N-1Q.  It  lets  outsiders  see, 
for  example,  that  Guardian  Mutual 
Fund  relied  heavily  on  short-term 
trading  in  the  third  quarter  of  1980,  or 
that  Putnam  Investors  Fund  bought 
Prime  Computer  stock  in  December 
1980  at  a  price/earnings  ratio  of  more 
than  40,  when  many  portfolio  manag- 
ers were  taking  profits.  This  kind  of 
information  rarely  shows  up  in  the 
funds'  annual  reports,  so  the  N-1Q 
became  a  valuable  tool  for  analysts 
who  evaluate  performance. 

N-lQs  were  also  useful  in  other 
ways.  They  listed  owners  of  large 
blocks  of  stock  individually,  informa- 
tion that  is  tough  to  get  because 
shares  are  often  held  in  Street  or 
nominee  names.  Companies  could 
find  out  who  was  buying — or  selling — 
their  shares.  Brokers  used  ownership 
data  to  arrange  block  trades.  "The 
funds  benefited  by  having  a  more  liq- 
uid market,"  says  Michael  Lipper  of 
Lipper  Analytical  Distributors  Inc. 

Enter,  in  1978,  a  disclosure  filing 
called  the  13F.  The  Investment  Com- 
pany Institute,  an  industry  trade 
group,  helped  to  convince  the  SEC 
that  the  new  form  could  take  the 
place  of  the  old  N-1Q,  even  though  it 
reduced  disclosure  drastically.  During 
a  public  comment  period,  there  were 
153  comment  letters  in  favor  of  the 
N-1Q  version  of  disclosure  and  only 
12  in  opposition.  But  the  zealous 
deregulators  weren't  fazed;  they  abol- 
ished the  requirement  anyway. 

Now,  relying  solely  on  the  13F 
leaves  a  dramatic  information  gap. 
Nearly  40%  of  the  funds  that  used  to 
file  the  N-1Q  each  quarter  are  not 
large  enough  to  file  a  13F — including 
such  well-known  entities  as  the  Ever- 
green Fund  and  the  Steadman  group  of 
funds.  There's  a  major  loophole,  too: 
Management  companies  can  file  one 
13F  for  an  entire  group  of  funds,  mak- 
ing it  impossible  to  analyze  individual 
performance.  The  only  data  available 
on  many  funds  are  on  a  twice-a-year 
balance  sheet. 

Odd,  isn't  it,  that  at  a  time  when 
the  industry  is  starting  to  perform 
well  once  again,  many  mutual  fund 
managers  want  to  hide  their  light  un- 
der a  bushel. — Robert  McGough 


To  get  inside 
some  problems, 
.you  have  to 
invent  away 

Opin10n  program  for  hospitals  came  to  be 

t^tlTi°Pini0n":  °  co™Prehensioe  program 
that  blends  sophisticated  risk  management 
techniques  with  a  hospitals  ex>sting3p2nt  care 
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Johnson  Higgfns 

The  Private  Insurance  Broker 
Th.nking  in  a  different  dimension. 
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The  Money  Men 


Want  to  get  rich  in  commodities?  Spend  52 
years  honing  your  system  and  just  maybe 
you  will  be  another  Dick  Donchian. 


Rugs  to  riches 


By  William  Baldwin 


IF  A  LATTER-DAY  HORATIO  ALGER 
wanted  to  preach  the  virtues  of 
hard  work  and  persistence,  he 
couldn't  do  better  than  tell  the  story 
of  Richard  Donchian,  a  onetime  rug 
merchant. 

For  decades  Donchian  toiled  over 
his  price  charts— first  for  stocks,  later 
for  commodities— hoping  to  hit  on 
the  magic  formulas  that  would  guar- 


antee trading  profits.  After  42  years  of 
pencils  and  graph  paper,  he  was  man- 
aging all  of  $200,000.  Then,  when  he 
was  about  66,  his  system  began  to 
click.  Now,  a  decade  later,  he's  man- 
aging $27  million  at  Shearson/Ameri- 
can  Express,  pulling  down  close  to  $1 
million  a  year  in  fees  and  commis- 
sions and  almost  equaling  that  in  trad- 
ing profits  on  his  own  money. 

Donchian's  specialty  since  1948 
has  been  commodities — a  dicey  way 


to  make  money.  A  skeptic  might  ar- 
gue that  his  present  fortune  is  a  mere 
streak  of  good  luck.  But  what  a  streak! 
Over  the  past  nine  years  his  private 
clients  have  averaged  a  68%  com- 
pound annual  return — after  commis- 
sions. The  Commodity  Trend  Timing 
Fund,  which  accounts  for  $17  million 
of  the  assets  under  Donchian's  man- 
agement, is  up  72%  since  it  was  pub- 
licly offered  two  years  ago.  Not  bad  in 
a  bearish  commodities  market  that 
has  forced  at  least  four  other  funds  out 
of  business. 

At  76,  Donchian  is  far  from  retire- 
ment but  he  has  his  trading  system 
down  pat  enough  to  work  a  relaxed 
schedule.  In  summer  he  calls  in  orders 
from  a  Vermont  farmhouse  full  of  Per- 
sian rugs,  and  drops  in  on  Shearson's 
Greenwich,  Conn,  office  during  alter- 
nate weeks.  In  winter  he  takes  his 
portable  computer  terminal  to  an 
oceanside  condominium  in  the  Ft. 
Lauderdale  area,  also  using  a  Shearson 
office  in  that  sunny  town  where 
brokers'  branch  offices  spring  up  like 
palm  trees. 

Even  the  good  life,  however,  has  its 
chilling  moments.  Donchian  woke  up 
one  cold  morning  a  few  weeks  ago  to 
realize  he  was  frozen  into  a  short  posi- 
tion in  orange  juice.  After  Florida's 
cold  snap  and  three  days  of  no  trading, 
orange  juice  reopened  44  cents  a 
pound  higher,  costing  the  Trend  Fund 
$284,000.  Still,  the  fund  made  money 
over  that  period,  thanks  to  the  other 
25  commodities  Donchian  follows. 

Diversification  is  one  of  the  virtues 
he  learned  in  the  lean  years.  "I'm  not 
anxious  to  make  the  most  money," 
Donchian  says.  "I  would  be  worth  a 
lot  more  if  I  had  gone  in  heavily  and 
guessed  right."  He  would  probably  be 
worth  a  lot  less  if  he  had  stayed  with 
the  family  rug  business,  where  he 
worked  intermittently  with  his  broth- 
ers after  graduating  from  Yale  in  1928. 
"I  hated  it,"  he  says. 

But  Donchian  loved  Wall  Street.  In 
1930  he  persuaded  a  small  Hartford 
broker  to  lend  him  some  capital  and  a 
desk  to  trade  shares  in  Auburn  Auto, 
the  Apple  Computer  of  its  day.  Au- 
burn eventually  folded,  but  Donchian 
made  a  few  thousand  dollars  on  the 
strength  of  good  timing.  And  thus  was 
bom  a  market  "technician,"  someone 
who  charts  prices  and  formulates  buy 
and  sell  strategies  with  scant  regard 
for  an  investment's  underlying,  or 
fundamental,  value. 

The  fundamentalists — a  decided 
majority  among  successful  inves- 
tors— look  on  chartism  somewhat  the 

Commodities  expert  Richard  Donchian 
"Trends  persist." 


The  buck's  p^tective  coloration  hides  it  from  predators 


a Field  &  Stream  reaches  more 
men  per  dollar  than  any  other 
major  men's  publication. 

Look  carefully,  or  you'll  miss  a  great  deal.  Be- 
cause  Field  &  Stream  reaches  more  big 
M  spending  males  for  your  ad  dollar  than 

■      Playboy,  Penthouse,  Time,  Newsweek,  U.S. 
W^^»  News,  Sports  Illustrated  or  Outdoor  Life, 
f  that  doesn't  make  you  stop  and  take  notice,  consider 
^that  of  our  nearly  9  million  readers,  almost  half  don't 
even  read  those  other  magazines.  That's  an  exclusive 
market  you  can  only  reach  with  Field  &  Stream.  Con- 
L^fe     sider,  too,  the  lively,  thought-provoking  edi- 
torial content  which  has  been  a  hallmark  of  our 
success  for  over  8  decades. 


Field  Stream 

Don't  overlook  the  obvious! 


way  physicists  look  on  parapsychol- 
ogy. They  are  probably  correct  to  re- 
gard them  so,  but  there  is  no  rule  that 
does  not  have  an  exception.  Dick 
Donchian  seems  to  be  that  exception. 

Donchian  differs  from  many  a  chart 
watcher:  He  doesn't  predict  price 
movements,  he  just  follows  them.  His 
explanation  for  his  success  is  simple 
and  as  old  as  the  Dow  Theory  itself: 
"Trends  persist."  He  will  buy  a  hog  or 
Treasury  bond  future  after  an  upswing 
is  under  way,  and  sell  it  only  after  the 
price  has  begun  to  tumble.  He  misses 
some  of  the  profit,  but  that's  part  of 
the  discipline  of  his  style  of  investing. 
"A  lot  of  people  say  things  like:  'Gold 
has  got  to  come  down.  It  went  up  too 
fast.'  That's  why  85%  of  commodities 
investors  lose  money,"  he  says. 

Donchian  gained  that  wisdom  the 
hard  way.  His  Futures  Inc.,  the  first 
publicly  offered  commodities  fund, 
came  out  in  1948  at  $10  a  share.  It 
was  before  its  time — or  Donchian's. 
"When  I  started  trading  I  was  bear- 
ish," he  recalls.  "Cocoa  seemed  too 
high.  So  we  took  a  short  position  at  30 
cents,  and  it  went  down  to  19.  We 
made  a  lot  of  money  at  first;  that  was 
the  worst  thing  that  could  happen.  I 
looked  around  for  another  commodity 
that  was  overvalued.  Coffee  was  mak- 
ing a  new  high  of  20  cents,  so  we  took 
a  short  position,  and  it  went  up  to  $1. 
I  made  a  rule  never  to  be  a  price  trad- 
er. There's  no  such  thing  as  too  high  a 
price  or  too  low  a  price."  Futures  Inc. 
went  as  low  as  4  cents  a  share  before 
finally  being  dissolved. 


The  Money  Men 

Donchian's  trend-following,  mean- 
while, has  grown  into  a  complex 
system — actually  three  "methods" 
with  sometimes  conflicting  signals 
that  he  analyzes  to  determine  the 
dozen  or  so  trades  he  executes  each 
day.  The  methods  are  a  trade  secret, 
but  one  has  to  do  with  buying  when 
the  price  climbs  above  the  trading 
range  for  the  previous  20-day  period. 
Another  could  result  in  selling  at 
the  end  of  an  up  "countertrend"  (see 
illustration). 

In  practice  it  gets  a  lot  more  compli- 
cated, especially  in  deciding  when  to 
close  out  a  position.  The  essence  of 
trend-following,  however,  is  always 
this:  Buy  on  a  rising  price  and  sell  on  a 
falling  price.  That  sounds  like  buying 
dear  and  selling  cheap,  but  it  works,  if 
prices  move  not  in  random  walks  but 
in  long  strides. 

That's  a  big  if,  and  it's  taking  noth- 
ing away  from  Donchian's  accom- 
plishment to  say  there  are  lots  of  ifs. 
When  prices  flutter  about  a  middle 
ground,  trend-following  generates  a 
series  of  small  losses  plus  the  usual 
huge  commission  costs.  And  even  the 
best  of  the  breed  take  large  risks.  Don- 
chian tries  to  play  it  safe  by  taking 
much  smaller  positions  than  margin 
rules  would  permit.  Still,  a  few  years 
ago  he  hit  a  bad  spot  in  which  clients 
lost  an  average  41%  of  their  money  in 
a  single  quarter.  During  the  1970s,  at 
least  124  clients — nearly  half — left 
him  after  losing  money.  But  there's 
also  one  who  made  $2  million  on  a 
$158,000  stake. 

Luck?  "I  believe  that  the  ele- 


ment of  skill  in  this  game  is  greater 
than  the  element  of  skill  in  bridge," 
Donchian  insists.  It  helps  that  he  has 
been  dealt  some  nice  cards  over  the 
past  decade:  commodity  prices 
strongly  rising  through  1979  and 
sharply  falling  since  then.  Clear-cut 
trends,  in  other  words,  most  helpful  to 
a  trend-player.  A  weekly  price  chart 
for  silver  from  mid- 1979  to  early 
1980,  for  example,  is  almost  straight 
up,  from  $9  an  ounce  to  near  $50. 
That's  no  random  walk,  it's  a  stam- 
pede. Of  course,  there  was  a  very  non- 
random  force  at  work — the  Hunt 
brothers.  Donchian  doubled  his  cli- 
ents' money  during  the  silver  mania. 

Despite  rationalist  arguments  about 
supply  and  demand,  Donchian  strives 
never  to  be  distracted  from  his  sys- 
tem. "The  fundamentals  are  supposed 
to  be  bullish  in  copper,"  he  says.  "But 
I'm  on  the  short  side  now  because  the 
trend  is  down."  It  was  trying  to  sec- 
ond-guess the  trends  that  gave  him 
lousy  results  until  the  early  1970s,  he 
says.  "I  was  making  money  on  the 
systems  and  losing  it  on  the  judgment 
trading.  The  secret  is  not  to  have  the 
best  system  but  one  with  principles 
you  stick  to." 

His  other  secret  besides  consisten- 
cy is  to  avoid  forecasting.  A  wise  deci- 
sion. A  year  ago  the  Wall  Street  Journal 
polled  20  experts  on  what  contracts 
were  likely  to  appreciate  over  the  next 
six  months.  They  picked  T  bonds, 
soybeans,  cattle  and  corn,  and  struck 
out  on  all  four. 

The  big  question  is  whether  Don- 
chian's stellar  record  in  the  1970s  is  any 
predictor  of  performance  in  the  future. 
Will  the  next  decade  experience  the 
inflation  and  interest-rate  shocks  that 
generated  the  powerful  price  swings  of 
the  past?  Donchian  begins  to  answer 
with  a  mention  of  the  coming  hundred- 
billion-dollar  deficits  and  what  they 
will  do  to  prices.  Then  he  catches 
himself.  He  remembers  that  he  is  a 
systems  man,  not  a  forecaster.  "I 
never    make    predictions,"  he 
says.  ■ 
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Systems  betting 


The  chart  of  this  copper  contract  shows  how  a  sharp- 
ened trader  could  have  used  "countertrends"  success- 
Technicians — who  typically  study  more  than  just 
ig  prices — would  see  a  downward  trend  broken  by 

•  sharp  reversals.  The  idea  is  to  sell  short  when 




these  brief  rallies  fade,  since  the  end  of  a  countertrend 
supposedly  signals  a  resumption  of  the  overall  pattern. 
That  strategy  worked  from  August  on,  but  not  in  June, 
when  a  short-seller  who  wasn't  quick  to  cover  would 
have  been  killed  by  the  July  rally.  Caveat  speculator. 


England,nowonly$3.00 


We  just  reduced  the  price  of 
doing  business  with  England. 
The  new  low  rate  is  $3.00  for  a 
3-minute  call  when  you  dial  the 
call  yourself,  Monday  to  Saturday, 
5a.m.  to5  p.m.  And  it's  only  $2.40 
all  other  times.  A  nice  price  to 
pay  for  the  fastest  way  to  close  a 
deal  today. 

If  you  don't  have  International 
Dialing  in  your  area,  you  still  get 
the  same  low  rate  as  long  as  it's  a 
simple  Station  phone  call. 
(Person-to-person,  credit  card 
and  collect  calls,  for  example,  cost 
more  because  they  require  special 
operator  assistance.)  Just  tell  the 
local  Operator  the  country,  city, 
and  telephone  number  you  want. 

Here's  how  to  dial  London: 

INTERNATIONAL  COUNTRY  CITV 
,  ACCESS  CODE       CODE  CODE 

Oil  +  44+  1  + LOCAL  NUMBER 

(If  you  are  calling  from  a 
Touch-Tone*  telephone,  press  the 
"#"  button  after  dialing  the  entire 
number.  This  will  speed  your 
icall  along.) 

Only  $3.00  to  close  a  deal  on 
ithe  spot.  What  a  nice  surprise! 
Or,  as  they  say  in  England, "That 

takes  the  biscuit!'  ■"Trademark  of  AT&T  Co- 

Want  to  know  more?  Then  call  our 
International  Information  Service,  toll  free: 

1-800-874-4000 

In  Florida,  call  1-800-342-0400 


(§)  Bell  System 


INITIAL  3-MINUTE  DIAL  RATES 


FROM  THE  U  S 
MAINLANDTO 

DAY  RATE 

LOWER  RATE 

Austria 

$4.05 

A 

Belgium 

4.05 

$3.15  B 

Denmark 

4.05 

3.15  B 

Finland 

4.05 

3.15  B 

France 

4.05 

--  A 

Germany 

4.05 

3.15  C 

Greece 

4.05 

-  A 

Ireland 

3.00 

2.40  B 

Italy 

4.05 

3.15  B 

Luxembourg 

4.05 

3.15  B 

Monaco 

4.05 

—  A 

Netherlands 

4.05 

3.15  B 

Norway 

4.05 

3.15  B 

Portugal 

4.0b 

o.lb  D 

San  Marino 

4.05 

3.15  B 

Spain 

4.05 

3.15  B 

Sweden 

4.05 

3.15  B 

Switzerland 

4.05 

-  A 

United 

Kingdom 

3.00 

2.40  B 

Vatican  City 

4.05 

3.15  B 

A)  No  lower  rate  period 

B)  Nights5pm-5am&Sunday 

C)  Nights  5pm-5am  only 

The  charge  for  each  additional 
minuteisl/3theinitial  3-min. 
dial  rate.  Federal  excise  tax  of 
2%isadded  on  all  calls  billed 
in  the  United  States. 


Our  competition  believes 
there's  only  one  way  to  do  political 
commentary. 

We  believe  where  there's  a  Will, 


there's  another  way: 
Greenfield. 

We  don't  fit  the  mold. 
We  break  it. 
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Merrill  Lynch  Commodity  Maxims: 


WITH 

AMATEURS. 

On-the-job  training  can  be  an  awfully  expensive  way 
to  learn  about  investing  in  commodity  futures.  Yet  the  futures 
markets  have  obvious  attractions  for  investors  beset  by  the 
problems  of  accumulating  capital  faster  than  taxes  and 
inflation  erode  it  away. 

The  question  is  how  to  get  into  the  futures  markets  with- 
out paying  a  high  price  for  inexperience.  One  excellent 
answer  is  a  Merrill  Lynch  Managed  Commodity  Portfolio. 

Merrill  Lynch  Commodities  Inc.  is  a  world  leader  in 
commodity  futures  trading,  and  a  force  in  the  market.  When 
you  open  a  managed  commodity  portfolio  with  us,  you're 
putting  some  of  the  best  pros  in  the  business  to  work  for  you. 

Our  research  department  has  30  full-time  analysts 
and  support  staff  to  keep  tabs  on  opportunities— and 
dangers— throughout  the  commodity  futures  markets. 

We  use  time-tested  risk-management  principles  to 
increase  your  chances  for  earning  those  substantial 
rewards.  We  monitor  your  account  every  trading  day  of 
the  year.  We  provide  individual  professional  management 
of  your  risk  capital. 

And  from  the  very  start,  we  manage  your  portfolio 
the  way  you  want  it  managed,  based  on  your  objectives, 
your  interests,  your  tolerance  for  risk.  You  may  prefer  an 
approach  based  on  exhaustive  computer  analysis  of  mar- 
ket trends,  for  example.  You  may  feel  more  at  home  with  a 
strategy  that  concentrates  on  the  impact  of  droughts,  fruit 
flies  and  political  maneuvers. 

Whatever  you  want,  we're  the  firm  to  help  you  do  it. 
And  our  booklet,  The  Managed  Commodity  Portfolio— A 
Sensible  Investment  Alternative,  can  show  you  how.  For  a 
free  copy,  call  1-800-526-3030  Ext.  500.  In  New  Jersey, 
call  1-800-742-2900  Ext.  500. 

WE  KNOW  COMMODITIES  COLD. 


Merrill  Lynch  Commodities  Inc. 

A  breed  apart. 

©  1982  Merrill  Lvneh  Commodities  Inc. 


Capital  Markets 


MONEY  &  INVESTMENTS 


The  complexities  of  the  Bell  breakup  may 
yield  a  profit  for  a  number  of  mortgage- 
secured  classes  of  the  company's  debt. 

BELL  BONDS 
WITH  A  KICKER 


By  Ben  Weberman 


The  Bell  System  has  $47  billion  of 
debt,  the  bulk  in  debenture  form — 
simply  an  IOU.  But  hidden  in  that 
mountain  of  debt  is  a  relatively 
small  number  of  mortgage  bonds- 
debt  secured  by  specific  assets. 
What  is  relatively  small  by  Bell  stan- 
dards, however,  is  huge  by  most 
other  standards,  and  the  mortgage 
debt  sold  by  two  subsidiaries  totals 
$3  billion.  Sharp  Wall  Streeters 
think  there  is  treasure  buried  in 
those  mortgage  bonds.  Here's  why: 

Bell  stopped  issuing  mortgage 
bonds  in  the  early  1970s  because  it 
was  felt  the  telephone  system  was 
an  organic  whole  and  individual 
pieces  of  equipment  had  little  value 
in  themselves.  Hence  a  debenture 
made  more  sense,  but  Illinois  Bell 
issued  first  mortgages  until  1971, 
and  New  York  Tel  until  1974. 
Thereby  hangs  my  story. 

Until  now,  investors  have  not  dif- 
ferentiated in  pricing  or  quality  ap- 
praisal between  the  mortgage  bonds 
and  the  debenture.  That's  where  Wall 
Street  sharpies  move  in.  They  figure 
holders  of  these  bonds  won't  sit  idly 
by  during  the  separation  of  AT&T 
from  its  operating  companies  and  al- 
low some  judge  in  New  Jersey  or  the 
District  of  Columbia  to  assign  their 
collateral  to  another  company,  hi  the 
case  of  New  York  Tel,  the  mortgage 
does  provide  for  release  or  substitu- 


tes Weberman  is  economics  editor  of 
Forbes  magazine 


tion  of  property — possibly  with 
bondholders'  consent. 

No  Justice  Department  attorney 
has  the  power  to  abrogate  a  legally 
binding  contract — nor  is  a  judge 
likely  to  use  that  power.  Since  the 
settlement  for  breaking  up  the  com- 
pany calls  for  some  of  the  properties 
of  each  of  the  operating  subsidiaries 
to  be  transferred  to  parent  AT&T, 
some  mortgage  bondholders  may 
claim  they  have  the  right  to  prevent 
such  transfer — or  to  demand  pay- 
ment for  freeing  their  collateral, 
even  though  the  indenture  does  give 
the  company  the  right  of  substitu- 
tion of  collateral. 


Bell  mortgage  bonds 

 Yield  ~ 

to 

Issue  Price     current  maturity 


New  York  Telephone 


73/4Sof2006  54 

14.3 

14.7 

8.30s  of  2012  55 

15.1 

15.2 

9s  of  2014  59 

15.2 

15.3 

Illinois  Bell  Telephone 

7s/8sof2006  51 

15.0 

15.4 

The  most  straightforward — but 
least  likely — solution  would  be  to  get 
rid  of  the  bonds  by  redeeming  them. 

Another  possible,  but  unlikely, 
solution  would  be  for  the  companies 
to  arrange  a  "defeasance"  of  the 
debt.  The  borrower  hands  the  bond 
trustee  enough  cash  to  pay  all  inter- 
est and  principal  through  maturity. 
That  assures  repayment  and  substi- 
tutes for  the  mortgage.  But  too 
much  money  is  involved. 

A  more  practical  solution  would 
be  for  AT&T  to  sweeten  the  terms 
on  outstanding  debt.  Present  bond- 
holders may  be  offered  a  higher  cou- 
pon rate.  Or  the  return  could  be 
enhanced  by,  for  example,  shorten- 
ing the  maturity  of  the  outstanding 
mortgage  bonds.  If,  say,  the  holders 
of  the  33/8S  of  1996  agreed  to  shorten 


their  holding  period  four  years,  to 
1992,  the  yield  to  maturity  would  go 
up  from  13.93%  to  16.72%. 

Also  possible  are  suggestions  to 
exchange  this  debt  for  stock  at  fa- 
vorable terms  or  for  new  debt. 

The  point  is  that  whether  or  not 
present  bondholders  consent  to  any 
agreement,  they  may  put  up  a  fuss 
because  they  want  a  reward.  At  left 
is  a  list  of  the  active  Bell  issues 
backed  by  mortgages,  with  coupon, 
maturity  and  yield. 


Whoops  for  WPPSS 

The  latest  copy  of  Fortune  maga- 
zine was  on  my  desk — with  that 
story  about  how  the  Washington 
Public  Power  Supply  System  had 
caused  a  disaster  in  the  bond  mar- 
ket. The  telephone  rang.  A  friend 
was  calling  to  say  the  new  WPPSS 
issue  was  selling  so  well  the  under- 
writers had  lowered  the  interest 
rate  and  raised  the  size  of  the  offer- 
ing. They  ended  by  selling  a  fantas- 
tic amount:  $850  million.  My  ad- 
vice to  Fortune  and  to  everybody 
else  is:  Don't  bury  the  bond  market 
until  it's  actually  dead. 

Even  as  Fortune  was  in  the  mail, 
Standard  &  Poor's  rating  agency  was 
reaffirming  its  AAA,  or  very  highest 
quality,  rating  on  the  outstanding 
bonds  of  Projects  1,  2  and  3. 

Would  I  buy  the  bonds?  At  a  yield 
of  just  under  15%  tax-free,  I  would 
not  hesitate  to  do  so.  The  risk  is 
powerfully  hedged  by  two  factors. 
First,  the  Bonneville  Power  Admin- 
istration, a  federal  agency,  has  con- 
tracted with  WPPSS  to  pay  for 
enough  power  to  meet  all  interest 
and  principal  requirements  of  Proj- 
ects 1,  2  and  3  whether  or  not  the 
power  is  needed,  or  even  produced. 
Second,  Bonneville's  cash  payments 
to  WPPSS  come  before  any  pay- 
ments to  the  U.S. 

Projects  4  and  5  are  another  mat- 
ter. Local  communities  are  backing 
away  from  contractual  obligations. 
The  projects  are  being  mothballed. 
These  bonds  are  trading  to  yield 
about  18%  in  the  secondary  market. 
Though  the  bonds  may  turn  out  to 
be  good,  I  would  rather  sleep  well 
without  worrying  about  the  fate  of 
my  savings.  Stick  with  Projects  1,  2 
and  3  and  be  satisfied  with  nearly 
15%  tax-free.  And  ignore  the  alarm- 
ists who  are  daily  predicting  the  end 
of  the  world.  ■ 


By  Heinz  H.  Biel 


Stock  Gomment 


From  money  funds  into  T  bills,  CDs,  etc. 
and  back  again.  Individuals  and  corpo- 
rate treasurers  are  playing  the  game. 

INVESTING 
FOR  YIELD 


to  make  you  a  millionaire  by  sim- 
ply salting  away  $2,000  a  year, 
overly  aggressive.  No  young  person 
should  "freeze"  his  savings,  which 
he  may  need  to  buy  a  home,  send 
the  kids  to  college,  invest  in  busi- 
ness and  provide  for  unforeseeable 
contingencies. 

As  long  as  the  inflation  rate  stays 
well  below  the  two-digit  level,  in- 
vestments for  income  are  no  longer 
unattractive.  No  one  can  predict 
how  long  this  presently  favorable 
condition  will  last,  but  one  has  to  be 
an  incorrigible  optimist  to  make  a 
30-  or  40-year  commitment  on  the 
basis  of  today's  state  of  the  econo- 
my. Since  there  are  not  many  such 
optimists,  interest  rates  on  long- 
term  bonds  (and  mortgages)  are  and 
most  likely  will  remain  sky-high — 
153/4%  to  16%%  for  top-quality 
bonds  and  over  18%  for  medium 
grades.  I  recommend  that  such  long- 
term  issues  be  avoided.  The  yield 
advantage  of  a  percentage  point  or 
two  is  inadequate  compensation  for 
the  risk  involved.  I  would  make  an 
exception  for  the  elderly  who  need 
to  maximize  their  income  now,  and 
who  don't  give  a  hoot  what  these 
bonds  will  be  worth  when  they 
wind  up  in  their  estates. 

As  implied  by  the  foregoing, 
yields  on  shorter-term  bonds  are 
lower,  say  in  the  14%-to-15V2% 
range,  depending  on  quality.  A 
strange  exception  are  U.S.  Treasury 
securities,  where  notes  maturing  in 
three  to  four  years  yield  close  to 
15%,  while  the  bonds,  which  ma- 
ture in  201 1  pay  somewhat  less.  My 
strong  preference,  obviously,  are  the 
intermediate-term  notes. 

The  rates  paid  by  the  savings  in- 
stitutions vary  greatly,  depending 
on  the  length  of  the  commitment.  If 
one  is  sure  that  the  money  will  not 
be  needed  for  the  next  30  months, 
the  present  rate  of  14.55%  is  fairly 


Thanks  to  the  recession,  in  combi- 
nation with  a  fairly  restrictive  mon- 
etary policy,  the  inflation  rate  de- 
clined to  8.9%  last  year,  and  for  the 
month  of  December  it  was  barely 
5%.  For  the  income-oriented  inves- 
tor this  means  that  for  the  first  time 
in  all  too  many  years  he  now  can 
earn  a.  positive  return  on  his  invest- 
ments, a  return  that  is  not  deci- 
mated by  inflation,  as  was  the  case 
at  its  worst  in  1980. 

Investors  are  very  finicky  about 
maximizing  yield,  and  I  am  not  just 
talking  about  the  small  passbook 
saver  who  shifts  his  account  from 
one  savings  bank  to  another  to  take 
advantage  of  any  little  extra — a  ten- 
day  grace  period  or  a  gift — to  earn  a 
few  additional  dollars  in  interest. 
Corporate  treasurers  are  doing  the 
same,  except  on  a  multimillion-dol- 
lar scale.  They  switch  from  money 
market  funds  into  Treasury  bills, 
bank  CDs  or  commercial  paper  as 
soon  as  there  is  even  a  slight  yield 
advantage,  and  they  reverse  the  pro- 
cess when  the  money  market  funds 
offer  a  better  return. 

Yield  consciousness  has  been  en- 
hanced by  the  advertising  blitzes  of 
financial  institutions,  which  first 
promoted  the  All  Savers  certificates 
last  fall,  and  more  recently  the  IRA 
plans.  Personally,  I  find  some  of 
these  promotions,  which  promise 

Heinz  H  Biel  is  a  rice  president  of  the  NYSE 
firm  of  jam  ley  Montgomen  Scott 
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attractive,  for  maximum  flexibility 
you  can't  beat  the  money  market 
funds.  Their  only  disadvantage  is 
that  the  yield  fluctuates,  at  times 
quite  widely.  At  present  it  is  about 
12'/2%,  down  from  an  average  of 
close  to  16%  in  all  of  1981.  For 
maximum  safety  I  prefer  funds  that 
invest  exclusively  in  U.S.  govern- 
ment (and  agency)  securities. 

Since  most  of  us  pay  taxes,  tax- 
exempt  securities  have  become  in- 
creasingly attractive  because  of 
"bracket  creep."  The  yield  differen- 
tial between  long-  and  short-term 
bonds  is  even  wider  than  in  the 
corporate  sector.  Bonds  coming  due 
some  time  in  the  next  century  easi- 
ly yield  14%  or  more,  while  inter- 
mediate-term bonds  (four  or  five 
years)  may  yield  9%  to  9Vi%  and  as 
much  as  12%  for  eight  years.  These 
yields  vary  materially,  depending  on 
quality  as  well  as  marketability.  The 
latter  is  a  factor  that  should  not  be 
ignored,  unless  one  is  willing  to  hold 
the  bonds  to  maturity. 

If  you  want  to  eat  well  rather  than 
sleep  well,  you  may  consider  what  is 
affectionately  known  as  "junk" 
bonds,  i.e.  low-rated,  highly  specula- 
tive bonds,  where  the  future  of  the 
issuing  corporation  is  in  doubt.  For 
obvious  reasons,  yields  are  astro- 
nomically high.  It  will  suffice  to 
mention  just  two  names:  Chrysler 
Corp.  and  International  Harvester. 
And  now  we  even  have  an  actively 
traded  tax-exempt  junk  bond, 
namely  certain  issues  of  the  Wash- 
ington Public  Power  Supply  System 
("Whoopsies"),  which  have  come 
under  a  deep,  dark  cloud,  reducing 
visibility  virtually  to  nil. 

What  about  preferred  stocks?  For- 
get them!  They  don't  yield  more 
than  bonds  and  they  lack  the  one 
advantage  that  a  bond  has — eventu- 
al maturity  at  par.  Only  a  corporate 
investor,  who  benefits  from  the  low 
tax  rate  on  dividends,  should  con- 
sider them.  They  are  an  absolute  no- 
no  for  individuals,  even  though 
some  new  preferred  stock  issues  are 
priced  around  $25  a  share  in  order  to 
snare  the  unwary  investor. 

Common  stocks  should  be  bought 
for  potential  appreciation,  not  for 
yield.  On  that  basis,  they  just  can't 
compete.  Just  remember  that  the 
dividend  yield  on  the  Dow  industri- 
als is  only  6.5%,  about  one-half  of 
what  you  can  get  on  a  pretty  good 
tax-exempt  bond.  ■ 


Market  Trends 
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/  have  grown  partial  to  some  of  the 
largest,  strongest  American  blue  chips. 

BLAME  THE 
OTHER  GUY 


By  Richard  B.  Hoey 


Every  policymaker  in  Washington 
knows  his  economic  ideas  are  per- 
fectly designed  to  trigger  noninfla- 
tionary  growth.  If  only  those  other 
guys  would  stop  messing  up. 

Sometimes  the  supply-siders 
sound  like  the  Keynesians  they  de- 
plore— just  make  the  Fed  ease  up  a 
touch  on  monetary  policy,  they  say, 
and  the  supply-side  expansion  will 
unfold. 

The  supply-siders  often  argue  that 
anti- inflationary  monetary  policy 
has  no  credibility  without  a  gold 
standard.  I  have  nothing  against 
gold,  but  I  don't  believe  for  a  second 
that  this  country  has  the  political 
discipline  to  go  back  on  gold  in  a 
meaningful  way.  Those  guys  in 
Washington  can't  even  keep  the 
U.S.  on  the  copper  penny. 

While  the  supply-siders  attack  the 
basic  monetary  targeting  strategy  of 
the  Federal  Reserve,  the  monetar- 
ists embrace  the  targeting  strategy 
but  denounce  the  Fed  for  using  poor 
tactics  to  implement  it.  Their  main 
complaint  is  that  the  Fed  does  not 
effectively  control  the  growth  of 
bank  reserves. 

You  need  several  years  of  graduate 
work  in  monetary  economics  to  un- 
derstand the  ins  and  outs  of  this 
subject,  but  the  bottom  line  is  quite 
simple.  The  monetarists  argue  that 
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tighter  control  over  reserves  will 
make  money  supply  growth  less 
volatile.  Many  economists  at  the 
Fed  respond  that  that  would  also 
make  short-term  interest  rates  even 
more  volatile  than  they  have  been. 
The  Fed  also  claims  that  if  the  bud- 
get deficits  weren't  so  large,  it  could 
keep  monetary  growth  within  its 
targets  at  lower  interest  rates  than 
are  now  necessary.  Personally,  I 
think  that  the  Fed  and  its  monetar- 
ist critics  are  both  right.  To  achieve 
the  Fed's  money-growth  targets,  the 
average  level  of  interest  rates  had  to 
be  kept  way  above  the  inflation  rate 
last  year.  This  was  true  both  be- 
cause monetary  growth  was  so  vola- 
tile and  because  current  and  pro- 
spective deficits  are  too  high. 

The  Reagan  Administration,  de- 
spite its  conservative  views,  has  de- 
cided to  accept  persistently  high 
budget  deficits  in  the  next  several 
years  and  has  argued  that  high  defi- 
cits need  not  cause  inflation  if  the 
Fed  sticks  to  its  monetary  targets 
and  that  excessive  deficits  do  little 
to  drive  up  the  real  rate  of  interest 
(after  adjustment  for  inflation). 

I  agree  that  nonmonetized  defi- 
cits don't  cause  inflation,  but  the 
Administration  is  kidding  itself  if  it 
believes  that  the  high  level  of  cur- 
rent and  prospective  deficits  doesn't 
make  real  interest  rates  higher  than 
they  would  otherwise  be. 

Historically,  pretax  yields  have 
reflected  the  inflation  rate  plus  a 
modest  real  yield  of  about  3%.  But 
real  yields  have  surged  in  the  last 
few  years,  reflecting  the  emergence 
of  a  large  uncertainty  premium .  The 
uncertainty  premium  in  bond  yields 
reflects  volatile  short-term  interest 
rates,  volatile  monetary  growth  and 
excessive  current  and  prospective 
budget  deficits. 

The  investment  implications  of 
the  high  uncertainty  premium  are 


that  current  yields  are  well  above 
inflation,  making  fixed-income  in- 
vestments unusually  attractive.  The 
high  real  yields  that  result  tend  to 
reinforce  the  tendency  toward  dis- 
inflation, by  suppressing  inflation- 
hedge  borrowing  and  stimulating  fi- 
nancial savings.  This  would  still  be 
true  even  if  interest  rates  decline 
somewhat,  because  real  yields  are 
already  at  extremely  high  levels. 

What  does  all  this  mean  to  the 
stock  market?  The  disinflationary 
momentum  places  a  premium  on 
unit  growth,  low  production  costs 
and  strong  balance  sheets.  The  old 
benefits  of  accelerating  inflation  in 
permitting  cost  increases  to  be 
passed  on  to  customers  and  in  re- 
ducing the  real  burden  of  debt  just 
aren't  likely  to  be  there  anymore. 

I  have  grown  partial  to  some  of 
the  largest,  strongest  American  blue 
chips.  In  most  cases,  their  access  to 
the  commercial  paper  market  and 
to  bank  financing  below  the  prime 
rate  gives  them  a  cheap  source  of 
credit.  Antitrust  pressures  are  eas- 
ing. Many  of  the  stocks  didn't  fully 
participate  in  the  big  boom  in  stock 
prices  of  secondary  companies  that 
took  place  after  1974,  and  are  avail- 
able at  modest  price/earnings  multi- 
ples. For  example,  I  like  IBM  (63), 
Pillsbury  (40),  Minnesota  Mining  (54), 
American  Telephone  (57),  Dn  Pont 
(36)  and  BankAmerica  (18). 

For  the  more  venturesome,  some 
of  the  aggressive  growth  stocks 
have  recently  declined  in  price.  As  a 
result,  their  price/earnings  multiples 
have  declined  from  the  stratosphere 
to  merely  very  high.  For  instance, 
Computervision  (31)  is  down  from  49, 
and  is  currently  selling  at  a  mere  21 
times  1982  estimated  earnings  of 
$1.45.  The  growth  rate  of  earnings 
per  share  slowed  to  about  20%  in 
1981,  but  if  all  goes  well,  it  should 
rebound  to  a  40%  pace  in  the  1982- 
85  environment. 

Another  technology  stock  that 
aggressive  investors  might  begin  to 
accumulate  is  Tandem  (26).  Tan- 
dem's specialty  is  high-reliability 
computer  systems.  Earnings  per 
share  should  be  $1.05  in  the  fiscal 
year  ending  Sept.  30,  1982,  and 
$1.55  in  1983. 

Neither  stock  is  for  the  faint- 
hearted, but  if  you  are  willing  to 
take  the  risk  of  high-multiple  tech- 
nology stocks,  both  of  these  are 
suitable  for  accumulation.  ■ 
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Unfortunately ,  for  believers  in  fiscal  san- 
ity, there  is  little  comfort  either  in  Reagan- 
omics  or  in  the  Democratic  alternative. 

WHY  WE  NEED 
A  BOND  MARKET 


By  Ashby  Bladen 


For  a  man  my  age  it  is  fascinating  to 
watch  the  current  debate  over  na- 
tional economic  policy  developing 
against  the  background  of  the  cele- 
bration of  President  Roosevelt's 
centennial.  I  am  just  old  enough  to 
remember  Roosevelt  well;  and  in 
terms  of  political  charisma,  he  and 
President  Reagan  are  cut  from  the 
same  cloth.  One  striking  difference 
is  Reagan's  constancy  of  purpose 
versus  Roosevelt's  volatility.  Rea- 
gan obviously  'cares  deeply  about  ra- 
tional economic  policy;  in  order  to 
cure  the  Depression,  Roosevelt  was 
willing  to  try  anything. 

One  fundamental  problem  that 
mankind  has  never  resolved,  and 
that  may  be  irresolvable,  is  that 
politicians  are  prone  to  look  for  easy 
solutions.  And  one  easy  answer  that 
turns  up  regularly  is  credit.  At  least 
as  far  back  as  Julius  Caesar,  politi- 
cians have  borrowed  to  buy  popular- 
ity. Caesar  borrowed  on  his  own 
account,  and  so  risked  bankruptcy  if 
his  political  career  faltered.  Of 
course,  in  the  turmoil  of  the  decay- 
ing Roman  republic  he  also  risked 
his  neck,  so  the  additional  danger  to 
his  credit  probably  didn't  bother 
him  very  much.  In  our  more  sophis- 
ticated times  politicians  borrow  on 
the  national  credit,  both  to  buy 
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votes  by  doing  favors  and  to  relend 
on  subsidized  terms  to  the  people. 

In  the  current  debate  over  nation- 
al policy  I  am  tempted  to  say,  with 
Roosevelt  and  Shakespeare:  a  plague 
on  both  your  houses.  Regular  read- 
ers of  this  column  know  that  I  be- 
lieve that  the  seeds  of  the  inflation, 
and  of  our  worsening  financial  diffi- 
culties, were  sown  by  the  New  Eco- 
nomics of  the  Kennedy  Administra- 
tion. Price  and  financial  stability  de- 
pend on  people's  bearing  in  mind 
that  borrowing  and  lending  exces- 
sively are  risky  things  to  do,  so  that 
they  create  credit  only  moderately 
and  in  a  noninflationary  manner. 
The  New  Economics  claimed  to 
have  stabilized  the  economy 
through  a  judicious  mixture  of  mon- 
etary and  fiscal  ease,  which  implied 
that  borrowing  and  lending  had  be- 
come much  safer.  That  unleashed 
the  torrent  of  government  deficit 
spending  and  private  debt  forma- 
tion that  we  have  been  plagued  with 
for  the  last  20  years.  And  yet,  to  the 
extent  that  any  definite  policy  rec- 
ommendation can  be  read  into  the 
demagoguery  of  the  Democratic 
Party's  televised  answer  to  the 
President's  State  of  the  Union  mes- 
sage, it  is  for  more  of  the  same. 

If  I  now  seem  harsh  on  the 
Democrats,  please  bear  in  mind 
that  I  have  also  steadily  criticized 
President  Reagan's  easy  answer.  In 
my  opinion,  people  will  not  respond 
so  rapidly  to  a  cut  in  marginal  tax 
rates  that  within  three  years'  time 
we  will  all  be  working  so  much 
harder  and  earning  so  much  more 
that  income  tax  revenue  will  be 
higher  at  the  lower  rates.  Instead, 
the  bond  market  will  collapse,  and 
interest  rates  will  go  through  the 
roof,  in  anticipation  both  of  the 
deficits  that  will  have  to  be  fi- 
nanced and  of  the  resulting  infla- 
tion. And  it  is  worth  noting  that 


every  financial  market  analyst 
whose  opinion  is  worth  having  has 
said  the  same  thing. 

Between  them,  the  President's 
State  of  the  Union  message  and  the 
Democrats'  reply  promised  goodies 
for  just  about  everybody  and  every- 
thing except  the  bond  market.  That 
figures,  since  the  bond  market  does 
not  vote.  And  it  puts  the  burden  of 
proof  on  me  and  the  financial  mar- 
ket economists  who  say  that  a  via- 
ble long-term  bond  market  is  a  de- 
sirable thing  to  have. 

Why  do  we  need  long-term  cred- 
it? Simply  because  the  productive 
tools — ships,  airplanes,  factories, 
etc. — that  raise  our  standard  of  liv- 
ing by  making  human  efforts  more 
efficient  and  productive  usually  do 
not  raise  the  value  of  those  efforts 
by  enough  to  pay  for  themselves  as 
rapidly  as  short-term  loans  have  to 
be  repaid.  Financing  productive  as- 
sets and  long-lived  consumer  goods 
like  houses  at  short-term  creates 
an  unavoidable  financial  risk  that 
somebody  has  to  assume.  The 
shortage  of  long-term  credit  that 
has  been  created  by  the  growing 
reluctance  of  investors  to  hold 
bonds  and  mortgages  is  the  main 
reason  that  the  number  of  bank- 
ruptcies is  rising. 

Ever  since  the  Great  Depression, 
the  dominant  economic  theory  has 
held  that  by  their  efforts  and  sav- 
ings our  forefathers  bequeathed  us  a 
highly  efficient  and  productive 
economy,  so  that  the  problem  today 
is  a  shortage  of  demand,  not  supply. 
The  deficiency  of  demand  should  be 
corrected  by  subsidizing  borrowers 
and  spenders  at  the  expense  of  sav- 
ers and  lenders.  That,  in  a  nutshell, 
is  what  Keynesianism  is  all  about. 
The  supply-side  economists  are  ab- 
solutely right  in  criticizing  this 
long-standing  bias  of  political  poli- 
cy, and  today  Keynes  would  agree 
with  them. 

President  Reagan's  policy 
amounts  to  subsidizing  producers 
and  investors  in  productive  assets  at 
the  expense  of  savers  and  investors 
in  financial  claims.  It  is  self-contra- 
dictory because  it  will  destroy  the 
savers'  willingness  to  hold  the 
bonds  and  mortgages  that  are  the 
only  safe  way  to  finance  productive 
real  assets.  Reagan's  sticking  to  his 
guns  demonstrates  his  steadfast- 
ness, but  also  his  lack  of  financial 
acumen.  ■ 
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"Comfort"  investing,  the  Yarborough 
and  other  ways  to  lose  in  the  market.  . 

DON'T  BE  THE 
COWBOY, 
BUY  THE  CASINO 


By  John  Train 


As  a  youth  I  worked  for  a  time  on  a 
ranch  in  Montana.  Come  Saturday 
night,  we  would  repair  to  a  tavern 
across  the  line  in  West  Yellowstone, 
Wyo.  to  recycle  our  week's  pay.  In 
addition  to  a  capacious  bar  adorned 
by  young  ladies  of  the  friskier  sort, 
this  tavern  contained  a  continuous 
poker  game,  run  by  the  house. 

Management's  only  edge  was  that 
it  provided  the  permanent  dealer  (a 
woman,  as  it  happened)  who  knew 
the  odds  and  stayed  sober,  while  the 
cowboys  did  neither. 

The  boys  were  eager  for  action 
and  loved  the  occasional  big  win; 
thus,  they  would  violate  the  ele- 
mentary rules  of  odds,  drawing  to 
inside  straights  and  other  hopeless 
propositions,  while  hour  after  hour 
the  dealer  methodically  raked  in  the 
winnings.  Being  of  an  analytical 
bent,  I  eventually  joined  in  this 
game,  having  memorized  a  table  of 
odds  that  I  got  from  a  book.  So  it 
was  that  I  learned  about  poker — 
and,  indeed,  investing:  You  make 
money  on  the  difference  between 
the  true  odds  and  the  opponent's 
desire  to  bet.  In  other  words,  invest- 
ment opportunity  is  the  difference 
between  reality  and  perception. 

On  a  more  elegant  level,  bridge 
players  call  a  hand  with  no  face  cards 


John  Train  is  president  of  Train,  Smith.  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


a  "Yarborough,"  after  Lord  Yarbor- 
ough, who  gave  odds  of  1,000-to-l 
that  one  would  not  be  dealt  such  a 
hand.  Since  the  true  odds  are  (as  I 
remember)  about  1,600-to-l,  he  did 
well  with  this  wager. 

His  lordship  exploited  this  truth: 
After  the  payoff  on  any  bet  has 
passed  a  very  high  level,  speculators 
or  gamblers  won't  pay  much  more 
for  the  prospect  of  an  even  larger 
payoff.  They  just  can't  visualize  the 
increment.  To  use  the  jargon,  the 
psychology  of  preferences  warps  the 
odds  as  calculated  by  utility  theory. 

An  example  today  is  the  willing- 
ness of  otherwise  sane  persons  to 
get  embroiled  in  commodity  "pro- 
grams," whose  annual  commissions 
can  eat  up  50%  to  100%  of  the 
original  equity — the  house's  take  is 
unconscionably  high.  (One  of  the 
largest  brokers,  ContiCommodities, 
which  on  the  day  I  write  this  has  a 
full-page  ad  headed  "Basic  Training 
for  Commodity  Traders"  in  the  Wall 
Street  Journal ,  until  a  year  or  so  ago 
operated  three  commodity  mutual 
funds,  all  of  which  blew  customers' 
money  and  closed  down.)  Other  ex- 
amples are  speculation  in  low- 
priced,  high-tech  stocks  of  unknow- 
able prospects  and  low-priced  Den- 
ver Exchange  mineral  plays. 

The  reciprocal  psychological  warp 
is  shown  when  people  pay  too  much 
to  avoid  bother.  For  instance,  exten- 
sive tests  show  that  most  of  us 
would  rather  receive  $35  than  have 
a  50%  chance  to  win  $100.  One 
might  call  this  "comfort  investing." 

An  instance  is  selling  options  on  a 
stock  portfolio  to  reduce  volatility, 
even  though  it  cuts  the  total  return. 
People  who  do  this  forget  that  one 
earns  a  return  in  securities  by  accept- 
ing the  risks,  which  include  volatil- 
ity. If  you  hedge  all  the  risks  you  will 
perforce  end  up  with  a  negative  real 
rate  of  return;  you  will  be  accepting 


$35  instead  of  a  50%  shot  at  $100. 
The  extra  $15  will  be  made  by  the 
broker  and  by  whoever  has  taken 
over  the  risk  you  have  refused — by 
the  insurance  company,  so  to  speak. 

Indexing  is  another  example  of 
comfort  investing,  of  taking  a  low- 
er-than-necessary  return  simply  to 
avoid  fuss  and  worry.  Sometimes 
the  Yarborough  syndrome  creates 
this  advantage;  sometimes  the 
comfort  syndrome.  Sometimes 
sheer  panic.  There  are  always  ineffi- 
ciencies in  the  market;  a  profes- 
sional manager  should  have  the  skill 
to  take  advantage  of  them. 

Bond  immunization  programs 
seem  to  me  to  fall  into  the  same 
category.  Instead  of  buying  a  long 
bond  and  then  hedging  with  a  finan- 
cial futures  contract,  why  not  just 
diversify  or  indeed  stay  short? 

Of  course,  it's  not  always  the  fault 
of  the  manager  that  he  gets  lured 
into  comfort  investing.  Frequently 
the  client  or  an  investment  com- 
mittee is  averse  to  anything  with  a 
taint— a  couple  of  down  quarters,  a 
lawsuit,  a  skipped  dividend — even 
though  the  market  price  more  than 
reflects  the  problem. 

Thus,  one  successful  investment 
technique  consists  of  capitalizing 
on  the  public's  low  tolerance  for  dis- 
comfort. Some  pros  make  money 
year  in,  year  out  buying  defaulted 
bonds,  companies  in  Chapter  1 1, 
and  anything  else  that's  under  a 
cloud.  For  example,  a  lot  of  people 
bought  Penn  Central  railroad  bonds 
for  a  few  cents  on  the  dollar  back 
when  it  looked  as  if  the  company 
would  remain  in  reorganization  for- 
ever. Right  now  Phibro  (see  my  col- 
umn of  May  11.  1981)  seems  to  be 
such  a  stock. 

If  you  want  to  play  on  the  side  of 
the  casino  rather  than  with  the  pub- 
lic, one  company  that  coins  money 
by  rarely  making  a  bad  bet  is  Ameri- 
can International  Group,  the  world's 
most  resourceful  insurance  com- 
pany. This  insurer  makes  its  living 
by  accepting  risks  that  other  people 
don't  want  to  hold.  But  it  accepts 
them  on  its  own  terms.  A  sort  of 
Lord  Yarborough  of  the  insurance 
business.  I  mentioned  AIG  first  in 
1978  at  37,  and  many  times  since. 
It's  now  at  about  65,  roughly  9  times 
this  year's  earnings,  which  continue 
to  grow  at  well  over  20%  a  year.  The 
stock  is  as  cheap  as  ever.  The  public 
hasn't  yet  caught  on.  ■ 


The  E.F.Hutton  Real  Time  Options  Strategy7  System  (RTOSS) 


How  to  get  an  option  no 
other  investment  firm  offers. 


.  F.  Hutton  has 
eated  by  far  the 
ost  versatile, 
ost  sophisticated 
)tions  information 
stem  in  the  brokerage  field  today. 

hen  it  comes  to  trading  options, 
>ur  best  option  is  the  E.  F.  Hutton 
bal  Time  Options  Strategy  System. 

Bullish?  Bearish?  Neutral? 

stantly,  your  Hutton  broker  can  call 
on  an  electronic  library  of  option 
"ategies  that  reflect  your  current 
irket  situation. 

Or,  if  you  prefer,  due  to  our 
lique  cross  reference  indexing  capa- 
Ities,  you  can  also  check  on  specific 
■curities.  Simply  tell  us  the  security 
iu're  interested  in,  and  we  can  out- 
las  a  strategy  for  it. 

I  Fastest  market  update  available. 

I!>  fast  as  the  market  moves,  our 
iife-of-a-kind  system  moves  right 
'i  ng  with  it. 

At  a  push  of  a  button  any  Hutton 
>ker  ran  pivp  vou  access  to  critical 


Real  Time  Options  Strategy  System, 
fill  in  the  coupon  below  for  a  free 
OCC  Prospectus  and  brochure.  Or 
call  toll-free,  24  hours,  7  days  a  week: 

800-453-9000 

(In  Utah,  800-662-2500) 
And  if  you  wish,  we'll  be  happy  to  talk 
to  you,  face-to-face,  about  how  our 
unique  system  can  help  give  you  a 
needed  edge  in  today's  option  market. 

Talk  to  E.E  Hutton. 
Face  to  face. 


current  market  information. 

All  in  detail.  All  based  on  the  lat- 
est bid  and  asked  quotations. 

Objections  overruled. 

One  big  objection  to  conventional 
information  systems  is  commission 
and  interest  data  are  not  included. 

Not  so  with  Hutton's  system. 
Commission  and  interest  data  are 
always  figured  in. 

Another  objection  to  other  sys- 
tems is  that  prices  do  not  reflect  the 
current  market. 

Again,  our  system  is  different. 
All  costs  are  continually  updated 
throughout  the  day.  And  because  the 
prices  used  are  based  on  actual  offer- 
ing quotations,  the  system  provides 
the  best  possible  chance  for  com- 
pleted transactions. 

Take  your  Options  now. 

To  find  out  more  about  R.  F.  Hutton's 


Yes,  I  want  to  know  more 
about  E.F.  Hutton's  ReaJ 
Time  Options  Strategy 
System  (RTOSS). 
O  Please  send  me  an 
OCC  Prospectus  and 
your  brochure. 
□  Please  arrange  for 
a  face-to-face  meeting 
with  an  E.F.Hutton 
Account  Executive. 


MFBS03012PB56 


Name 


Address 


Citv 


State 


Zip 


Business  Phone 


Home  Phone 


My  E.  K  Hutton  Account  Number  is: 
□  I  do  not  have  an  E.E  Hutton  Account. 


IFHutton 

E.F.  Hutton  &  Company  Inc. 
E.F.  Hutton  Information  Center 
P.O.  Box  10318 
Des  Moines,  Iowa  50306 

When  E.  F.  Hutton  talks,  people  listen. 

Member  SIPCl 


Psychology  &  Investing 


Greed  is  out.  Financial  security  is  in.  That 
should  help  investors — and  the  nation: 


THE  DEADLY  SIN 


By  Srully  Blotnick 


Hang  on,  Paul  Volcker.  Take  an- 
other puff  on  that  long  cigar  and  just 
let  all  the  criticism  hurtle  by.  There 
is  good  news:  Your  medicine  is 
working.  And  it's  working  where  it 
counts,  not  just  in  the  significant 
decrease  we're  seeing  in  the  prevail- 
ing rate  of  inflation,  but  in  the  atti- 
tudes and  actions  of  the  millions  of 
Americans  who  make  business  and 
investment  decisions. 

Consider  Sam,  age  49,  a  wealthy 
Washington  lawyer.  "The  Amex 
doesn't  seem  to  crackle  lately,"  he 
said,  a  bit  disenchanted  at  the 
thought.  "I  can't  find  anything 
there  anymore  that  really  turns  me 
on.  I  must  be  getting  old." 

But  there's  more  than  stiff  limbs 
involved.  Sam's  not  the  only  one 
who  has  become  more  cautious  in 
recent  months.  Cliff,  41,  the  head  of 
a  large  export-import  firm  in  New 
York  City,  has  similar  comments  to 
make  about  the  current  state  of  eco- 
nomic affairs.  "I've  always  been  a 
man  who  lived  on  the  edge,"  he  said 
with  a  proud  stare.  "I  love  to  take  a 
shot  at  something — you  know,  a 
gamble."  He  hesitates  for  a  mo- 
ment: "But  this  is  not  the  time." 

What  makes  this  newfound  cau- 
tion so  significant  is  this:  The  last 
time  these  two — and  many  like 

Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 

Investing. 


them — expressed  such  sentiments 
was  in  the  middle  of  1974,  when  a 
deep  recession  and  temporarily  ex- 
pensive money  scared  the  specula- 
tive orientation  out  of  a  nation  that 
was  becoming  smug  and  almost 
oblivious  to  risk.  "Why  should  I 
worry  about  paying  50  times  earn- 
ings for  top-tier  growth  stocks?" 
Sam  had  asked  indignantly  in  1973, 
when  I  inquired  about  the  safety  of 
the  "Nifty  Fifty,"  totems  of  the 
time.  "Nothing  can  happen  to  these 
stocks,"  he  added. 

As  we  know,  the  people  playing 
them  were  lucky  to  get  out  with  the 
shirts  on  their  backs.  Losses  of  80% 
were  common  when  these  idols  fell. 
But  it  served  a  crucial  purpose:  to 
reintroduce  into  the  minds  and  be- 
havior of  investors  a  degree  of  re- 
straint that  had  vanished. 

The  same  thing  is  happening 
again  in  1982.  This  time,  though, 
it's  not  the  collapse  of  any  particular 
investment  sector  that's  driving  the 
message  home.  Stocks  and  real  es- 
tate have  held  up  relatively  well 
thus  far.  No  80%-to-90%  losses  as  a 
commonplace  event.  Instead,  it  has 
been  a  story  of  moderate  pain  across 
the  board,  but  it  adds  up,  and  is 
starting  to  cause  the  same  result. 

Two  statistics  shed  a  particularly 
revealing  light  on  how  thorough  is 
the  transformation  presently  taking 
place.  As  the  rate  of  inflation  again 
soared  to  double-digit  levels  in  the 
late  Seventies,  after  having  dipped 
to  4.8%  in  1976,  the  investors  in 
my  sample  repeatedly  kept  raising 
their  sights. 

"I  have  to  make  over  20%  [per 
annum]  on  my  money,"  said  Sam  in 
January  of  1973,  "or  else  I'll  really  be 
falling  behind  more  and  more  each 
year — and  I  want  to  make,  say,  15% 
[per  annum)  on  top  of  that."  Cliff's 
estimate  in  February  1973  of  a  rea- 
sonable rate  of  return  on  his  invest- 
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ments  was  similar:  "If  I'm  going  to 
do  this  at  all  [invest  in  the  stock 
market],  I  want  to  get  50%  a  year,  or 
why  bother?" 

Their  targets  were  typical:  The 
index  of  investor  expectations  for 
my  sample  as  a  whole  in  1973  stood 
at  48.1.  By  the  end  of  the  next  year 
it  had  plunged  below  zero  for  the 
first  time,  reaching  a  low  of  -3.7  in 
December  1974. 

Nothing  that  drastic  has  hap- 
pened yet,  but  the  percentage  de- 
crease is  starting  to  reach  compara- 
ble proportions.  In  the  last  1 7 
months  investors  have  lost  faith  in 
the  oil  and  gas  group.  More  than  55 
points  have  disappeared  from  their 
annual  expectations.  Seems  that 
most  have  forgotten  just  how  heady 
those  expectations  had  grown. 

The  change  is  showing  up  not 
only  statistically,  but  also  in  terms 
of  the  everyday  language  investors 
use  to  describe  their  personal  mone- 
tary goals.  During  periods  when  the 
economy  is  strong,  people  manage 
to  work  up  the  courage  to  admit 
that  they  have  grown  greedy.  The 
pot  of  gold  at  the  end  of  the  rainbow 
seems  well  within  their  grasp,  and 
they  find  themselves  both  talking 
about  and  reaching  for  it. 

When  times  grow  tight  and  the 
economy  is  shaky,  a  seemingly  sim- 
ple shift  occurs  in  their  conversa- 
tion: People  stop  talking  about  be- 
ing greedy  and  instead  claim  that 
what  they  are  searching  for  is  mere- 
ly financial  security. 

A  trivial  semantic  distinction? 
Not  at  all.  Greed  is  infinite  and 
smacks  of  irrationality.  Financial 
security  is  finite,  smacks  of  careful 
planning  and  sounds  enormously 
more  reasonable. 

Far  from  being  a  purely  cosmetic 
switch,  this  is  one  substitution  that 
stands  a  good  chance  of  having 
beneficial,  long-term  consequences 
for  those  who  choose  to  make  it — 
and  for  the  nation.  Spread  right 
across  the  economy  and  reaching 
down  to  the  factory  floor,  this 
change  in  attitude  bodes  well  even- 
tually for  American  productivity, 
savings  and  investment.  There's  an 
important  bonus  for  individuals: 
Anything  that  gives  a  more 
thoughtful  and  less  rabid  tinge  to 
someone's  quest  for  untold  riches  is 
likely  to  improve  the  odds  that  the 
search  ultimately  will  produce  prof- 
itable results.  ■ 


Here's  an  easy  low-cost  way 
to  distribute  your  company^ 
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to  q  market  that  owns  over 
$249  billion  in  corporate  stocks 
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i  COST-EFFICIENT  WAY  TO 
•ISTRIBUTE  YOUR  ANNUAL  REPORT 

t  the  low  cost  of  $2,380  for  a  1/8  page,  black  and 
ihite  advertisement,  the  Annual  Report  Section  will 
;ature  highlights  from  your  current  annual  report 
I  FORBES'  700,000  affluent  subscribers  at  a  cost- 
er-thousand of  only  $3.40.  And  you'll  receive  tan- 
;  ble  results  for  this  modest  promotion  investment 
ucause  the  readers  of  FORBES  respond  in  great 
:ljmbers  to  this  yearly  section.  Last  year's  section 
liberated  well  over  780,000  individual  requests  for 
,  inual  reports,  with  each  advertiser  receiving  an 
-erage  of  more  than  5,700  requests. 


ISSUE  DATE:  APRIL  26, 1982 


REACH  AN  AUDIENCE  OF  ACTIVE 
AFFLUENT  INVESTORS 

Of  FORBES'  700,000  subscribers,  92%  own  corpo- 
rate stock.  And  with  average  corporate  stock  hold- 
ings of  $387,000,  FORBES  subscribers  represent  a 
market  that  owns  over  $249  billion  in  corporate 
stocks.  FORBES'  subscribers  are  in  on  a  sizable 
piece  of  the  action  in  American  business.  And 
they're  in  a  position  to  invest  because  of  their  large 
personal  wealth.  Average  annual  personal  income 
is  nearly  $80,000  and  average  net  worth  tops  the 
$720,000  mark.  In  fact,  one  out  of  seven  FORBES 
subscribers  is  a  millionaire.  In  addition  to  their  own 
portfolios,  half  of  FORBES'  subscribers  help  make 
investment  decisions  for  others. 
(Source:  Don  Bowdren  Associates,  1979) 

CLOSING  DATE:  MARCH  12, 1982 


ike  advantage  of  this  special  opportunity  to  present  your  company's  performance  record  for  1981 
the  way  you  want  it  presented.  For  further  information,  contact  Sarah  Madison, 


Commodities 
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A  recent  "Cattle-on-Feed  Report"  showed 
that  cattlemen  had  reduced  the  number 
of  cattle  they  placed  on  feed. 

WHERE  HAVE  ALL 
THE  CATTLE  GONE? 


By  Stanley  W.  Angrist 


The  recent  "Cattle-on-Feed  Report" 
shows  a  continuing  pattern — cattle- 
men have  been  placing  fewer,  but 
heavier,  feeder  cattle  on  feedlots  to 
replace  those  sent  to  slaughter. 
They  are  not  inclined,  in  view  of 
high  interest  costs,  to  keep  younger 
and  lighter-weight  cattle  on  feed  for 
long  periods. 

The  problem  the  market  has  to 
face  is  that  feedlot  operators  are 
holding  heavier-weight  cattle  past 
their  optimal  market  weight.  Steers 
over  1,100  pounds  on  feed  in  mid- 
January  were  118%  of  the  average 
number  on  feed  for  the  past  seven 
years.  The  most  likely  explanation 
of  this  phenomenon  is  that  cattle 
feeders  want  to  take  advantage  of  an 
abundant  supply  of  cheap  feed, 
meanwhile  hoping  for  a  rally  in  cat- 
tle prices. 

Like  almost  everything  else,  the 
price  paid  for  cattle  is  influenced  by 
supply  and  demand.  On  the  supply 
side  the  variables  include:  1)  the 
number  of  cattle  produced;  2)  the 
number  on  feed;  3)  the  cost  of  feed; 
and  4)  weather  conditions.  On  the 
demand  side  the  salient  factors  are: 
1)  population  growth;  2)  consumer 
disposable  income;  3)  consumer 
tastes  and  preferences,-  4)  seasonal 
consumption  patterns,-  and  5)  the 
price  of  substitute  products.  In  addi- 


Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


tion,  there  is  a  significant  seasonal 
variation  in  the  supply  of  beef. 
These  factors  cause  cattle  to  be  one 
of  the  best  commodities  to  spread. 

Reduced  placement  of  cattle  on 
feed  in  the  major  producing  states 
in  recent  months  points  to  some 
contraction  in  fed-cattle  supplies 
this  spring.  This  contraction,  more- 
over, would  occur  at  a  time  when 
hog  slaughter  should  be  significant- 
ly lower  than  a  year  ago.  All  this  has 
led  me  to  examine  the  spread  be- 
tween June  and  October  cattle. 

The  spread  table  here  shows  the 
performance  of  the  June  versus  Oc- 
tober spread  expressed  in  points 
(1/100  of  a  cent)  on  various  dates  for 
the  first  half  of  the  year.  I  have 
presented  data  for  the  current  year 
and  the  nine  preceding  years  as 
well.  These  data,  as  well  as  those  for 
1968  through  1972,  have  been  gath- 
ered by  the  Futures  Market  Service 
of  the  Commodity  Research  Bu- 
reau, Inc.  The  average  gain  in  the 
spread  for  the  years  1968  through 
1972  was  125  points  ($500  per 
spread).  In  only  one  of  those  years 
(1970)  did  the  spread  fail  to  work, 


and  then  it  lost  only  18  points  ($72 
per  spread).  The  spread  has  failed 
twice  in  the  nine  most  recent  years 
(1973  and  1974). 

In  the  five  earlier  years  (1968 
through  1972)  the  spread  worked 
better  if  put  on  around  Jan.  15  and 
taken  off  around  May  15.  In  more 
recent  years  the  spread  has  worked 
best  if  put  on  in  early  to  mid-Febru- 
ary and  then  taken  off  around  Apr. 
30.  The  average  gain  in  the  spread 
from  Jan.  15  to  May  15  has  been 
about  $540  per  spread,  while  the 
average  gain  from  Jan.  31  to  Apr.  30 
has  been  about  180  points,  or  $720 
per  spread. 

I  would  be  willing  to  buy  June/sell 
October  cattle,  with  June  at  no 
more  than  250  points  premium  to 
October.  If  it  is  successful,  and  the 
spread  widens  to  450  points,  I  would 
take  it  off  for  a  200-point  profit 
($800  per  spread).  I  would  then  look 
to  reverse  it  by  buying  October  and 
selling  June.  I  would  also  look  for  a 
200-point  profit  on  that  trade.  I 
would  exit  the  first  trade  by  the  end 
of  April  and  the  second  trade  by  late 
May  under  any  circumstances.  I 
would  risk  no  more  than  100  points 
($400  per  spread)  on  either  position 
on  a  close-only  basis.  (That  is,  only 
if  the  spread  were  going  to  close 
suffering  an  adverse  move  of  more 
than  100  points  would  I  exit  the 
spread.) 

The  margin  on  this  spread  on  the 
Chicago  Mercantile  Exchange  is 
$700,  while  on  the  half-size  con- 
tract on  the  Mid-American  Ex- 
change the  margin  is  $250.  Round- 
turn  commission  on  the  full-size 
contract  is  about  $80.  ■ 


June  versus  October  cattle 

In  seven  of  the  last  nine  years  has  done  better  if  removed  by  the 

June    cattle    has    managed    to  end  of  April.  A  minus  sign  means 

achieve  sizable  gains  relative  to  June  was  at  a  discount  to  October,- 

October.  In  most  years,  the  spread  otherwise  it  was  at  a  premium. 


Year 

Jan  31 

Feb  15 

Feb  28 

Mar  31 

Apr  30 

May  15 

1982 

275 

1981 

25 

135 

67  • 

82 

425 

373 

1980 

95 

200 

145 

143 

230 

137 

1979 

247 

308 

273 

395 

458 

227 

1978 

-33 

22 

32 

120 

85 

180 

1977 

-120 

-132 

-170 

-155 

200 

168 

1976 

-72 

-40 

-165 

-70 

100 

-245 

1975 

5 

45 

115 

288 

555 

767 

1974 

215 

-175 

-323 

-270 

-60 

120 

1973 

82 

178 

187 

85 

70 

52 

Note:  All  figures  are  in  points  equal  to  '/ioo  of  a  cent.  Source:  Commodity  Research  Bureau 


THEY 
DESERVE TO 


Those  who  served. 

They  came  from  high  schools  and 
colleges,  big  cities  and  little  towns. 

Some   of  them  were 
drafted  and  others  vol- 
unteered. The  war  they 
fought  was  con- 
troversial at  best, 
greatly  despised  at 
worsi.  But  those  who  fought, 
those  sons  and  daughters, 
neighbors,  friends  and  rela- 
tives, didn't  judge,  they  served. 
Recognition  of  the  over 
2,700,000  who  served  has  been 
a  long  time  coming.  The  Viet- 
nam  Veterans   Memorial  will 
finally  recognize  their  service 
and  those  who  died. 

Their  Memorial 

will  stand  on  two  acres  of 
national  park  land  in  Constitu- 
tion Gardens  near  the  Lincoln 
Memorial.  It  will  make  no  political 
statement.  The  names  of  each 
of  the  57,692  Americans 
who  died  will  be  inscribed 
on  the  memorial. 

But  we  need  money  to 
cover  the  costs  of  the  pro- 
ject. The  Memorial  will  be 
built  solely  with  funds  from 


your  tax-deductible  contributions. 
Twenty  dollars  will  inscribe  the 
name  of  one  Vietnam  Veteran  who 
died  in  the  war.  All  donations  will  help 
make  the  Memorial  a  reality.  Remem- 
ber those  who  fought  and  served  our 
country... 

Give  to  the  Vietnam  Veterans 
Memorial  Fund. 

Vietnam  Veterans  Memorial  Fund 
P.O.  Box  37240 
Washington,  D.C.  20013 

Enclosed  is  $100—  $50 $20_  Other  

lor  the  Vietnam  Veterans  Memorial. 

Name  


Address . 


City. 


State  . 


-Zip 


All  donations  are  tax-deductible  Please 
send  your  personal  check  today 


l_. 
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DISTINCTIVE 
PROPERTIES  .  . 


MONTANA  DEL  CIELO.  .  . 

In  prestigious  Montecito,  IV2  hours 
away  from  Los  Angeles,  nearly  150 
acres  of  gently  rolling  hills  and  pas- 
tureland,  ideal  for  development  into 
spectacular  residential  estate, 
horsebreeding  facility  or  large-scale 
agricultural  operation.  Property 
could  also  be  divided  into  3  sepa- 
rate parcels.  Well-maintained  roads 
lead  to  the  property  line,  and  plans 
for  security  gates,  paved  interior 
roads  and  underground  utilities  are 
all  included  in  the  purchase  price. 
$2,500,000     Brochure  #FB  21 -22 

PARKVIEW.  .  . 

Set  on  a  gentle  knoll  overlooking 
Cold  water  Park,  this  lovely  15-room 
Georgian  manor  boasts  superb  ar- 
chitectural detailing.  Corinthian  col- 
umned archways  in  the  entrance 
hall,  living  room  with  marble  fire- 
place and  double  doors  opening  to 
the  barroom  and  beyond  to  outdoor 
patio,  pool  and  gardens,  and  master 
suite  with  his  &  her  dressing  rooms 
and  private  terrace — are  only  a  few 
of  the  outstanding  features. 
$2,950,000     Brochure  #FB  21-18 

ROUND  RIVER.  .  . 

A  veritable  compound  is  created  by 
the  protective  lake  and  river  front- 
age and  private  club  grounds  sur- 
rounding this  216-acre  retreat  fea- 
turing a  handsome  7-room  ranch 
residence  with  tennis  court  and 
dock;  1  hour  from  Houston. 
$1,350,000     Brochure  #FB  15-19 

VISTA  DEL  MAR.  .  . 

Commanding  unparalleled  views  of 
the  Pacific,  this  magnificent  12- 
room,  Hacienda-style  residence  is 
sequestered  on  2.4  acres  of  ex- 
quisite landscaping  with  tennis 
court,  two-bedroom  guest  house 
and  vast  avocado  and  citrus  or- 
chards. Situated  in  a  prestigious  pri- 
vate community  with  complete  rec- 
reational amenities. 
$2,000,000     Brochure  #FB  21-20 

Please  contact  us  for  brochure 
and  further  information  on  the 
most  distinctive  properties  for 
sale  throughout  the  United 
States. 


Sotheby's 

International  Realty 

980  Madison  Avenue 
New  York  10021 
Tel.  212/472-3465 


FREE  CATALOG 
Big  .  .    Free  SPRING  Catalog  describes 
and  pictures  farms,  ranches,  acreages,  rec- 
reational properties,  businesses,  town  and 
country  hornes  in  46  states  coast  to  coast! 
Please  specify  type  and  location  preferred. 
UNITED  FARM  AGENCY 
612-Y  W.  47th  Street 
Kansas  City,  MO.  641 12 


SCARING 


IS  CARING 


WILLOWFIELD 

Over  twelve  acres  in  the  heart  of  New  Jersey's  fabled  Bedminster  hunt 
country.  Superb  200  year  old  Colonial  that  was  once  a  tavern,  now  a 
gentleman's  country  estate.  Substantial  two-story  barn  and  paddock. 
Offered  at  $385,000.  Additional  acreage  available.  (201)  234-9100. 


TURPIN 

REALTORS 


a  Sotheby  Parke  Bernet  affiliate 
Far  Hills/Mendham/Bernardsville,  New  Jersey 


MISCELLANEOUS  FOR  SALE 


GENUINE  GEMSTONESAND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade. 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 


COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 

u.s.  office: 
235  6th  Street 
Pine  City,  Minn.  55063 
6 1 2-629-2537 
Industria  De  Juias  Padua  LTDA. 
Belo  Horizonte,  Brazil 


MANUFACTURERS' 
REPRESENTATIVES 


REPS  &  MANUFACTURERS 

Thousands  of  Reps  read  our  Bi-Weekly 
bulletin  of  lines  offered  for  representation 
in  all  fields.  Many  other  services  for  Reps 
and  Manufacturers  including  Newsletter, 
Profile  Service,  Group  Discount  Programs 
etc.  (Our  25th  Year)  Details:  Keith 
Kittrell,  United  Association  Manufac- 
turers' Reps,  Dept.  12,  808  Broadway, 
Kansas  City,  MO  64105 


BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  Newsletter  tells 
you  which  firms  are  looking  for  represen- 
tatives, the  firm's  product  line  and  ter- 
ritories available. 

For  information  write:  • 
Manufacturers'  Agents'  Newsletter 
Dept.  178A,  23573  Prospect  Avenue 
Farmington,  Michigan  48024 


wnnML8 

INDUSTRIES  INC 

10% -15%  DISCOUNT 
X  OR  MORE 


ON  ALL 


newTRS~80 


BY  RADIO  SHA 


Brand  New  in  Cartons  Delivered.  Sa 
State  Sales  Tax.  Texas  Residents  Add  On 
5%  Sales  Tax.  Open  Mon.-Sat.  9-6  V 
pay  freight  and  insurance.  No  extra  chari 
for  Mastercard  or  Visa.  Call  us  for  a  Re 
erence:  Farmers  State  Bank  Brookshir 
Texas. 

Orders:  1 -800-231 -3680 
21969  Katy  Fwy. 
Katy  [Houston).  Texas  77450 
Questions  t  Inq?  1-71 3-392-0747 
c  1980,  Marymac  Industries,  Inc. 
Ed  or  Joe  McManus 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exami 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  800-362-7052 
SOUTHLAND  UNIVERSITY 
Dept.  21B       35  N.  Craig  Ave. 
Pasadena,  CA  91107 


AIRLINE  COUPONS 


EASTERN  AIRLINES 

and  WORLD  AIRWAYS  Stockholder 
the  Stockholder  Travel  Vouchers  issi 
to  you  are  fully  transferable  by  gift  or  s. 
and  we  are  actively  buying  them.  We 
also  selling  PAN  AM  2-for-l  coupe 
allowing  one  spouse  to  fly  free  abroad! 
TRAVEL  ENTERPRISES 

(212)  242-2469,  (714)  832-0700,  or  (j 

585-4500. 


FORBES  CLASSIFIED  is  publisrtei 
the  first  issue  of  each  month  Ad' 
tising  closing  date  is  one  month 
ceding  date  of  issue. 

Frequency  discounts  available.  F 
ment  must  accompany  order  unll 
from  accredited  agency. 

FOR  ADDITIONAL  INFORMATION 
WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  CLASSIFIED 

60  Fifth  Avenue  New  York,  NY  1001 1 
(212)  620-2440 


FAST  FACTS 
ABOUT  FORBES 
SUBSCRIBERS: 

~k  Total  paid  circula- 
tion: 700,000 


*  184,000  serve  on 
their  companies' 
board  of  directors 

*  331,000  are  in  top 
management 
positions 


*  233,000  serve  on 
boards  of  one  or 
more  companies 

ir  Average  household 
income:  $93,000 


*  675.000  own 
securities.  Average 
value:  $473,000 

Average  net  wor 
$724,000 


Forbes 


Classified/ March  1,  1982 


CAPITAL  TO  INVEST  BUSINESS  OPPORTUNITIES         BUSINESS  OPPORTUNITIES  EXECUTIVE  GIFTS 


SOLUTIONS  TO 
FINANCIAL  PROBLEMS 


Guarantees  from  Prime  Banks 
for  principle  and/or  interest 
fash  to  open  Escrows 
Tie  up  R  E.  or  Business  Purchase 
Cash  placed  in  bank  accounts 
Compensating  Balances  for 
R  E  Stand-Bys  &  Take-Outs 
Venture  Capital  &  Real  Estate 
Minimum  $150,000 
BROKERS  PROTECTED 
Bancor  Financial  Limited 

j67  San  Nicolas  Dr .  Suite  206,  Newport  Beach,  CA  92660 


PHONE  (714)  640-1633 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50; 
three  for  $21.75 

nd  check  with  your  name  and 

address  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 


COMPUTERS 


TRS-80 

DISCOUNT 
)IRECT  PRICES 

WRITE  FOR 
'REE  CATALOG 
.earn  To  Do  It  Yourself  &  Sove  Money 

YOUR  TRS-80 
RSONAL  COMPUTER  HEADQUARTERS 


MICRO  MANAGEMENT 
SYSTEMS.  INC. 

DEPT  NO.    3  2 
Downtown  Plozo  Shopping  Center 
5C  Second  Ave.  S.W  •  Cairo  Go.  31728 
912-377-7120  Ga  Phone  No 


EXECUTIVE  LOANS 

utive  loans-by-mail  up  to  $10,000. 

enicnt,  confidential  and  no  collateral, 
or  taxes.  IRA/Keogh,  or  any  purpose. 

Call  800-551-6572 
ill  LA  call  collect  318-473-0502) 

or  write  Barclays  American 
).  Box  5425,  Alexandria,  LA  71301 
vailable  in  AL.  AR,  CA,  DC,  FL,  IN, 
ME,  MD.  MA,  MI,  NM.  NY.  OH 
OR,  SC.  SD.  TX.WA.WI 


LOOKING  FOR  A  NEW  BUSINESS? 

General  Electric  s  "New  Product/New  Business  Digest"  describes  over  500 
products— and  processes  that  are  available  for  acquisition  or  licensing  to  use  or 
manufacture  and  market  yourself. 

Items,  large  and  small,  range  from  new  inventions  and  R&D  spinoffs  to  fully 
developed  and  tooled-up  products  from  a  variety  of  sources:  universities,  R&D  firms, 
Government  agencies,  entrepreneurs  and  maior  companies  You  may  find  the  one 
product  you  need  to  start  your  own  business  or  add  to  your  product  fine 

The  Digest  began  12  years  ago  as  an  outlet  for  GE  items  only  Appropriate  items 
are  searched  out  from  all  sources 

The  illustrated  8'/;  x  11  inch  "New  Product/New  Business  Digest"  contains  67 
pages  and  includes  over  500  items  with  complete  names  and  addresses  for  your 
direct  follow-up  contact  The  1982  Annual  Edition  is  only  $45  00/copy  ($60  00/copy 
overseas)  Only  prepaid  orders  are  accepted  N  Y.  State  residents  add  sales  tax. 

General  Electric  Company  •  Business  Growth  Services 
120  Erie  Blvd..  Room  153  •  Schenectady,  N  Y.  12305  USA 

GENERAL  A  ELECTRIC 


1-800-327-6970 

Facts  About  U.S. 
Oil/Gas  Lease  Program: 

•  Over  $4,800,000  worth  of 
leases  awarded  to  FRC  clients 
in  past  180  days. 

•  Never  before  has  FRC  put 
such  a  premium  on  valuable 
federal  lease  rights 

•  100%  Tax  Deductible 
Updated  Complimentary  Brochure 


FRC,  131  State  Street,  "930 
Boston,  MA  02109 


BUSINESS  SERVICES 

How  to  Sell  Yourself! 

You  can  double,  even  triple  your  sales  .  -  . 
whether  you  are  an  individual  salesman  or 
a  Sales  Manager!  You  can  skyrocket  your 
salesl  How?  With  the  powerful  Sales  Letter 
I  write  especially  for  you.  It's  a  "magic" 
letter  that  gets  interviews  for  you.  Thinkt 
You  can't  sell  a  $500  bill  for  $5  without  an 
interview.  I  can  write  a  Sales  Letter  that 
will  swamp  you  with  interviews!  Interviews 
=  Sales:  Sales  =  Profits.  Oo  you  sell  IRAs? 
Tax  Shelters?  Raise  venture  capital?  Do 
you  sell  products  or  services?  The  Sales 
Letter  I  write  for  you  pre- sells  your  prospect. 
You  get  the  interview  and  close  the  sale. 
Proof.  48  interviews  for  a  stock  broker. 
$2.7  million  venture  capital  raised  in  27 
days.  A  $2  million  jet  aircraft  sold  in  ten 
days.  A  $50  million  real  estate  development 
sold  out  to  limited  partners!  Heavy  equip- 
ment to  small  computers.  All  solrt!  But  .  .  . 
you  must  get  interviewsl  That's  what  my 
fantastic  Sales  Letter  does  for  you.  It  gets 
interviewsl  Two  facts:  (1)1  will  write  for 
you.  or.  (2)  You  will  wish  I  had.  Because  I 
can  make  money  for  youl  Call  ALLEN 
SEARS.  (602)991-6337.  (Tear  this  out  to 
remind  you  to  call  me  TODAY!) 

EXECUTIVE 
FINANCIAL  SERVICE 

_ELLER  ORflm_ 

LIFE  INSURANCE  PROBLEMS? 
We  perform  underwriting  miracles 
for  rejected  or  rated  individuals. 

WAKKf  N  B  f  LU  H  A(.f  NC  Y.  INC 


31313  Northwestern.  Suite  III 
Farminglon.  Michigan  4HII1H 
Telephone  1 3 1  31  626  K97.1 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
Call  collect 

Trucking  Firms 

$340,000—  $1,900,000 
Motorcycle  Dealerships 
$40,000— $325,000 
Auto  Body  &  Repair  Shops 
$35,000— $500,000 
Automotive  Dealers,  New  &  Used 
$49,500— $325,000 
Oil  &  Gas  Jobbers 
$96,000— $2,400,000 
Service  Stations  &  Truck  Stops 
$17,500— $420,000 

AFFILIATED 
BUSINESS  CONSULTANTS 

Box  6358,  Dept  F.  Co  Spgs  .  Co.  80934 
(303)  630-8188.  Ext.  14 
No  fee  lo  buyer  involved 


I  HOME  IMPORT  

MAIL  ORDER  BUSINESS 

Big  earnings  in  profitable  spare/full 
time  project.  Deal  direct  with  over- 
seas suppliers.  Newest  products  at 
fraction  U.S.  cost.  Up  to  500% 
profit.  No  product  investment. 
Famous  world  trader  starts  vou. 
Write:  Mellinger,  Dept.  R1593 
Woodland  Hills,  CA  91367 


You  Can  Make  Money  With 
The  Arabs 

They  have  money  to  buy  and  invest  in  prod- 
ucts equipment,  business  ventures,  real  es- 
tate. One  transaction  can  make  you  inde- 
pendent for  the  rest  of  your  life  TOP 
FINDERS  FEES  PAID  FREE  REPORT 
International  Middle  East  Assoc..  Dept. 
FB-3.  8291  Flaxman  Dr  .  Huntington 
Beach,  CA  92646 


Petrogram  Services  offers  a  new  Concept  in 
filing  for  oil  &  gas  leases.  $18  per  filing  period 
brings  you  instructions,  materials  &  geological 
recommendations.  For  free  brochure  contact: 
Petrogram  Services 
701  Carlisle  Blvd.,  NE 
Albuquerque,  NM  87106 
(505)  256-1166 


Mampton  Mad,  £td. 


THE  CORPORATE  COLLECTION 
Hampton  Hall  Ltd  ,  the  leading  manufacturer 
of  corporate  neckwear,  will  design  a  handsome 
tie  and  scarf  for  your  company,  club,  or  school. 

Add  to  this  a  leather  bound  wallet  and  a  belt  of 
the  same  motif  and  you  have  the  Hampton  Hall 
corporate  collection. 

Custom  designed  tote  bags  and  hats  are  also 
available.  For  additional  information  and  bro- 
chure, please  call  or  write: 

HAMPTON  HALL  LTD., 
51  East  42nd  St.  (at  Vanderbilt  Ave.) 
New  York,  New  York  10017 

(212)687-6810      Ucpt  FB.3 


America's 
LOWEST 

Apple  3.  128K   2839.00 

Hewlett-Packard  41CV  259.95      41C  199.95 

Hewlett  Packard  85.  Computer,           .  1985  00 

Texas  Instrmts  NEW  99/4A  computer.    .  369  95 

Texas  Instrmts  59    179  95 

PC  100C   157  95 

ATARI  48K  Computer   799.95 

ATARI  Video  Game   146.95 

Mattel  Horse  Race  Anah/rer.  Re  SI25.00.  23  95 

Mattel  Inlellivision  2609    234.95 

Casro  Calc.  Watch  C  90 130  more  models)  37  95 

Seiko  Watches/400  mods,  to  choose  from  69  9  5  &  up 

LCD  Pen  Watch/5  tunct/stnd.  refill        .  14.95 

Olympic  Sales  Company  •  216  So.  Oxford  Ave. 
Los  Angeles,  CA  90004  •  Telex  67  34  77 
TOLL-FREE  (800)  421-8045  louts.de  Calif) 

In  213  Area  Code  (213)  739-1130 
In  Calif.  800  252  2153  Request  our  Catalog 


GRAPHITE  PACK  FLY  RODS 

Superb  4-piece  rods.  Models  include 
9'  for  5-7  line  ($150)  and  Wi'  for  7-9 
line  ($190).  Free  10-day  trial  arrange- 
ment. MasterCard,  Visa. 

Deer  fit  !d  Rod  Company 
70- A  Arcadia  Road,  Hackensack 
NJ  07601  (201)  343-8325. 


EXECUTIVE  SERVICES 


NECKTIE  NARROWING 


NECKTIES  RECUT  &  RESHAPED 
to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minimum 
Send  for  free  tie  mailer  or  mail 
direct.  Satisfaction  guaranteed 
Also  jacket  lapel  narrowing,  $39.95 
ROBLIN  TIEMASTER 
190E  Glen  Cove  Avenue 
Glen  Cove,  NY  1 1542 


brbes:  CapitalistTool® 


ONE  OUT  OF  EVERY  7  FORBES 
SUBSCRIBERS  IS  A  MILLIONAIRE 


Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 


Agrigenetics  54 

Allegheny  Ludlum   12 

Allied  Supermarkets   134 

American  Broadcasting   16,  64 

American  Can   6,  39 

American  International  Group   154 

AT&T   41,  64,  118,  149,  151 

Anta   50 

Associated  Madison   40 

Avnet   66 

BankAmerica   151 

Beechcraft   128 

Boise  Cascade   43 

Bonray  Drilling   51 

BLLtdlU.K  )   26 

Burlington  Northern   107 

CAST   64,  106 

CBS   16 

Cable  News  Network   64 

Canadian  National  Railway   106 

Canadian  Pacific  107 

Cellular  Communications   118 

Cessna  Aircrait  128,  138 

Cetus  62 

Challenge  Ministries   51 

Champion  Intl   43 

Chefs  Intl   45 

Chicago  Milwaukee   107 

Chicago  &  North  Western   107 

Chrysler   102,  150 

Cincinnati  Milacron  66 

Citicorp   10,  56,  102 

Collaborative  Research   62 

Commonwealth  Oil  and  Refining   109,  134 

Community  Trend  Timing  Fund   142 

Computervision   151 

Container  39 

Conti-Commodities   154 

Continental  Gram   154 

Continental  Group  39 

Continental  Illinois  Bank   18 

Control  Data  1 14 

Cox  Broadcasting   65 

Crown  Cork  &  Seal   39 

Crown  Zellerbach   43 

DeKalb  AgResearch  54 

Dixie  Cup  39 

Dreyfus  Funds   138 

Du  Pont   55,  110,  151 


FMC   102 

Farah  Mfg  18 

Fidelity  Funds   138 

Financial  News  Network   64 

Fingerhut  40 

First  Jersey  Securities   6,  44 

Ford  Europe  26 

Ford  Motor  26 

Foster  eV  Marshall   126 

GAF  42 

Gates  Learjet   138 

Genentech   55 

General  Re   26 

Georgia-Pacific   44 

Sam  Goody   39 

Gordon  lewelry  136 

W.R.  Grace  26 

Graphic  Scanning   1 18 

Great  American  Recreation   45 

Great  Northern  Nekoosa   44 

David  J.  Greene  and  Co  108 

Gulfstream  American   128 

Hitachi  (Japan)   1 10 

Honeywell   1 14 

Hutton  Aviation   128 

E.F  Hutton  Group   128 

Interfiist   18 

IBM   66 

International  Harvester  150 

International  Paper   44,  114,  151 

International  Thoroughbred  Breeders   46 

James  River  40 

Keuffel  &  Esser   56 

Kratos  56 

Laker  Airways  JU.K.)   127 

Louisiana- Pacific   43 

Lufthansa  German  Airlines  (W.  Germany)   20 

Maryland  Cup   39 

Matsushita  (Japan)   1 10 

Memorex   1 10 

Merrill  Lynch  20 

Mitsubishi  (Japan)  128 

Mizuno  (Japan)  10 

Monsanto  55 

Motorola   118 

MPT  Assocs  20 

Nashua   102 

NBC   16 

National  Medical   56 


Nichols-Homcshield   51 

Oppenheimer  &  Co  107,  101 

Ozark  Air  Lines   6J 

Pan  Am   6< 

J.C.  Penney   10! 

Phibro   15< 

Phillips  N.V.  (Neth.)   IK 

Pickwick   3S 

Piedmont  Aviation   62 

Pillsbury   15) 

Pioneer  Hy-Bred  Intl   St 

Piper  Aircraft   121 

Potlatch  4* 

Predictor  Management  M 

Premier  Industrial   61 

T  Rowe  Price  Funds   131 

Prudential  Insurance   1} 

RCA   16, 

Radiofone  1  If 

Raytheon   3f 

Republic  Bank  of  Dallas   If 

H  H  Robertson  9! 

Rockwell  Intl   105 

Rotan  Mosle  12< 

Sambo's  Restaurants   13^ 

Security  Pacific  St 

SelecTV   6t 

Shearson/American  Express  126,  14j 

Sony  (Japan)   Ill 

State  National  Bank  of  El  Paso   If 

TDK  Electronics  Ltd  (Japan|   10S 

Tandem   151 

Thermodynetics   4t 

Tesoro  Petroleum   lOt 

3M   109,  112,  151 

Toyota  (Japan)   li 

TransNet   4! 

Trans  World  21 

Triton  Group  13! 

Union  Camp   4 

United  Airlines  21 

US  Air   & 

Video  Newscasting  Network   12l 

Washington  Public  Power  Supply  System   149,  151 

Weyerhaeuser   4> 

Wheelabrator-Frye  6 

Willamette   4 

Robert  Wold  U 

Zale   131 


Do  you  know  anybody 
who  is  somebody  in  busbies 
who  does  not  read 
Forbes  Magazine? 


Forbes: 
Capitalistlbol 


Flashback* 


"The  more  things  change.  . . ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

(From  the  issue  of  March  4,  1922) 
"U.S.  Attorney  General  Daugherty  re- 
ports that  there  are  480  stock  fraud 
cases  before  the  federal  courts.  'These 
cases/  says  the  Attorney  General, 
'run  from  bucket  shops  and  Florida 
land  under  sea  water  to  elephant 
catchers.  Oil  stocks  are  in  the  major- 
ity, but  they  are  followed  by  mining 
and  land  ventures.  About  872  persons 
are  under  arrest  or  indictment, 
charged  with  violation  of  postal  laws 
in  selling  fraudulent  stock,  the  total 
amount  of  losses  involved  being  about 
$140  million.'  " 

'The  number  of  employees  thrown 
DUt  of  work  by  the  strike  of  cotton 
nill  operatives  in  New  Hampshire 
ind  Rhode  Island  in  protest  against 
:he  20%  wage  cut  and  restoration  of 
:he  54-hour  week  is  placed  at  50,000." 

'Henry  Ford,  one  of  the  three  or  four 
ichest  men  in  the  world,  made  good 
n  a  big  way  after  he  was  40  years  old. 

"Bom  in  1863,  at  16  he  was  a  ma- 
:hinist  by  day  and  a  watch  and  clock 
epairman  by  night.  At  24  he  was  a 
armer  and  a  sawmill  proprietor.  At  26 
le  took  a  job  as  night-shift  engineer 


\e  car  that  led  to  Hairy  Ford's  success 
is  not  built  until  1902,  when  he  was 
.  He  is  shown  above  in  1922,  at  age  59. 


in  a  lighting  plant  at  $45  a  month 
And  he  was  a  salaried  man  until  he 
was  nearly  35.  The  motor  car  which 
led  to  his  swift  ascent  was  not  built 
until  1902,  when  he  was  39.  The  pres- 
ent Ford  Motor  Co.  was  not  organized 
until  1903,  when  Ford  was  40.  At  the 
start  Ford  held  only  25Vz%  of  the 
stock  and  occupied  the  secondary  po- 
sition oi  vice-president  and  factory 
manager.  Only  $28,000  in  cash  was 
ever  paid  into  the  treasury  of  the  com- 
pany. Thus,  only  18  years  ago,  began 
the  development  of  what  is  said  to  be 
the  biggest  business  ever  controlled 
and  directed  by  one  man." 

Fifty  years  ago 

(March  I,  1912) 

"It  may  be  disappointing  to  realize- 
that  there  is  so  little  profit  in  'soaking 
the  rich.'  But  the  truth  of  the  matter 
is  that  the  large  incomes  are  no  longer 
there  and  cannot,  therefore,  be  made 
to  produce  the  needed  revenue.  Can  it 
fairly  be  said  that  a  man  with  an  in- 
come of  $5,000  cannot  afford  to  pay 
$31.50  in  taxes  to  the  federal  govern- 
ment, or  one  with  an  income  of 
$10,000  as  much  as  $  1 53  ?  "—Treasury 
Secretary  Ogden  Mills,  on  succeeding 
Andrew  Mellon. 

"The  German  elections  are  set  for 

Mar.  13  and  will  be  watched  with  great 
interest  by  the  entire  world.  Chancel- 
lor Bruening  is  pinning  his  hopes  on 
the  reelection  of  President  Hinden- 
burg.  The  Nazis,  or  Hitler  group,  pre- 
viously refused  to  cancel  the  elections 
and  will  oppose  the  election  of  Hin- 
denburg.  Present  indications  are  that 
he  will  be  reelected  even  though  it  may 
be  a  seriously  close  race." 

Twenty-five  years  ago 

(March  1,  1957) 

"Detroit's  automakers  now  expect  to 
sell  6.25  million  cars  this  year,  vs.  the 
6.5-to-7  million  they  predicted  a  few 
months  ago.  Auto  dealers,  in  contrast, 
see  sales  of  only  6  million  cars  because 
of  higher  prices,  tougher  financing.  But 
both  groups  agree  1957  will  be  a  good 
year,  topped  only  by  1950  and  1956." 

"Among  a  number  of  businessmen 

and  Wall  Streeters  these  days  one 
senses  an  undercurrent  of  fear  that 
something  ominous  is  about  to  hap- 
pen in  the  economy.  Some  people  talk 
as  though  the  ground  were  opening 
under  their  feet.  They  fight  the  battles 
of  1929  all  over  again. 


Edited  By  Dero  A.  Saunders 

"The  reaction  to  Treasury  Secretary 
Humphrey's  statement  was  typical. 
Forgetting  the  context  in  which  he 
said  it,  the  press  played  up  Mr.  Hum- 
phrey's expression  about  'a  depression 
that  will  curl  your  hair.'  Mr.  Hum- 
phrey later  said  flatly,  'There  are  no 
signs  of  a  recession.'  But,  as  usual,  the 
denial  never  quite  caught  up  with  the 
original  headlines.  Even  the  authorita- 
tive London  Economist  asked,  'Is  the 
| U.S.)  Boom  Running  Down?'  " 

"For  months,  Wall  Street  profession- 
als have  been  nervously  glancing  over 
their  shoulders  at  a  crucial  battle  line 
the  now-famous  460-to-465  'resis- 
tance level'  in  the  Dow  Jones  industri- 
al average.  Four  times  last  year  the 
market  retreated  to  this  level.  Four 
times  it  vigorously  bounded  up  again. 
.  .  .  Finally  last  month  the  critical 
rampart  crumbled.  With  hardly  a 
show  of  resistance,  the  industrials 
knifed  through  to  453.07.  Reported 
the  United  Press  in  mock  mourning: 
'Next  of  kin,  heirs  at  law,  and  persons 
interested  in  the  estate  of  the  old  bull 
market  gathered  at  his  bedside  today 
for  the  death  watch.' 

"Many  a  Wall  Street  pro  was  sur- 
prised at  the  ease  of  the  breakthrough. 
But  followers  of  the  Dow  Theory  had 
no  doubts.  Said  one:  'The  market  has 
spoken.  We  are  now  well  into  a  bear 
market  dating  from  Apr.  6,  1956.'  " 

Though  the  Dow  Theory's  dimin- 
ishing band  of  zealous  supporters 
might  cry  oversimplification,  the  the- 
ory basically  contends  that  whatever 
the  stock  market  is  doing,  it  is  more 
likely  to  continue  than  to  do  the  oppo- 
site. Around  this  was  erected  an 
elaborate  mythology  involving  resis- 
tance levels,  requirements  that  a 
movement  in  the  industrials,  to  be 
significant,  be  "confirmed"  by  a  simi- 
lar movement  in  the  rail  average,  and 
so  forth. 

The  trouble  with  all  this  is  that  it  is 
generally  true,  except  when  it  is  not. 
In  this  particular  case,  by  the  middle 
of  1957  the  Dow  Jones  industrial  aver- 
age had  recovered  until  it  was  within 
a  hair  of  the  521.06  high  at  which  it 
closed  on  the  historic  date  of  April  6, 
1 956,  cited  above  by  Dow  Theory  de- 
votees as  the  beginning  of  a  major 
bear  market.  True,  in  late  1957  the 
industrial  average  did  fall  into  the  low 
400s.  But  from  there  it  soon  began  a 
general  eight-year  rise  (with  occasion- 
al setbacks,  naturally)  that  carried  the 
average  nearly  to  1,000  in  the  final 
months  of  1965. 


Love  is  an  energy  which 
exists  of  itself.  It  is 
its  own  value. 
Thornton  Wilder 


Character  is  that  which 
reveals  moral  purpose, 
exposing  the  class  of  things 
a  man  chooses  or  avoids. 
Aristotle 


If  there  were  no  bad  people, 
there  would  be  no  good  lawyers. 
Charles  Dickens 


It  is  good  to  be  without 
vices,  but  it  is  not  good 
to  be  without  temptations. 
Walter  Bagehot 


A  disciplined  conscience  is  a 
man's  best  friend.  It  may  not 
be  his  most  amiable,  but  it 
is  his  most  faithful  monitor. 
Henry  Ward  Beecher 


A  Text . . . 

Keep  thy  heart  with  all 
diligence;  for  out  of  it 
are  the  issues  of  life. 
Proverbs  4:23 


Sent  in  by  Ernest  P.  Frasier,  Bartlesville, 
Okla.  What's  your  favorite  text:  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


The  difference  between  a 
moral  man  and  a  man  of  honor 
is  that  the  latter  regrets 
a  discreditable  act,  even 
when  it  has  worked  and  he 
has  not  been  caught. 
H.L.  Mencken 


So  act  that  your  principle  of 
action  might  safely  be  made 
a  law  for  the  whole  world. 
Immanuel  Kant 


Thoughts 

on  the  Business  ol  Life 


Honesty  is  the  cornerstone 
of  character  The  honest 
matt  or  woman  seeks  not 
merely  to  avoid  criminal 
or  illegal  acts,  but  to  be 
scrupulously  fair,  upright, 
fearless  in  both  action  and 
expression  Honesty  pays 
dividends  both  in  dollars 
and  in  peace  of  mind. 
B.C.  Forbes 


Honesty  pays,  but  it 
don't  seem  to  pay  enough 
to  suit  a  lot  of  people. 
Kin  Hubbard 


If  your  conscience  won't 
stop  you,  pray  for  cold  feet. 
Elmer  G.  Leterman 


Greater  is  he  who  acts 
from  love  than  he  who 
acts  from  fear. 
Simeon  Ben  Eleazar 


What  is  virtue?  It  is  to 
hold  yourself  to  your  fullest 
development  as  a  person  and 
as  a  responsible  member  of 
the  human  community. 
Arthur  Dobrin 


And  think  not  you  can  guide 
the  course  of  love.  For  love, 
if  it  finds  you  worthy, 
shall  guide  your  course. 
Kahlil  Gibran 


More  than  3,000  "Thoughts, "  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $12.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


The  language  of  love  is 
spoken  with  a  look,  a 
touch,  a  sigh,  a  kiss 
and  sometimes  a  word. 
Frank  Tyger 


Trust  everybody,  but 
yourself  most  of  all. 
Danish  Proverb 


Virtue,  as  such,  naturally 
procures  considerable 
advantages  to  the  virtuous. 
Joseph  Butler 


Virtue  has  never  been 
as  respectable  as  money. 
Mark  Twain 


Misfortune  does  not  always 
wait  on  vice,  nor  is  success 
the  constant  guest  of  virtue. 
William  Havard 


Honesty  is  often  in  the  wrong. 
Lucan 


At  times,  although  one 
is  perfectly  right,  one's 
legs  tremble;  at  other 
times,  although  one  is 
completely  in  the  wrong, 
birds  sing  in  one's  soul. 
V.V.  Rozinov 


That  which  we  call  sin  in 
others  is  experiment  for  us. 
Ralph  Waldo  Emerson 


Loving  someone  means  helping 
them  to  be  more  themselves, 
which  can  be  different  from 
being  what  you'd  like  them 
to  be,  although  often  they 
turn  out  the  same. 
Merle  Shain 


I  am  as  bad  as  the  worst, 
but,  thank  God,  I  am  as 
good  as  the  best. 
Walt  Whitman 


The  pleasure  is  back. 

BAR  CI  AY 


Warning:  The  Surgeon  General  Has  Determined 
That  Cigarette  Smoking  Is  Dangerous  to  Your  Health. 


'THE  TASTE  BEYOND 
12-YEAR-OLD  SCOTCH 


Discover  more. 


the  finest  premium  bcotch  on  up  to  the 
most  expensive  12-year-old  Scotch  in  thl 
world.  The  Glenlivet.  The  ultimate  in 
Scotch. 

Most  premium  Scotch  is  blended 
and  depends  on  several  whiskies  for  taste 
and  smoothness. 

Yet  the  unblended  character  of 
The  Glenlivet  is  noble  enough  to  stand 
alone.  In  this  distinctive  Scotch  whisky 
you'll  experience  an  exceptional  smooth 
ness  and  full-bodied  richness,  unmatche 
in  all  other  premium  Scotch. 

Try  the  taste  beyond  premium 
Scotch. 

The  Glenlivet 

Unchanged  since  1824. 


glenlivet 

12  YEARS  OLD 

2!£?*  JC  SMITH  UMJT 
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At  first  there  was  only  ONE . . . 
but  now  there  are  FIVE 

FIVE  distinctly  different  Dale  Carnegie  courses 
each  for  a  different  purpose 

...  all  designed  to  help  men  and  women  develop  and  use  a  greater  part 
of  their  human  resources  ...  to  become  more  effective  at  what  they  do. 


The  Dale  Carnegie 
Management  Seminar 

A  highly  concentrated  executive 
development  program  stressing  the 
human  aspects  of  modern  goal- 
oriented  management.  Seminar 
participants  improve  their  abilities 
to  delegate  productively,  to 
communicate  thoughts,  ideas  and 
proposals  effectively  and  to  inspire 
greater  teamwork  and  cooperation. 
Moreover,  they  gain  a  better 
working  knowledge  of  the  total 
management  process  as  well  as  their 
own  managerial  functions.  The 
Seminar  provides  a  follow-up 
program  with  built-in  controls, 
check-points  and  feedback  systems 
to  help  monitor  performance, 
progress  and  overall  productivity. 

The  Dale  Carnegie  Sales  Course 

A  practical,  down-to-earth  training 
program  to  help  salespeople  increase 
their  skills  in  the  various  aspects  of 
the  motivational  sales  process  — 
from  qualifying  prospects  and 
improving  sales  presentations  to 
handling  objections  and  timing  the 
close  of  the  sale.  They  learn  to  use 
fresher,  more  relevant  selling 
language  and  to  overcome  sales 
resistance  more  effectively.  They 
develop  more  selling  confidence, 
greater  sales  productivity.  Their 
progress  is  measured  by  actual  on- 
the-job  sales  increases  achieved 
during  the  Course. 

The  Dale  Carnegie  Personnel 
Development  Course 

Designed  to  bring  greater  unity  and 


harmony  to  overall  operations  by 
improving  working  relationships  and 
raising  employee  morale.  The  Course 
develops  a  fresh  spirit  of  teamwork 
and  cooperation  as  participants 
learn  to  work  more  effectively  with 
their  peers,  with  management,  with 
customers.  This  training  contributes 
to  greater  continuity  and 
productivity  in  your  operations  by 
reducing  internal  conflicts, 
absenteeism  and  staff  turnover. 

The  Dale  Carnegie  Customer 
Relations  Course 

To  improve  the  performance  and 
increase  the  effectiveness  of 
individuals  who  have  customer- 
contact  responsibilities.  Participants 
learn  to  make  better  first 
impressions  with  customers.  They 
learn  to  generate  more  add-on  sales, 
more  repeat  sales  and  to  handle 
complaints  more  effectively.  They 
increase  their  ability  to  present 
product  features  in  terms  of 
customer  benefits.  The  results: 
Increased  overall  sales  and  better 
satisfied,  more  loyal  customers. 

The  Dale  Carnegie  Course 

Recognized  worldwide  for  its 
effectiveness  in  motivating  and 
inspiring  men  and  women  to 
discover  and  develop  more  of  their 


potential  talents  and  abilities. 
Participants  learn  to  communicate 
their  t  houghts,  ideas  and  feelings 
more  clearly,  more  effectively.  They 
develop  a  better  understanding  of 
human  relations,  which  enables 
them  to  get  along  even  better  with 
associates,  co-workers  and  friends. 
They  increase  their  confidence  in 
themselves  and  in  their  ability  to 
make  decisions  and  resolve 
difficulties.  They  learn  to  live  and 
work  with  less  worry  and  tension. 

Five  Distinctly  Different 
Dale  Carnegie  Courses 

All  arc  bached  />v  years  of 
development,  testing  and  practical 
application   Their  effectiveness  is 
constantly  reaffirmed  by  the 
thousands  of  individuals  irho 
participate  in  our  training  each 
year  as  well  as  the  hundreds  o) 
companies,  large  and  small,  which 
use  Pule  Carnegie  Courses  on  a 
regular  basis.  Dale  Carnegie 
Training'"  is  offered  in  more  than 
1,000  U.S.  communities,  including 
all  major  cities,  across  Canada  ami 
in  many  other  countries  worldwide. 

For  More  Information 

Call  toll-free  (800)  231-5800,  In 
Texas,  call  (800)  392-2424.  Or  write 
directly  to  the  address  below. 


DALE  CARNEGIE  & 
ASSOCIATES,  INC 

SUITE  432F  •  7047  REGENCY  SQUARE  BLVD  •  HOUSTON  TEXAS  77036 


Mazda  GLC 
Proof  that  an  extraordinary 
economy  car  is  not  built  by  ar 
ordinary  car  company 


The  more  you  look  at  our 
front-wheel-drive  GLC, 
the  more  you  become 
aware  of  one  vital  fact. 

It's  an  exceptional 
value. 

We  also  believe  it's 
an  exceptional  piece  of 
engineering.  When  our 
engineers  first  designed 
the  GLC,  they  were  free 
to  analyze  existing  front- 
wheel-drive  technology. 
They  were  free  to  im- 
prove it  in  virtually  every 
area.  And  they  did. 

The  result  is  a  car  with 
handling,  responsive- 
ness and  ease  of  steering 
that  comes  as  a  pleasant 
surprise  to  those  accus- 
tomed to  driving  ordin- 
ary front-wheel-drive  / 
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Yet  never 
does  the  GLC 
ignore  the 
importance  of 
fuel  economy. 
How  Mazda  engineers 
handled  handling. 

When  the  wheels  of 
a  car  are  subjected  to 
a  rearward  force — when 
you  go  over  a  bump,  for 
example— they  tend  to 
toe-out.  Such  a  change 


ADVANCED 
FRONT  WHEEL 

nRIVF 


interferes  with  the  car's 
stability. 

Mazda  engineers 
developed  a  rear  sus- 
pension for  the  GLC 
that  includes  a  patented 
Twin  Link  design  whose 
geometry  counteracts 
this  effect.  Instead  of  toe- 
ing out,  the  rear  wheels 
of  the  GLC  remain  in 
neutral  position  to  help 
hold  the  car  on  track. 
An  economy  car 
that's  fun  to  drive. 

The  Mazda 
GLC  is  far 
from  dull.  It's 
powered  by  a 
transverse- 
mounted, 
overhead  cam, 
4-cylinder, 


with  hemispherical 
combustion  chambers 
and  high  swirl  intake 
porting  for  efficient 
combustion. 
Excellent  resale  vah 
The  1979  GLC  3-D 
Hatchback  has  retaine 
an  impressive  100.5% 
of  its  original  suggeste 
retail  price,  according 
to  the  Kelley  Blue  Bool 
Jan. -Feb.  1982.  Andw< 
have  every  reason  to 
believe  that  today's  Gt 


1979  MODEL 

RETAINED  VALUE 

80%    90%  100% 

Mazda  GLC 
Hatchback 

VW  Rabbit 
Hatchback 

— +~t — 

j 

84 

Toyota  Corolla 
2  Dr.  Sedan 

— i  

95. 

_  

Honda  Civic 

9  4. 

J  maintain  excellent 
ale  value, 
ong  list  of 
ndard  features. 

Standard  features  on 
Mazda  GLC  Custom 
lude  1.5  litre  overhead 
i 4-cylinder  engine 
ack-and-pinion  steer - 
•  Split  fold-down 
r  seat  backs  •  Power 
it  disc  brakes  •  4- 
eel  independent 
pension  •  Whitewall 
?l-belted  radials 
ectric  rear  window 
roster  •  Cut-pile  car- 
ing •  Remote-control 
/er's  door  mirror 
nted  glass  •  Reclin- 
front  bucket  seats 
By  now,  you  should 
lerstand  why  we  say 
GLC  is  an  extraordi- 
y  economy  car.  But  is 
company  behind  the 
equally  extraordinary? 
Yes. 

atmosphere  of 
olvement. 

Mazda  has  developed 
)se-knit  manage- 
it-labor  relationship 
eh  has  resulted  in 
ng  employee  interest 
11  aspects  of  the 
tpany's  operations, 
ching  management's 
cern  for  sales  and 
fits  stride  for  stride, 
)loyees  are  deeply 
)lved  in  many  areas, 
uding  wavs  to 
rove  quafity. 
Mazda  management 
murages  this  atmos- 
re  of  involvement 
has  developed  sev- 
systems  to  deeply 
>lve  the  worker, 
v  we  invite 
ticipation. 
Our  Employee 
gestion  Program, 
;xample,  has  been 
:essfully  operated 
ughout  the  company 
rtore  than  25  years, 
employee  may  sug- 
an  idea  for  improv- 
Dperations  or  the 
king  environment. 


employees  contributed 
over  PA  million  sug- 
gestions and  over  50% 
were  adopted! 

Mazda  Quality 
Circles  provide  another 
valuable  forum  for 
employee  participation. 
Currently,  there  are  2147 
Circles  with  over  16,000 
employees  engaged 
in  a  number  of  problem- 
solving  activities— 
including  ways  to 
increase  quality. 

MQ  Circles  usually 
consist  of  seven  to  eight 
volunteer  members.  They 
meet  on  their  own  time 
several  times  monthly 
to  discuss  and  solve 
the  issues  they  are  con- 
cerned with. 

These  Circle  activities 
have  made  tremendous 
contributions  to  in- 
creased productivity  and 
quality.  But  more  impor- 
tantly, they  have  pro- 
vided employees  with  an 
opportunity  to  participate 
and  gain  a  sense  of 
accomplishment. 
Our  quest  for  quality. 

We  want  to  continue 
to  offer  the  finest  possi- 
ble quality  automobiles 
at  the  least  possible  cost. 
So  improved  quality  is  a 
continuing  goal  of  ours. 
And  programs  like  these 
have  led  to  many  signif- 
icant contributions  in 
this  area. 

Our  intense  commit- 
ment to  quality  is  paying 
impressive  dividends 
both  corporately  and  for 
the  over  one  million 
people  who  buy  our 
products  each  year  in  our 
110  markets  worldwide. 
And  has  helped  make  the 
GLC  the  most  successful 
new  product  in  Mazda's 
50  year  history  of  pro- 
ducing automobiles. 

The  more  you  look  at 
all  the  quality  that  goes 
into  every  Mazda,  the 
more  you  like  the  quality 
of  the  companv  behind 


SOME  ADDITIONAL  INTERESTING  FACTS  ABOUT  MAZDA: 


VEHICLES  PRODUCED  PER  EMPLOYEE 
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1976    1977    1978   1979   1980  1981 


Mazda  productivity 
has  risen  97.8%  in 
just  5  years. 


WORLD  S  TOP  AUTOMAKERS 

Total  Units 
Rank      Company  1980 

1  General  Motors^4,772,102 

2  Toyota   3  220.000 

3  Nissan  2,590,000 

4  Ford_  _1,888.455 

5  Renault  _1 ,71 3, 185 

6  Peugeot  group  -  1,647,221 

7  VW  group   1,631,807 

8  Fiat  group  1,522,000 

9  Mazda...  _  1,043, 000 
10   Mitsubishi  1.015,000 


Mazda  is  now  the 
ninth  largest 
automaker  in  the 
world.f  We're  also 
the  third  largest 
automaker  in  Japan. 


1,245,696  units  were 
sold  worldwide  in 
FY  1981. 


The  depth  of  Mazda 
employee  involvement 
is  shown  by  the 
number  of  suggestions 
made  and  adopted. 


Net  after-tax  income 
was  $85.0  million. 


+Source:  Automotive  News  Market  Data  Book-April,  1981-for  1980  calendar  year. 


FOR  A  FREE  COPY  OF  THE  1981  MAZDA 
ANNUAL  REPORT  AND  A  GLC  CATALOG, 
SIMPLY  FILL  OUT  THIS  COUPON  AND 
SEND  IT  TO: 


Hooven  Business  Mail 
P.O.  Box  15014 
Los  Angeles,  CA  90015 
Attn:  Mazda  GLC  Offer 


I  cm 

*1982  EPA  estimates  for  comparison 
purposes  for  GLC  Custom  3-door 
with  4 -speed  transmission.  Your 
mileage  may  vary  with  trip  length, 
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99  Carer  Story  The  oil  cri- 
sis is  over?  Who's  kidding 
whom? 


3  7  \V  'eis  Mat  vfe<  >ts  "If  we  say 
there  are  100  tea  bags  in  a 
box,  it  has  to  hare  100  tea 
bags. " 


56  Interstate  Bakeries 
Corp.:  "What  we  wanted 
was  a  sober,  solid,  low- 
technology  business. " 


31  Corporate  Raiders: 
Collecting  Ransom 

The  predators  you  love  to  hate  are  making  a 
nice  piece  of  change  in  the  process. 

33  Mexico: 

Mariana  Came  Early 

The  benefits  of  devaluation  may  depend  on 
the  "minidevaluation"  to  come. 

34  France: 

Who  The  Heck  Was  Colbert? 

He  was  Louis  XIV's  finance  minister,  and 
these  days  the  Mitterrand  government  in- 
creasingly invokes  his  name.  But  to  anyone 
who  knows  history,  it's  hardly  reassuring. 

35  Companies: 
GAF 

Jesse  Werner  is  clearly  a  survivor.  Some  would 
ask  how. 

36  Entrepreneurs: 
Frank  Narby 

The  Freddie  Laker  of  the  sea-lanes  is  taking 
on  water  fast. 

37  Companies: 
Weis  Markets 

How  does  it  manage  one-third  of  Safeway's 
profits  on  5%  of  Safeway's  sales? 

42  The  Economy: 

Where  Volcker  And  Reagan  Differ 

Why  the  present  lull  in  Administration  criti- 
cism of  the  Fed  can't  last. 

52  Taxing  Matters: 

A  Trap  For  The  Unwary? 

Look  before  you  leap  on  the  Subchapter  S 
bandwagon. 

56  Companies: 

Interstate  Bakeries  Corp. 

What  does  a  computer-leasing  company  with 
a  checkered  past  look  for  as  an  acquisition? 
Why,  a  baking  company,  of  course. 

58  Companies: 
Vulcan  Materials 

Dull,  dull,  dull?  Not  at  the  bottom  line. 

59  Municipalities: 

Wanna  Buy  The  Brooklyn  Bridge? 

It  hasn't  gone  that  far  yet,  but  hard-pressed 
U.S.  cities  are  learning  fast. 

64  Companies: 

Texas  Instruments 

Is  this  once-legendary  company  over  the  hill? 
Far  from  it. 


67  The  Up-And-Comers: 

Pandick  Press;  Bowne  &  Co. 

Both  are  printers,  both  are  successful,  both 
are  even  in  the  same  building.  But  their 
strategies  are  a  world  apart. 

72  The  Up-And-Comers: 

Ohio-Sealy  Mattress  Manufacturing  Co. 

Why  has  Ernie  Wuliger  been  throwing  rocks 
at  the  goose  that  lays  the  golden  eggs? 

78  Profiles: 

Edward  (Buddy)  LeRoux 

The  ex-trainer  who  owns  the  Red  Sox  is  one 
of  the  most  disliked  men  in  Boston.  His 
enemies  may  not  be  aware  of  it,  but  this  self- 
made  millionaire  is  anything  but  bush  league. 


82  Exports: 

Discovering  The  Trading  Company 

Should  the  Glass-Steagall  Act  stop  at 
water's  edge? 


the 


83  Banks: 

Put  Your  Trust  In  Comrade  Zhang 

Want  to  shake  up  your  creditors?  Pay  'em 
with  checks  drawn  on  the  Bank  of  China 
(member  FDIC). 

91  Companies: 

American  Natural  Resources 

Waiting  around  for  the  Age  of  Synfuels  can  be 
a  recipe  for  disaster — unless  you're  as  nimble 
as  Art  Seder. 

92  As  I  See  It: 
Robert  La  Blanc 

The  Bell  breakup  will  head  off  a  looming 
internal  "culture  crisis,"  says  this  expert  on 
American  Telephone  &  Telegraph. 

99  Cover  Story: 

The  Great  Oil  Swindle  Of  1982 

It's  the  naive  and  foolish  idea  that  the  oil 
crisis  is  over  and  OPEC's  days  are  numbered. 
Those  are  dangerous  illusions;  we  entertain 
them  at  our  peril.  

110  Labor: 

"When  Times  Get  Tough,  You  Change" 

You  may  not  hear  about  it,  but  the  UAW  is 
not  the  only  powerful  union  giving  things 
back  these  days. 

114  Corporate  Bankruptcy: 
What's  It  Really  Like? 

As  one  expert  puts  it,  it's  not  so  much  a 
matter  of  litigation  as  a  "business  of 
negotiation." 


72  The  Up-And-Comers: 
"You  violate  the  antitrust 
laws,  the  jury  socks  it  to 
you,  then  the  judge  cuts  the 
award  it  i  half  " 


110  Construction  Unions: 
Labor's  autocrats  are  start- 
ing to  get  realistic 


114  Bankruptcy:  "How 
about  a  million  dollars  at 
a  penny  a  year?" 


116  Education:  How  do 
you  move  Athens  to  Austin? 


116  Education: 

The  Best  University  Money  Can  Buy 

It's  not  that  simple,  of  course,  but  Texans 
know  money  can  often  be  the  sine  qua  non. 
They're  spending  plenty  of  it  to  build  a  great 
center  of  research  and  learning  at  the  Uni- 
versity of  Texas. 


126  Companies: 
Atlas  Corp. 

Remember  Floyd  Odium's  downfall?  The 
company  he  left  behind  is  doing  a  lot  better 
than  you  might  expect — for  now. 

Faces  Behind  The  Figures 

128  Richard  Sandulli, 

Continental  Illinois  National  Bank  &  Trust  Co. 
128  Gilbert  Kaplan, 
Institutional  Investor 
128  David  Young, 
Oxford  Analytica,  Ltd. 
130  Bruce  Edmondson, 
Air  Chicago 
134  Joseph  Barton, 
Bechtel  Power  Corp. 
134  A.J.  Layden, 
Allright  Auto  Parks  Inc. 
136  Robert  Solomon, 
Brookings  Institution 


138  Personal  Affairs: 

It's  hard  enough  to  change  jobs.  Changing  a 
career  can  be  a  personal  crisis.  From  Forbes 
readers,  here  are  some  case  histories  of  self- 
growth  and  sheer  determination. 

150  Statistical  Spotlight: 

The  Lovely  Uglies,  Class  Of  '82 

Forbes'  1980  list  of  "loaded  laggards"  is  up 
an  average  of  56%  so  far.  That  sent  us  back 
to  the  computer  for  a  fresh  batch. 

153  The  Streetwalker: 

How  Stands  The  Union? 
Bad  Day  At  Black  Rock 

Wall  Street  is  hitting  the  energy  stocks  with 
a  battering  ram,  so  it  may  be  time  to  look  for 
bargains.  Consider  Union  Oil.  Also:  Two 
years  ago,  some  thought  that  Denver's  pen- 
ny-stock market  euphoria  might  go  on  for- 
ever. Alas,  it  didn't. 
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Jim  Cook 


"We  wuz  robbed!" 

Commuting  along  the  Hudson  River  on 
what  was  once  the  New  York  Central  rail- 
road and  now  is  Conrail,  ensconced  in  the 
threadbare  comfort  of  an  old  club  car,  I 
witnessed  a  telling  little  incident.  As  the 
affable  conductor  punched  our  tickets,  a  fel- 
low passenger  complained  that  his  seat 
wouldn't  lounge  back.  The  conductor  exam- 
ined the  offending  piece  of  equipment, 
agreed  it  was  faulty  and  explained:  "God- 
damn Reaganomics!"  The  passenger  grunt- 
ed assent. 

No  use  explaining  to  the  pair  about  infla- 
tion, high  labor  costs,  obsolescence  and  all 
other  ills  that  beset  the  economy.  The  con- 
ductor and  his  passenger  wanted  simple  an- 
swers  and  assignments  of  blame.  There  it  was:  Reaganomics. 

If  you  are  looking  for  easy  answers  like  that,  skip  the  cover  story  in 
this  issue:  "The  great  oil  swindle."  The  media  are  regaling  us  with 
stories  about  falling  oil  prices  and  the  decline  of  OPEC.  A  comforting 
thought,  yes?  But  in  this  issue,  Executive  Editor  lim  Cook  argues  that 
all  this  is  a  snare  and  a  delusion,  that  the  long-term  trend  of  oil  prices 
remains  sharply  up.  Far  from  easing,  the  energy  crisis  is  getting  worse. 
Jim  Cook's  judgment  on  the  energy  situation,  expressed  in  dozens  of 
articles  over  a  quarter  of  a  century,  has  been  exceptionally  accurate. 

The  title  of  the  article  is,  of  course,  ironically  intended.  People  like 
to  think  they  are  being  swindled  by  faceless  people  in  tall  office 
towers  or  in  desert  sheikhdoms.  The  truth  is,  as  our  story  points  out, 
that  we  are  swindling  ourselves  with  oversimplifications  and  with 
amplifications  of  basically  short-term  trends.  The  story  begins  on 
page  99. 


How  many  Ms  can  dance  on  the  head  of  a  pin? 

We  are  running  in  this  issue,  although  it  is  somewhat  technical  in 
content,  David  Eastbum's  defense  of  the  Fed  against  its  critics  in  the 
White  House  and  in  the  Treasury-.  We  do  so  because  we  think  the 
article  addresses  itself  squarely  to  one  of  the  messiest  problems  facing 
the  economy  today:  the  volatility  of  interest  rates  and  the  subsequent 
near-collapse  of  the  long-term  bond  market.  Eastbum,  we  think, 
effectively  demolishes  the  Fed's  monetarist  critics.  While  monetar- 
ism has  its  value  as  a  tool  of  economic  policy,  a  fanatical  adherence  to 
its  precepts,  Eastbum  points  out,  would  only  make  the  turmoil  in  the 
markets  worse.  The  article  begins  on  page  42. 


When  perks  come  first 

I  know  a  successful  money  manager  who  makes  his  decision  about 
whether  or  not  to  invest  in  small  companies  even  before  he  sets  foot 
in  their  doors.  He  puts  it  this  way:  "If  I  see  reserved  parking  spaces  for 
the  boss  and  his  top  aides,  then  the  company's  not  for  me."  He  thinks 
this  implies  putting  perks  before  profits,  a  practice  that  is  all  too 
common  in  American  industry.  See  "I  like  it  here"  on  page  35. 
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word  processing 
easy  as  dictating. 


For  six  decades,  Dictaphone  has  been  helping 
offices  get  more  work  done. 

First  with  dictation,  then  with  voice 
processing  systems.  And  now  Dictaphone  has 
taken  all  this  experience  and  turned  it  into  the 
most  advanced  word  processor  on  the  market. 

The  Dictaphone  Dual  Display  has  some 
unique  advantages.  One,  a  single-line  key- 
board display  shows  prompts  and  text  as 
entered.  The  other,  a  full  66-line  display  screen 
lets  you  edit  a  full  page  at  a  time  instead  of 
mere  paragraphs. 

What's  more,  Dual  Display  comes  with " 
factory  installation,  free  classroom  or  on-site 
operator  training  plus  in-person  follow-up 
service.  Other  word  processors  come  in  a  box. 
With  instructions. 

So  for  everything  from  dictation  to  word 
processing,  call  on  Dictaphone  first.  In  busi- 
ness we  make  it  easy  to  start  at  the  top. 


Call  your  Dictaphone  representative  or  complete 
the  coupon  today.  Call  toll-free: 
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1-800-431-1052 

(Except  Hawaii  and  Alaska) 
In  New  York  call  1  -914-967-6067 


Phone 


Company- 
Address  __ 


-State- 


-Zip 


Mail  to:  Dictaphone  Corporation 

120  Old  Post  Road  Rye,  New  York  10580 

Dictaphone  &  Dual  Display  are  trademarks  ot  Dictaphone  Corporation.  Rye.  New  York 
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Edited  By  John  A. Conway 


Confidence  up— maybe 

The  great  American  consumer  began 
to  sound  confident  again  this  January 
for  the  first  time  in  eight  months, 
according  to  the  last  5,000-household 
survey  by  the  Conference  Board,  the 
New  York  business  research  group. 
"Recent  readings  suggest  the  present 
recession  could  be  both  less  severe 
and  less  prolonged  than  generally  ex- 
pected and  that  an  economic  recovery 
could  occur  before  midyear,"  com- 
mented Fabian  Linden,  the  board's  di- 
rector of  consumer  economics.  But 
the  consumer  wasn't  necessarily  put- 
ting his  money  where  his  mouth  was. 
Buying  plans  were  down  from  Decem- 
ber for  cars,  houses  and  big-ticket 
home  appliances,  the  survey  found. 

Death  of  a  one-liner 

Now  that  President  Reagan  has  made 
his  peace  with  Federal  Reserve  Board 
Chairman  Paul  Volcker,  Treasury  Sec- 
retary Donald  Regan  may  have  to  re- 
write some  of  his  one-liners.  Regan 
used  this  one  in  a  recent  Washington 
meeting:  "I  was  quoted  in  the  papers 
as  saying  Volcker  was  obstinate,  ty- 
rannical and  smoked  cheap  cigars. 
That's  a  misquote.  I  never  mentioned 
cheap  cigars." 

A  penny  to  save 

Uncle  Sam  could  save  a  few  million 
pennies  by  tightening  up  the  Food 
Stamp  program  before  turning  it  over 
to  the  states,  says  Congress'  watch- 
dog, the  General  Accounting  Office. 
By  reducing  the  issuance  of  duplicate 
food  coupons,  a  new  GAO  report  con- 
cludes, the  government  could  cut 
losses  now  running  at  least  $12  mil- 
lion a  year.  The  duplicates  are  handed 
out  when  someone  claims  his  or  her 
original  card  was  lost,  stolen  or  was 
just  never  received.  The  sharpies  then 
use  both  cards  to  get  stamps.  In  other 
cases,  a  legitimate  user  buys  stamps 
with  a  replacement  card  and  the  thief 
uses  the  stolen  original.  Theoretically, 
state  and  local  Food  Stamp  agencies 
make  up  preventable  losses  but,  the 
GAO  says,  the  Agriculture  Depart- 
ment, which  runs  the  program,  usual- 
ly gets  stuck. 
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Japan's  housing  squeeze 

Americans  aren't  the  only  ones  suffer- 
ing from  a  depressed  housing  indus- 
japan,  for  different  reasons,  is  in 
th<  same  bind.  Housing  starts  in  Ja- 


pan dropped  to  their  lowest  level  in  14 
years  in  1981  (when  new-home  starts 
in  the  U.S.  slumped  to  the  worst  fig- 
ure since  1946).  The  big  trouble  in  the 
U.S.,  of  course,  was  sky-high  mort- 
gage costs.  In  Japan  these  have  stayed 
relatively  low,  but  land  costs  in  the 
crowded  islands  have  put  new  homes 
beyond  the  reach  of  most  Japanese. 
One  real  estate  survey  showed  a  con- 
dominium apartment  in  Tokyo  sell- 
ing for  about  $120,000,  five  times  the 
annual  income  of  an  average  salaried 
worker  in  the  Japanese  capital.  A  sub- 
urban home  was  worse;  at  $180,000  it 
represented  eight  years'  salary.  The 
housing  squeeze  in  Japan  also  chopped 
into  U.S.  exports,  since  forest  prod- 
ucts, a  key  construction  material, 
constitutes  a  major  item  of  trade  with 
Japan.  Last  fall,  shipments  of  logs  and 
lumber  to  Japan  were  36%  below  the 
figures  of  the  previous  year. 

Projection  for  pensioners 

The  cost-of-living  increases  in  Social 
Security  checks  to  be  mailed  out  in  June 
willbe  substantially  lower  than  thoseof 
the  past  couple  of  years  if  the  experts  at 
Buck  Consultants,  Inc.,  a  New  York- 
based  employee-benefits  consulting 
firm,  are  correct.  Buck  expects  the 
adjustment  (based  on  the  Consumer 
Price  Index  for  the  first  quarter  com- 
pared with  a  year  ago)  to  be  around 
7.7%,  almost  a  third  below  last  year's 
11.2%  and  little  more  than  half  the 
14.3%  of  1980,  a  record  since  automat- 
ic increases  started  in  1975.  This  could 


be  good  news  for  the  Social  Security 
Administration,  not  so  good  for  the 
seniors.  The  difference  between  1 98  l's 
figure  and  Buck's  1982  projection 
would  save  almost  half  a  month's  pay- 
ments, or  about  $5  billion  over  the  year, 
according  to  Douglas  Borton,  Buck's 
senior  vice  president  and  chief  actuary. 
Seniors  totting  up  their  checks  in  July, 
however,  won't  share  the  feeling  that 
inflation  has  slowed  as  much  as  it  has, 
Borton  says.  The  index  used  to  deter- 
mine the  increase  will  reflect  the  slide 
in  housing  prices  and  interest  rates. 
Pensioners,  he  points  out,  buy  fewer 
houses  and  borrow  less. 

Fueling  the  Olympic  flame 

With  only  two  years  to  go  before  the 
Games  open  in  Los  Angeles — not 
much  time  by  Olympic  clocks — U.S. 
Olympic  officials  are  off  and  running 
to  gather  support  for  a  scheme  to  al- 
low taxpayers  to  contribute  $1  apiece 
to  help  support  American  athletes. 
Senators  Daniel  Inouye,  the  Hawaii 
Democrat,  and  Ted  Stevens,  the  Alas- 
ka Republican,  have  sponsored  such  a 
bill  in  their  chamber;  91  House  mem- 
bers have  lined  up  for  a  similar  pro- 
posal introduced  by  Representative 
Jack  Fields,  a  Texas  Republican.  Four- 
square against  the  idea  is  the  Trea- 
sury, which  fears  it  would  open  the 
gates  to  a  cavalry  charge  of  other  non- 
profit groups.  "It  won't  go  anywhere 
fast  without  the  support  of  Treasury," 
says  one  Senate  Finance  Committee 
staff  member,  "but  that  doesn't  mean 
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Russian  Olympians  pumping  up  at  the  1980  Moscow  games 

An  "Olympic  buck" from  each  taxpayer  far  the  Americans  in  1984? 


Read  this  booklet  before  you 
talk  to  any  agent  ...even  ours. 
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The  rule  sounds  simple  enough.  Don't  buy  less 
life  insurance  than  you  need  or  more  than  you 
can  afford. 

But  how  do  you  determine  how  much  in- 
come your  family  will  need  in  the  event  of  your 
death?  Or  what  percentage  of  your  current  fam- 
ily income  you  can  spend  for  this  protection? 

There  are  no  easy  answers  to  either 
question.  But  there  is  a  booklet  that  will  help 
you  approach  the  problem  in  a  logical  fashion. 

Offered  as  a  public  service  by  The  Bankers 
Life  of  Des  Moines,  this  impartial  booklet  pro- 
vides the  guidelines  for  determining  a  workable, 
affordable  life  insurance  program  relevant  to 
today  and  tomorrow.  It  doesn't  quote  prices— 
ours  or  anyone  else's— nor  will  it  replace  the 
experience  and  counsel  of  a  good  life  insurance 
agent— ours  or  anyone  else's.  But  reading  it  will 
make  you  better  able  to  discuss  your  needs  with 
your  agent  and,  between  the  two  of  you,  arrive 
at  a  wise  decision. 

The  coupon  brings  you  this  new  booklet 
free  by  mail.  Unless  you  ask,  we  promise  no  one 
will  call  now  or  later. 


THE  BANKERS  LIFE  Q 

BANKERS  LIFE  COMPANY  OES  MOINES.  IOWA  50307 

Individual  and  group  life,  healthand  disability  programs  Pension  and  protit 
sharing  investment  plans  A  subsidiary.  BLC  Equity  Services  Corporation 
offers  mutual  funds  and  variable  annuities  through  registered  representatives 


The  Bankers  Life,  Consumer  Services  FB32 
Des  Moines,  Iowa  50307 

Please  mail  me  the  booklet  that  will  help  me  decide 
how  much  life  insurance  I  need  and  can  afford.  I  under- 
stand no  one  will  call,  now  or  later. 
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Periphonics 
Order  Manager 


It  uses  a  telephone 
to  eliminate  most  of  the  time, 
people,  and  cost  of  processing 
orders.  And,  most  of  the  errors. 

Your  customers,  sales  representatives,  and  dealers  simply  call  your  system 
from  any  phone  in  the  world.  They  talk  to  the  system,  and  enter  data,  using 
the  telephone's  push-button  dialer  (inexpensive  portable 
adaptors  are  available  where  push-button  service  is  not). 
The  system  answers  the  call  and  talks  the  caller  through 
the  order  using  our  patented,  computer-stored  voice  you 
pre-program  to  control  calls  the  way  you  want. 

There's  no  need  for  order  forms  to  be  completed,  mailed, 
and  handled.  There's  no  need  for  operators  sitting  at  ex- 
pensive work  stations,  receiving  orders  and  entering  them  into  your  system. 
Orders  are  ready  to  be  filled,  shipped,  and  invoiced  the  minute  the  call  is 
completed. 

Special  features  allow  you  to  broadcast 
sales  messages,  advise  callers  of  discounts, 
special  pricing,  or  back-order  conditions, 
and  even  transfer  calls  to  your  customer 
service  representatives  if  needed. 

The  system  can  operate  either  free- 
standing, or  it  can  work  with  your  current  computer  system.  Periphonics 
systems  are  in  use  around  the  world.  They're  priced  to  pay  for  themselves 
within  one  year  from  operating  savings  alone,  whether  you  now  have  three 
people  taking  orders,  or  three  hundred.  They're  backed  by  a  proven  tech- 
nology, our  own  nationwide  service  organization,  and  over  a  decade  of 
Periphonics  voice  and  data  experience. 


To  find  out  more, 
call  or  write  today. 


Periphonics© 

An  Affiliate  of  EJfcON  Corporation. 
4000  Veterans  Memorial  Highway, 
Bohemia,  NY  11716  (516)467-0500 
TWX  5102287310 


Trends 

it's  dead."  Unlike  the  campaign 
checkoff  now  on  the  Form  1040, 
which  puts  a  dollar  from  the  Treasuiy 
into  political  war  chests,  the  Olympic 
huck  would  he  added  to  a  taxpayer's 
hill  or  suhtracted  from  any  refund. 

Basic  English 

A  Washington  reporter  calling  the  De- 
partment of  Education's  public  affairs 
division  got  this  answer:  "Our  people- 
is  in  a  meeting  right  now." 

Color  guide 

The  color  of  your  automobile  could  be 
a  clue  to  your  personality,  according 
to  the  Automotive  Information  Coun- 
cil. Eye-catching  shades  like  red  or 
yellow  mean  a  bold,  adventuresome 
owner  (or,  more  prosaically,  a  small- 
car  driver  who  wants  more  visibility 
on  the  road).  White,  cream,  gray,  sil- 
ver and  the  like  indicate  someone 
who  wants  to  proclaim  moderation 
and  good  taste  (or'  perhaps  wealth, 
which  those  colors  also  symbolize). 
Shiny  black  or  dark  blue  adds  a  touch 
of  class;  earth  and  sky  tones  like  blue, 
brown,  green  and  gold  spell  down-to- 
earth  practicality  (they  hide  dirt,  the 
council  says).  Eye-popping  shades  like 
pink  and  orange  are  probably  right  for 
a  hey-look-me-over  personality,  but 
they  can  also  mean  problems  at  resale 
or  trade-in  time,  the  council  cautions, 
because  not  too  many  people  vibrate 
to  such  plumage. 

Jobs  and  exports 

Manufacturing  for  export  provides 
jobs  for  about  1  American  worker  in 
every  20,  according  to  a  new  report 
issued  by  the  Census  Bureau.  Total 
jobs  in  this  category,  the  bureau  says, 
stood  at  4.8  million  in  1980,  year  of 
the  last  complete  head  count,  com- 
pared with  3.3  million  in  1977.  Cali- 
fornia ranked  first,  with  518,000  ex- 
port-related jobs,  followed  by  New 
York,  with  377,000,  Ohio  (299,000), 
Illinois  (286,000)  and  Pennsylvania 
(285,000).  In  Rhode  Island,  Connecti- 
cut and  Washington,  more  than  8%  of 
all  workers  held  jobs  linked  to  ex- 
ports; Ohio,  Michigan,  Indiana,  South 
Carolina  and  Massachusetts  all  h,ad 
more  than  7%.  And  what  were  most 
of  the  workers  making  for  their  for- 
eign customers?  Machinery,  much  of 
it  connected  with  electronics  or  trans- 
portation, accounted  for  the  largest 
share  of  export-related  employment. 


INTRODUCING  THE  LINCOLN 
COMMITMENT 

SO  FAR-REACHING,  NO  OTHER 
CAR  MAKER  CAN  TOUCH  IT 


We're  so  confident  in  the  way  our  cars 
are  built,  we  back  them  with  the  most 
extensive  quality  commitment  in  the 
industry.  Read  about  our  new 
program  It's  dedicated  to  achieving 
absolute  owner  satisfaction. 

A  3-YEAR/36.000-MILE  WARRANTY 
ON  LINCOLN  TOWN  CAR,  MARK  VI, 
AND  CONTINENTAL. 

This  limited  warranty  isn't  limited  to 
the  conventional  12  months/12,000 
miles.  Lincoln  Commitment  coverage 
goes  on  for  another  24  months  or 
24,000  miles,  whichever  comes  first,  on 
certain  components  and  systems' 
During  the  extended  warranty  period, 
you  pay  only  the  first  $50  per  eligible 
repair  visit.  (Your  Dealer  has  complete 
details.)  This  extra  dimension  provides 
coverage  for  a  total  of  3  years  or 
36,000  miles,  whichever  comes  first. 

Your  Lincoln  Commitment  warranty 
even  provides  a  special  transportation 
allowance  of  $20  per  day  (not  to 
exceed  5  days  or  $100)  should  your 
Lincoln  need  to  be  kept  overnight  at 
your  Dealer's 

Further,  should  a  breakdown  occur 
on  the  road  due  to  failure  of  a 
covered  component,  you  receive  a 
$25  towing  allowance. 

CHECKS,  MORE  CHECKS, 
AND  RECHECKS. 

We've  implemented  some  of  the 
strongest  quality  audits  of  incoming 
materials  and  supplier-built 
components,  And  we've 
increased  the  number  of 
inspections  during 


assembly.  These  disciplines  help 
assure  a  higher  level  of  quality. 

Another  level  of  inspection  begins 
at  your  Lincoln  Dealer's.  His  factory- 
trained  technicians  inspect  every  new 
Lincoln  Town  Car,  Mark  VI  and 
Continental  and  perform  any  final 
adjustments  or  alignments  necessary 

Then  every  single  car  is  road  tested. 

After  all  these  checks,  there's  the 
checkout.  This  is  your  personal 
introduction  to  your  new  Lincoln's 
systems,  controls,  requirements  and 
limitations. 

CONTINUING  COMMUNICATIONS 
AND  A  TOLL-FREE  NUMBER. 

In  our  opinion,  your  opinion  is 
crucial,  So  to  help  us  hear  you,  we've 
set  up  a  feedback  program  It 
includes  a  prepaid  return  mail 
opportunity  to  voice  your  thoughts 
about  your  purchase.  It  also  provides 
us  with  an  opportunity  to  keep  you 
informed  of  updates  on  new  product 
developments  and  Dealer  services. 

Should,  for  any  reason,  a  problem 
arise,  your  first  and  most  important 
resource  is  your  Lincoln  Dealer, 
However,  if  your  Dealer  is  unable  to 
resolve  it  to  your  total  satisfaction, 
simply  call  our  Luxury  Car 
Coordinator's  Office,  toll-free.  This 
assures  you  of  priority  handling  of  a 
special  concern  or  problem, 


CONTINENTAL'S  $2,000 
INTRODUCTORY  OFFER. 

We  invite  you  to  discover  the  finest 
riding  Continental  ever  built.  With  the 
gentle  persuasion  of  a  $2000  cash 
bonus"  *  You  may  apply  it  to  your  down 
payment  or  get  a  check  from 
Lincoln-Mercury 

The  Lincoln  Commitment.  A  total 
commitment.  In  writing.  And  in  cash. 

"Coverage  excludes  tires,  accidents  or  abuse. 
"Cash  bonus  limited  to  one  per  customer. 
Dealer  participation  may  affect  customer  cost. 
Amount  lower  in  Texas  and  Louisiana.  Offer 
applies  to  vehicles  delivered  now  through  April 
3  from  your  participating  Lincoln-Mercury 
Dealer. 


LINCOLN-MERCURY  DIVISION 


WHEN 


L.et  us  do  the  spadework 
for  you.  We'll  turn  up  the  un- 
varnished facts— discreetly,  confi- 
dentially and  economically— and  give  you 
the  objective  and  essential  information 
about  people  and  companies  you  need 
for  considered  opinion  and  judgment. 

Before  you  recommend  or  take  action 
on  a  joint  venture,  an  acquisition,  a  merg- 
er, an  investment  or  tax  shelter  oppor- 
tunity, an  important  new  executive  or 
other  critical  matters— get  a  "Bishop's 
Report."  Please  call  us  or  send  our  coupon. 

BISHOP'S  SERVICE,  INC. 

The  leading  confidential  reporting  service  since  1898 


NEW  YORK  WASHINGTON  LOS  ANGELES  BRUSSELS 

BISHOP'S  SERVICE,  INC  F-3-15  82 

41  East  42nd  Street,  New  York.  NY  10017 
212-867-2700 

Yes.  I'd  like  more  information  about  your  service. 

Name  .  ;  

Company  

Address  

City   State  _ 


.  Zip 


Telephone 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $33  □  3  years  $66 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  1  year  $44,  3  years  $92.  Or- 
ders for  other  countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name         (please  print  i 


New  Address: 


Zip 


Date  of  Address  Change 
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The  noneternal  triangle 

It  was  a  cozy  arrangement:  Japan's 
Ricoh  Corp.  would  prosper  by  making 
low-cost  copiers  and  Savin  Corp.  of 
Valhalla,  N.Y.  and  New  Hampshire's 
Nashua  Corp.  would  thrive  on  selling 
them.  Two-and-a-half  years  ago,  how- 
ever, Forbes  noted  (Aug.  20, 1979)  that 
the  triangle  was  anything  but  eternal. 
Ricoh  was  talking  of  expanding  its  own 
marketing,  which  was  limited  to  the 
Far  East,  and  its  American  selling  part- 
ners were  gearing  up  to  go  it  alone  with 
machines  of  their  own.  Nashua  was 
starting  to  make  copiers  in  New  Hamp- 
shire while  Savin's  supersalesman 
Chairman  E.  Paul  Charlap  was  plan- 
ning to  do  the  same  in  New  York. 

The  motives  for  striking  out  alone 
looked  like  a  blend  of  resignation  and 
vaulting  confidence.  "We  really  didn't 
have  any  choice,"  said  Nashua's  presi- 
dent, William  Conway,  adding:  "In 
early  1980,  with  a  few  more  models 
out,  I  think  we'll  be  dispelling  the 
worries  of  our  doubting  Thomases." 

Forbes  spelled  out  reasons  for  a 
Thomas  to  doubt.  Competition  was 
getting  fierce,  with  other  Japanese 
manufacturers  fighting  for  the  low- 
cost  copier  business;  mighty  Xerox 
was  reaching  down  into  the  low- 
priced  field.  In  addition,  worldwide 
capacity  for  copier  production  was  ex- 
pected to  more  than  double  quickly. 

For  Nashua,  the  doubting  Thomases 
have  proved  right.  The  New  Hamp- 
shire company  has  just  announced  it 
will  soon  be  out  of  the  business  of 
making  copiers  and  will  continue  sell- 
ing Ricoh's  machines.  For  the  fourth 
quarter  of  1981,  Nashua  had  a  net  loss 
of  $6.5  million;  for  the  year,  it  had  a 


Chairman  E.  Paid  Cbarlap  of  Savin 
Does  it  pay  to  go  it  alone? 


net  of  $9.4  million,  or  $2  a  share  on 
sales  of  $654  million.  In  1980  net  had 
been  $21.5  million,  or  $4.60  a  share, 
on  sales  of  $671  million.  Merrill 
Lynch  analyst  Richard  Hastings  lays 
the  blame  squarely  on  Nashua's  "over- 
ambitious"  go-it-alone  decision. 

Savin  is  still  deeply  committed  to 
making  its  own  copiers,  but  the  cost 
has  been  heavy.  By  last  November,  it 
had  suffered  four  consecutive  losing 
quarters,  ending  up  with  $  1 5  million  in 
losses  on  sales  of  $478  million.  By  late 
last  October  liabilities  had  reached 
$331  million,  over  three  times  the 
company's  equity.  Faced  with  financ- 
ing a  $100  million  copier  plant  in  up- 
state New  York,  Charlap  cut  a  deal  last 
summer  with  Olivetti,  the  Italian  of- 
fice-machine giant,  but  the  deal  fell 
apart  in  two  months.  This  January  he 
did  find  a  financial  ally,  Canada  Devel- 
opment Corp.,  with  $6.2  billion  in 
assets  (and  48%  owned  by  the  Ottawa 
government).  To  get  its  help,  however, 
Charlap  had  to  give  up  control  of  the 
company,  selling  CDC  57%  of  Savin's 
stock  for  $75  million.  But  his  opti- 
mism is  undimmed.  "If  ever  there  was 
a  group  that  was  better  together,  it's 
we  with  CDC,"  he  says  of  his  new 
Canadian  partners.  By  May  Savin  ex- 
pects to  start  shipping  its  own  copiers, 
embodying  a  new  process  developed 
by  engineer  Benzion  Landa.  "We're 
about  to  create  a  market,"  Charlap 
says.  "We  did  it  before  and  we're  going 
to  do  it  again."  Meanwhile  he,  too,  will 
keep  on  selling  Ricoh  copiers.  ("I'm  an 
easy  guy  to  get  along  with,"  he  says.  "I 
don't  want  a  divorce.") 

Ricoh,  in  fact,  looks  like  the  one 
party  that  by  doing  nothing,  did  noth- 
ing wrong.  It  may  still  plan  to  take 
over  its  own  selling  some  day  but 
meanwhile  it  is  keeping  the  rest  of 
the  triangle  in  the  copier  business. 

The  word  and  the  book 

Two  years  ago  Frank  Greenagel,  then 
president  of  Arete,  a  Princeton,  N.J. 
subsidiary  of  VNU,  the  big  Dutch  pub- 
lishing firm,  told  Forbes  of  the  plans 
he  had  for  his  new  Academic  American 
Encyclopedia  (Trends,  Feb.  18,  1980). 
Backed  by  $20  million  in  VNU  front 
money  and  a  $10  million  ad  budget, 
Greenagel  was  shooting  for  10%  of  the 
U.S.  encyclopedia  market,  or  100,000 
sets  of  his  21 -volume  opus.  Arete  was 
going  to  shun  the  door-to-door  pitch, 
the  industry's  standard  sales  tactic, 
and  rely  instead  on  department  stores, 
book  chains  and  direct  mail.  It  also 
planned  a  set  base  price  rather  than  the 


FINALLY  A  REAL  CHOICE 
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THEIR  CORPORATE  CARD. 

CASH  FLOW 

•  American  Express  advertises  that  you  get  up  to  47-days 
float  on  airline  ticket  purchases. 


COST  CONTROL 

Their  Corporate  Card  Management  Information  System 
gives  you: 

•  Year-to-date  reporting  on  Calendar  Year  only. 


FLEXIBILITY 

•  They  offer  one  Corporate  Card  system  with  some 
options.  This  means  you'll  have  to  make  your  accounting 
system  fit  theirs. 

ACCEPTANCE 

•  Their  acceptance  worldwide  is  approaching  500,000 
establishments 

American  Express  and  the  American  Express  card  are  registered  trademarks  and 
the  property  of  trie  American  Express  Company 
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OUR  CORPORATE  CARD. 

CASH  FLOW 

•  Current  Diners  Club  Corporate  Card  customers  get 
an  average  of  60-days  float  on  airline  ticket  purchases. 
Additionally,  our  customers  get  immediate  credit  on 
unused  air  tickets. 

COST  CONTROL 

Our  Corporate  Card  Management  Information  System 
gives  you: 

•  Year-to-date  reporting  on  Calendar  Year  or  Fiscal  Year. 

•  Itemized  monthly  renewal  reports. 

•  Spending  guidelines  for  each  cardmember  that  can  be 
set  by  your  company 

•  Individual  reports  detailing  expenses  and  specific  airline- 
credits  to  help  you  keep  track  of  travel  expenses. 
FLEXIBILITY 

•  You  can  get  an  individual  system  designed  to  meet  your 
specific  requirements.  In  other  words,  we  can  tailor 

our  card  system  to  fit  into  your  accounting  system. 
ACCEPTANCE 

•  Our  acceptance  worldwide  is  approaching  500,000 
establishments.  Our  Corporate  Card,  like  theirs,  is 
welcomed  at  all  major  airlines  and  car  rental  agencies, 
as  well  as  the  finest  hotels  and  restaurants  in  the  cities 
where  you'll  most  likely  be  doing  business. 

OUR  CITICORP  CONNECTION 

•  We're  part  of  Citicorp.  That  means  you'll  benefit  from 
our  combined  financial  strengths  anel  in-depth  experience 
in  Cash  Management. 

THE  BOTTOM  LINE 

•  When  yOu  take  a  look  at  the  comparison  between  our 
Corporate  Card  anel  their  Corporate  Card,  you  see  that 
Diners  Club  gives  you  widespread  acceptance,  flexibility 
liquidity,  and  the  systems  control  to  improve  cash  flow. 


Please  mail  to: 

Stephen  B.  Hesse,  Vice  President 
Diners  Cluh  Corporate  Card  System 
Citicorp  Travel  and  Entertainment  Division 
399  Park  Ave.,  Suite  1103,  New  York,  N  Y.  10043 
I'd  like  complete  information  on  how  to  put  the  Diners 
Club  Corporate  Card  to  work  for  my  company. 

Name  Title  

Company  

Address  

City  


Fb 


.State. 


.Zip. 


)- 


Telephone:  ( 
No.  of  potential  users:  □  1  10    □  11+ 
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"LET  MISSOURI  SHOW  YOU  A 
COST  EFFICIENT  CENTRAL  U.S.  LOCATION" 

Kit  Bond,  Governor,  State  of  Missouri 


i  r  E 


George  Dillon,  Chairman  and  CEO,  Butler  Manufacturing 


Mi 


Kit  Bond,  Governor.  State  of  Missouri 


KANSAS  CITY  IS 
A  PERFECT  HEADQUARTERS 
FOR  PROFITABLE  BUSINESS" 


George  Dillon,  Chairman  and  CEO,  Butler  Manufacturing  Company 


Kansas  City,  Missouri,  is 
unbeatable!  George  Dillon, 
Chairman  and  Chief 
Executive  Officer  of  Butler 
Manufacturing  Company,  can 
tell  you  why. 

"Kansas  City  has  qualities 
and  values  that  attract  and 
keep  the  professional  and 
technical  people  we  depend 
upon.  High  productivity  and 
low  employee  turnover  are 
normal  for  Kansas  City  area 
companies  because  people 
enjoy  living  and  raising 
families  in  this  area," 
Dillon  says. 


"'Butler  has  been  approached 
many  times  to  relocate  head- 
quarters in  other  states. 
Frankly,  none  could  match 
the  advantages  we  now  enjoy. 
Our  central  location  helps 
keep  down  shipping  and 
travel  cost.  The  Central  Time 
Zone  gives  us  more  business 
hours  each  day.  The  local 
economy  has  a  varied  and 
strong  base." 

Two  plants,  a  research  and 
development  center,  the  cor- 
porations's  general  offices, 
and  over  1,000  employees 
represent  Butler's  solid  and 
profitable  investment  in 
Missouri. 


Let  Missouri  show  you  our  12 
reasons  why  your  business  can 
profit  in  our  state.  Ask  for  our 
12  Reasons  Brochure.  Call  us 
at  1-314-751-4539,  or  write: 
Governor  Kit  Bond, 
P.O.  Box  118,  Jefferson  City, 
Missouri  65102. 

If  you  want  to  learn  more 
about  Missouri  from  the 
viewpoint  of  a  corporate  chief 
executive,  write  George 
Dillon,  Chairman,  Butler 
Manufacturing  Company. 
BMA  Tower-Penn  Valley 
Park,  Kansas  City,  Missouri 
64141. 


Let 


Show  You . . . 


Governor  Kit  Bond 

P.O.  Box  118 

Jefferson  City.  Missouri  65102 


This  aJ  sponsored  jointly  by  the  Missouri  Private  Industry  Council  (PIC)  and  the  Missouri  Division  of  Community  and  Economic  Development 


Follow-Through 

usual  elastic  scales.  To  cap  it  all, 
Greenagel  planned  to  put  his  32,000 
entries  and  9  million  words  on  com- 
puter tape  and  update  them  yearly  for 
libraries,  wire  services  and  other  infor- 
mation customers. 
It  didn't  work. 

Early  this  year  VNU  optioned  out 
Arete's  encyclopedia,  tapes  and  all  (for 
how  much,  no  one  will  say)  to  Grolier 
Inc.,  publishers  of  the  venerable  Book 
of  Knowledge  and  Encyclopedia  Ameri- 
cana. Robert  Clarke,  Grolier 's  chief 
executive,  says  the  new  book  was  "a 
nice  fit  between  our  Book  of  Knowl- 
edge and  Americana,"  but  it  was 
bought  primarily  for  the  computer 
tapes,  which  would  give  Grolier  entry 
into  the  electronic  information  busi- 
ness, a  route  its  competitors  have  al- 
ready taken. 

Grolier  can  use  help.  It  has  been 
fighting  back  since  1977,  when  it  was 
delisted  by  the  New  York  Stock  Ex- 
change after  its  net  worth  slipped  to  a 
horrendous  minus  $45.5  million.  The 
drop  resulted  from  a  plethora  of  un- 
profitable overseas  operations,  devalu- 
ations of  foreign  currencies,  thievery 
in  its  mail-order  department  and 
climbing  interest  rates,  which  hurt  its 
financing  operations,  an  integral  part 
of  the  encyclopedia  business.  (Grolier 
now  trades  on  the  Philadelphia  stock 
exchange.) 

VNU  decided  to  sell,  Greenagel 
thinks,  because  Dutch  unions  were 
protesting  layoffs  in  Holland  while 
the  company  continued  to  ship  mon- 
ey to  Arete  in  the  U.S.  (Nor  was  the 
original  goal  of  10%  of  the  American 
market  anywhere  in  sight.)  Under- 
standably, the  former  industrial  psy- 
chologist and  professor  is  not  too  high 
on  his  successors.  Grolier,  he  says,  is 
"a  traditional  publisher,  and  electron- 
ic information  takes  restructuring  the 
whole  way  you  think." 

Grolier 's  Clarke  is  a  little  cautious 
himself.  "We  are  told  Arete's  data  base 
is  the  best  .  .  .  but  we  haven't  studied 
the  competition's  ourselves,"  he  says. 
As  for  updating  9  million  words  yearly, 
Clarke  admits  he  doesn't  have  a 
trained  staff  in  place  but  adds  that  "a 
couple  of  people"  were  coming  over 
from  Arete.  (Not  including  Greenagel, 
however;  he  left  Arete  in  December.) 
Grolier  will  deliver  the  1982  printing 
Arete  had  canceled,  and  Clarke  says 
the  Arete  customers  he  has  talked  to 
are  sticking  with  him,  adding,  "Our 
finances  are  getting  better,  slowly  but 
surely."  So,  he  concludes,  "I  think  we 
can  handle  it." 


Robertshaw's 
low  cost  pressure 
sensors  help  cultivate 
high  efficiency  down  on  the  farm. 

Even  a  one-section  (640  acre)  farm  uses  about  $25,000 
worth  of  fertilizer  annually,  so  it  behooves  any  farmer  to  con- 
trol fertilizer  usage  to  the  nth  degree.  The  answer?  Micro- 
processor control  that  computes  gallons  per  acre  (GPA) 
coverage  precisely  from  sensors  that  feed  data  on  nozzle 
pressure  and  tractor  speed.  To  change  coverage,  the  farmer 
simply  dials  in  a  new  setting. 

In  late  1980,  our  New  England  Instrument  Company  in- 
troduced pressure  sensors  that  sell  for  less  than  $20.  Cost- 
effective  GPA  controllers  are  now  a  reality. 

This  is  just  one  example  of  how  patented  pressure  and 
position  sensors  from  our  New  England  Instrument  Com- 
pany are  meeting  needs  in  markets  ranging  from  farm  equip- 
ment to  aerospace  systems.  For  details,  write  to:  New 
England  Instrument  Company,  Dept.  NEF,  14  Kendall  Lane, 
Natick,  MA  01760.  Or  call  617-875-9711.  Exports:  call 
Robertshaw  International  Sales  Company,  804-285-4161. 


CONTROLS  COMPANY 


The  Energy  Control  Company 


THE  1982 
WORLD'S  FAIR 


International  Precious 
Metals  Corporation 


there  are  thousands  of  precious  metals  dealers... 

But  only  one  IPMC 

One  of  the  oldest,  largest,  most  prestigious  precious  metals  dealers  in  the  United  States 

•  Over  one  billion  dollars  in  sales        •  All  client  investments  are 

•  Served  many  thousands  of  completely  hedged 
clients                                            *  All  client  funds  are  held  in  a 

•  Fully  computerized  operations  segregated  account 


Presents 


KRUGERRAND 
GOLD  COINS 

The  Krugerrand's  four  sizes  offer  exactly  1  ounce.  '/2  ounce.  %  ounce,  and  V,o  ounce  of  pure 
gold  Krugerrands  are  not  designed  for  a  limited  minting.  You  will  be  able  to  buy  —  and.  of  course, 
sell  —  them  on  a  continuing  basis  year  after  year.  That's  why  the  Krugerrand  is  the  world's  most 
popular  way  to  own  gold 

Combine  the  good  investment  attributes  of  the  one  ounce  Krugerrand  with  the  purchasing 
power  and  flexibility  of  leverage.  Your  IPMC  account  executive  is  specially  trained  to  show  you 
how  leverage  accounts  can  work  for  you  and  be  tailored  to  your  investment  goals.  With  leverage, 
each  dollar  invested  can  control  up  to  three  or  more  dollars  worth  of  precious  metals. 


International  Precious  Metals  Corporation 
6451  N.  Federal  Hwy. 
11th  Floor,  P.O.  Box  23000 
Ft  Lauderdale,  FL  33307 
I  want  to  know  more. 
Send  me  your  FREE  investor's  guide 
Call  Toll  Free...  (800)  327-5587 

In  Florida  (800)  432-5579 


I  Home  Tel  ('_ 
1  Bus  Tel.  (_ 


Name 


I  Address 


'City 


State 


Zip 


IPMC  is  registered  as  a  commodily  trading  advisor  with  the 
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Fragile  wilderness 

Sir:  Re  the  comments  made  regarding 
oil  exploration  in  our  wilderness  area 
(Fact  and  Comment,  Feb.  15).  Of  the 
375  million  acres  of  public  land  in  the 
lower  48  states,  only  a  little  over  5%, 
or  20  million  acres,  are  designated  as 
wilderness  areas. 

Why  are  these  areas  part  of  the 
thrust  of  the  current  federal  land  leas- 
ing crusade?  Of  the  118  million  acres 
of  the  375  million  already  under  lease, 
98%  has  not  been  drilled. 

We  are  talking  about  more  than  in- 
conveniencing a  few  "birds  and  chip- 
munks," as  these  lands  are,  by  defini- 
tion, extremely  fragile. 
— Ken  Barna 
Parma,  Ohio 


Not  a  crutch  for  the  weak 

Sir:  I  strongly  disagree  with  your  cate- 
gorization (Faces  Behind  The  Figures, 
Jan  4)  of  ESOP  companies  as  those 
which  are  "crisis-ridden"  and  which 
have  "big  money  problems." 

You  fail  to  appreciate  the  number  of 
profitable,  growing  companies  that 
have  had  some  objective  which  could 
best  be  achieved  through  the  ESOP.  In 
fact,  the  National  Center  on  Employ- 
ee Ownership  estimates  that  of  the 
approximately  250  to  500  companies 
in  which  employees  own  a  majority  of 
the  stock,  only  about  15%  established 
such  a  program  in  response  to  a  finan- 
cial crisis. 
—John  E.  Curtis  Jr. 
Washington,  D.C 


Mobil  needs  oil 

Sir:  Mobil  does  close  to  10  times  the 
business  that  Marathon  Oil  does  ("Mo- 
bil's Monkeyshines  Would  Be  Funny  If 
Not  So  Serious,  "Fact  and  Comment,  fan. 
18),  but  Marathon  has  almost  as  much 
oil  in  the  ground  as  Mobil  has. 

That  is  why  Mobil  is  frantically  try- 
ing to  take  over  a  company  which  has 
lots  of  oil. 
— George  A.  Bernat 
Sarasota,  Fla. 


Don't  blame  us 

Sir:  Re  the  views  of  Lehman  Brothers 
Chairman  Peter  G.  Peterson  on  the 
cost  of  federal  retirement  (Other  Com- 
ments. Jan.  18). 

With  the  exception  of  a  brief  period, 


Readers  Say 


federal  civil  service  annuities  have 
grown  in  the  exact  proportion  that 
prices  have  increased. 

It  should  not  come  as  a  surprise  that 
an  indexed  annuity  will  someday  top 
active  pay  when  annuities  have  kept 
pace  with  inflation,  while  federal  pay 
has  been  held  down  by  repeated  "pay 
caps." 

We  recall  that  Mr.  Peterson,  as  chair- 
man of  a  pay  commission,  once  la- 
mented the  dreadful  impact  of  "pay 
caps"  on  the  government's  ability  to 
attract  and  retain  able  executives. 
— L.J.  Andolsek 
President, 

Nat'l.  Assn.  of  Retired  Federal  Employees 
Washington,  D  C 


from  Time  Magazine 
The  Casey  File 

Ho  blind  irusl  for  the  CIA  boss 

. .  .  past  directors  of  the  CIA  ...  set 
up  blind  trusts.  .  .  . 

William  Casey  .  .  .  has  kept  control 
of  his  investments.  .  .  . 

Says  CIA  General  Counsel  Stanley 
Sporkin:  "There  is  no  requirement 
that  I  know  of  for  Casey  to  put  his 
holdings  in  a  blind  trust." 

New  York  Democratic  Senator 
Daniel  Patrick  Moynihan  offered  a 
more  backhanded  defense,  scoffing:  "I 
would  like  to  think  that  you  could 
make  a  killing  in  the  stock  market ' 
just  having  the  information  the  CIA 
does,  but  they  know  about  as  much  as 
Forbes  magazine  knows." 


Sir:  In  case  you  had  not  seen  this 
clipping  (or,  alternatively,  in  case  you 
had),  I  just  wanted  to  say  that  it  is  not 
that  the  CIA  knows  too  little,  but  rather 
that  Forbes  usually  has  the  best  intelli- 
gence of  all. 

—Daniel P.  Moynihan  (D-N.Y.) 
U.S.  Senate 
Washington,  D  C. 


Impactful  review 

Sir:  I  have  had  calls  from  friends  all 
over  the  country  congratulating  me 
on  your  review  of  my  Book  of  Days 
(Fact  and  Comment,  Jan.  18) — some- 
thing that  doesn't  even  happen  when 
I'm  reviewed  or  mentioned  in  publi- 
cations like  Time,  Newsweek,  or  the 
New  York  Times. 

Your  great  review  made  my  day  and 
didn't  exactly  offend  the  publisher's 
either. 

Enclosed  is  a  copy  of  my  "Concerto 
for  Balloon  and  Orchestra" — most  of  it 


was  written  while  I  was  aloft.  You 
know  that  feeling. 

— Rod  McKuen 
I. <>s  Angeles.  Calif. 


Conscientious  report  cards 

Sir:  Re  "Do  Such  Report  Cards  Still 
Exist?"  (Fact  and  Comment.  Feb.  15). 
Yes,  such  report  cards  do  exist.  You 
might  find  interesting  the  enclosed 
"Daily  School  Note  for  Grade  and  So- 
cial Improvement." 
— Richard  L.  Baron 
Director  of  Residential  Programs. 
Boys  Toirn 
Boys  Toirn,  Nehr. 

Sir:  Yes,  in  the  Oakwood  schools,  a 
suburb  of  Dayton,  they  do. 

— Merry  Noel  Pearson 
Den  ton.  Ohio 

Sir:  ...  in  suburbia  at  St.  Lambert 
School,  Skokie,  111. 

—Josej'h  F.  Zawadzki 
Skokie,  111. 

Sir:  Why  did  Mr.  or  Mrs.  Forbes  not 
sign  Malcolm's  report  card?  Did  he 
perhaps  "intercept"  it  at  the  mailbox? 

— Keith  Brown 
West  lake,  Olv<> 


Humorous  card? 


Bah.  Humbug  and  a 
prosperous  New  Year 

Sir:  No,  I  do  not  find  any  humor  in 
the  Christmas  card  you  brought  to 
your  readers'  attention  (Fact  and  Com- 
ment, Feb.  1).  On  June  10,  1980,  the 
president  of  United  Air  Lines,  Mr. 
Percy  Wood,  was  almost  killed  by  a 
bomb  that  was  delivered  to  his  home 
disguised  as  a  book.  Some  things  are 
just  not  funny. 
— David  A.  Laubhan 
Naperville,  III 


You  can  cut  your  trucking  costs 
by  knocking  a  little  off  here  and 
there.  On  preventive  maintenance, 
parts,  tires,  repairs.  Even  on  the 
quality  of  trucks  you  buy  in  the 
first  place. 

But  when  you  cut  corners,  your 
trucks  start  breaking  down.  Repairs 
cost  an  arm  and  a  leg.  Your  drivers 
run  up  expenses  while  waiting 
around.  And  if  you  happen  to  lose 
out  to  a  competitor  because  his 
trucks  are  more  dependable  than 
yours,  think  of  the  cost  of  that! 

Ryder  believes  trucks  don't  run 
right  unless  you  treat  them  right. 
First  off,  they're  specified  for  the 
job  they  have  to  do.  Then  they 


undergo  Ryder's  highly  disciplined, 
strictly  enforced  preventive  main- 
tenance system.  With  regularly 
scheduled  inspections.  And  parts 
replaced  on  a  schedule  instead  of 
waiting  for  them  to  fail. 

The  result  is  that  our  lease 
customers  experience  real  cost 
reductions  because  their  trucking 
operation  becomes  more  efficient. 
Fewer  breakdowns.  No  idle  drivers. 

If  a  Ryder  truck  does  break 
down  -  anywhere  -  Ryder  gets  it 
running  again.  Fast.  No  charge.  Or 
Ryder  gets  you  a  substitute  truck. 
Fast.  No  charge.  Your  customers 
get  better  service,  and  that's  worth 
an  incalculable  amount. 


RYDER  GUIS 
MUR  COSTS  WITHOUT 
CUTTING  CORNERS. 


Plus  you  save  on  fuel,  because 
Ryder  provides  it  from  our  own 
tanks  with  no  retail  mark-up.  And 
you  save  because  Ryder  trucks  get 
better  mileage.  And  you  save  by 
using  Ryder's  back-up  fleet  of  over 
20,000  rental  vehicles  instead  of 
having  extra  trucks  hanging 
around  for  emergencies. 

Because  Ryder  refuses  to  cut 
any  of  these  corners,  we  have  over 
5,000  full  service  lease  customers. 
Hard-nosed,  profit-oriented  com- 
panies like  yours.  Call  your  nearest 
Ryder  district  office  or  mail  this 
coupon  today. 


RYDER,  IN  MY  HEART  I  KNOW 
CUTTING  CORNERS  IS  THE  WRONG  WAY 
SHOW  ME  THE  RIGHT  WAY 


Name/Title 


Company  Name 


Type  of  Business 


City/State/Zip 


Mail  to  Ryder  Truck  Rental.  Inc. 
Harmon  Hoffmann.  President 
PO  Box  520816 
Miami,  Florida  33152 

F6 


RYDER  TRUCK  LEASING  AND  RENTING 


Risk.  Having  someone  behind  you  can  be  reassuring. 

There  are  some  risks  that  you  simply  can't  face  alone.  That's  why 
Corroon  &  Black  stands  behind  you  at  each  stage  of  your  risk  management 
program.  Evaluating  your  cash  flow.  Analyzing  past  losses.  Forecasting  future 
ones.  And  offering  you  the  best  risk  financing  alternatives. 

But  you'd  expect  this  innovative,  professional  approach  from  one  of  the 
world's  top  business  insurance  brokers.  So.  contact  us.  We'll  show  you  the 
difference  a  helping  hand  can  make. 

CORROON  &  BLACK 

Putting  insurance  risks  into  perspective. 

Wall  Street  Plaza.  New  York.  N.Y.  10005  •  212-363-4100 


With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


THAT'S  A  JOKE? 

Arizona's  Republican  Senator  Pete  V.  Domenici,  chairman  of  the  budget 
committee,  is  quoted  in  theiVew  York  Times  as  telling  this  "current  joke" — 

Q.  How  do  you  become  a  millionaire  in  the  bond  market? 

A.  Start  with  two  million. 


REAGAN  BUDGET 

Often  when  nearly  nobody  likes  a  proposed  solution  to 
an  unsolvable  problem,  there  is  much  to  be  said  for  it.  But 
in  the  Administration's  proposed  budget,  the  little  that 
can  be  said  in  defense  of  its  awe-full  imbalance  is  so  little 
that  no  matter  how  well  President  Reagan  says  it,  his 
budget  isn't  going  to  wash.  Except — largely — away. 

It's  unanimously  agreed  by  those  who  know  what 
they're  talking  about  (as  well  as  the  vast  majority  who 
don't)  that  inflation  got  out  of  hand  when  President  John- 
son decided  on  a  guns-and-butter  budget  during  the  Viet- 
nam war  to  sugarcoat  its  untote-able  cost. 

If  President  Reagan  feels  every  Sbillion  of  the  $214 
billion  projected  defense  spending  is  vital,  then  he 
should — both  in  good  conscience  and  in  the  name  of  basic 
economic  sense — ask  for  additional  revenues  to  cover 
those  36  billion  additional  defense  dollars. 

Even  after  cranking  in  all  the  most  optimistic  (and  the 
most  unlikely)  projections  of  business  recovery  and  tax 
revenues,  the  budget  anticipates  a  $97  billion  deficit  this 
year,  $92  billion  next  year  and  $83  billion  in  1984. 

Next  year's  deficit  will  undoubtedly  be  far  greater.  Just 
too  great  to  swallow,  as  Wall  Street  and  the  stock  mar- 
ket have  made  clear  in  their  thumping  fall  out  of  bed. 

Congress  won't  accept  half  the  proposed  additional 
sweeping  cuts  in  social  services,  including  aid  to  education, 

THE  SOONER  WEINBERGER  GETS 

the  sooner  the  Defense  Department,  the  budget  and  our 
foreign  relations  will  dramatically  improve. 

Cap  the  Knife,  as  he  was  termed  when  Budget  Director, 
has  turned  into  a  butterball  for  the  three  rivaling  armed 
services'  laundry  list  of  wants.  His  ongoing  verbal  bellicos- 
ity has  shaken  the  other  NATO  nations,  despite  Secretary 


AXED  AT  BIRTH 

housing,  etc.  The  Republicans  won't  and — surprise,  sur- 
prise— not  even  the  Democrats  will  accept  the  projected, 
almost  unenvisionable  deficits.  Military  spending  will  be 
cut  and,  if  done  right,  the  military  will  be  the  stronger  for  it. 

Additional  taxes  in  the  form  of  excises  on  imported  oil 
and  the  like  are  likely.  Tax  reductions  will  be  leavened. 
Other  trimmings  on  such  things  as  writeoffs  thrown  on 
last  year's  tax-cut  Christmas  tree  (to  outbid  Speaker 
O'Neill's  proposals)  will  be  made. 

The  final  budget  will  make  more  sense,  be  more  in 
balance.  After  all  the  shouting  and  the  tumult,  the  postur- 
ing and  the  passion  have  passed,  the  result  will  be  a 
sounder,  quicker  economic  recovery. 

*    *  * 

There's  nothing  fundamentally  wrong  with  supply-side 
economics.  It's  just  economists'  jargon  for  motivating 
people  and  businesses  by  the  prospects  of  being  able  to 
keep  more  of  what  they  earn  and  a  lessening  in  smothera- 
tion  by  federal  overregulation  and  red  tape.  Only  such 
overkill  as  is  represented  by  the  Administration's  fantastic 
budget  deficit  can  kill  the  good  sense  that's  the  core  of 
supply-side  economics. 

For  sure,  when  it's  finally  enacted,  the  first  Reagan 
budget  is  going  to  be  very  different  from  the  one  submit- 
ted. And,  in  many  respects,  be  the  better  for  it. 

LESS  OF  THE  PRESIDENT'S  EAR 

Haig's  reassurances  that  we  approach  assorted  foreign 
crises  soberly  rather  than  shooting  from  the  hip  at  every 
turn  of  events. 

His  latest  Mideast  sortie  was  a  foreign  policy  disaster. 
The  Saudis'  rebuff  of  his  efforts  to  forge  a  closer  military 
relationship  was  reportedly  as  close  to  rude  as  the  crude-oil 


Goliath  ever  gets;  his  offer  of  our  best  fighters  and  mobile 
missiles  to  Jordan  was  not  publicly  embraced  by  King 
Hussein  but  convinced  Israel  that  her  danger  is  now  dire 
from  our  vast  rearming  of  some  of  her  bitterest  Arab 
enemies  with  our  military  best. 

Coping  with  our  Defense  Secretary's  havoc  in  foreign 
affairs  is  more  of  a  problem  for  Haig  than  any  other  aspect 


of  his  job;  coping  with  his  insupportable  defense-budget 
requests  is  the  biggest  problem  the  Administration's  bud- 
geteers  face. 

Can  somebody  persuade  Secretary  Weinberger  to  spend 
ten  minutes  reading  pages  15  through  19  of  the  Feb.  22 
Time7.  It  may  move  him  to  tend  to  the  prime  business  of 
the  Department  of  Defense — having  same  at  the  ready. 


GM  MUST  FEEL  LIKE  IT  WAS  SET  UP 


To  bolster  its  cash  position,  General  Motors  has  raised 
$500  million  by  pawning  one  of  its  jewels,  the  magnificent 
New  York  office  skyscraper  at  59th  Street  just  off  Central 
Park  and  opposite  the  Plaza  Hotel. 

GM  needs  the  money  because  OPEC's  astronomical 


increases  in  oil  prices  knocked  traditional  big  American 
cars  nearly  out  of  the  ring. 

And  who  do  you  suppose  is  putting  up  a  significant  part 
of  the  cash  for  this  hock?  Kuwait. 

Some  twist,  wot? 


IT'S  UNLIKELY  YOU'VE  EVER  GONE 

and  neither  had  I  until  the  other  eve- 
ning. Having  heard  how  one  of  the 
younger  (by  a  wide  margin)  Forbes  em- 
ployees was  ending  up — way  up — in 
contests  of  skating  skills,  I  went  to 
watch.  What  a  great  experience! 

Throngs  of  young  people  rolling  with 
a  combination  of  grace,  gusto  and  sheer 
joy  that  was  a  treat  to  watch,  like  that 


TO  A  ROLLER  SKATING  DISCO 

disco  scene  from  Saturday  Night  Fever 
come  alive,  only  on  skates.  It  was  exu- 
berant for  those  of  us  who  sometimes 
trip  just  walking  to  see  so  many  on 
these  big-wheeled  shoes  doing  Fred  As- 
taire-like  routines.  For  something  dif- 
ferent, go,  watch  and  come  away  feel- 
ing good  about  a  great  big,  growing  seg- 
ment of  young  America. 


DYNAMITE  LADY 


The  author  of  the  recently  published  Iphigene:  Memoirs 
of  Iphigene  Ochs  Sulzberger  of  The  New  York  Times 
Family  was  our  luncheon  guest  here  the  other  day.  Just  a 
few  months  short  of  her  90th  birthday,  she's  the  daugh- 
ter of  the  New  York  Times  founder,  wife  of  one  of  its 
publishers,  mother-in-law  of  another,  and 
mother  of  present  publisher,  Punch. 

With  eyes  twinkling  and  a  mischievous 
smile,  she  regaled  us  with  casually  tossed, 
chuckleful  bon  mots.  Early  in  our  conversation 
Mrs.  Sulzberger  put  on  an  additional  hearing 
aid.  "The  people  who  make  eyeglasses  are  able 
to  fine  tune  them  to  each  individual,  but  I 
don't  know  what's  the  matter  with  these  hear- 
ing aid  makers  that  they  can't  do  the  same. 

"People  say  to  me  it  must  be  great  to  be  hard-of-hearing 
because  you  can  hear  what  you  want  and  tune  people  out. 
What  nonsense — how  do  you  know  who  you  want  to  tune 
out  or  what  you  don't  want  to  hear  if  you  can't?" 

There  are  lots  of  ups  and  downs  getting  from  the  lobby  of 
the  Forbes  building  to  where  we  lunch.  When  I  first  took 
Mrs.  Sulzberger's  arm  to  help,  she  firmly  reversed  the 
procedure.  "I'll  take  your  arm.  I'm  so  short,  when  people 
take  mine  they  tend  to  lift  me  up — and  sometimes  over." 
Which  reminded  her  of  the  time  she  fell  in  Central  Park  and 


IPHIGENE 


healed  quite  well.  But  I  had  to  wear  a  brace  and  my  daughter 
Marian  suggested  that  to  cover  this  awkward  thing,  the 
only  practical  clothes  would  be  maternity  dresses.  Now, 
Marian  was  gray-haired  herself  at  the  time,  and  when  she 
went  into  the  department  store  and  asked  for  maternity 
clothes,  the  clerk  gave  her  a  rather  startled  look. 
Marian  quickly  explained,  'Oh,  they're  not  for 
me — they're  for  my  mother.'  " 

On  the  subject  of  President  Reagan:  "I  re- 
member how  much  I  disliked  the  strong  feel- 
ings expressed  by  those  who  didn't  like  Frank- 
lin Roosevelt  when  he  was  President,  so  I  don't 
want  to  sound  that  way  about  Mr.  Reagan.  But 
really,  he's  a  miscast,  elderly  juvenile.  He's  hav- 
ing a  lot  of  fun,  and,  I'll  admit,  it's  a  good  part." 
On  the  subject  of  her  book:  "I  can't  write  at  all,  but  when 
my  memories  were  first  put  down  in  a  very  limited  number 
of  copies  for  family  and  friends,  they  all  persuaded  me  to  do 
this  book.  Fortunately,  my  granddaughter,  Susan  Dryfoos, 
who  put  my  memories  on  paper,  has  great  talent.  Previous- 
ly, someone  else  had  tried  and  all  he  wanted  to  pursue  were 
observations  on  the  Times.  There  are  plenty  of  books  about 
the  paper,  and  I  didn't  intend  to  have  my  memoirs  merely  a 
footnote  to  another  book  about  The  New  York  Times." 
As  if  there  were  any  way  anyone  could  reduce  this 


broke  her  back  ten  years  ago.  "I  was  younger  then,  and  it    dynamite  lady  to  a  footnote. 


AMONG  THE  MANY  WHO  WISHED  FDR  HAD  NEVER  BEEN  BORN 


was  my  father.  As  I  observed  here  some 
years  ago,  it  is  probably  difficult  for 
Forbes  readers  today  to  realize  how 
bitterly  most  businessmen  felt  toward 
Franklin  Roosevelt.  He  made  political 
hay  out  of  baiting  and  battling  the  "rob- 
ber barons,"  as  he  dubbed  the  country's 
corporate  heads. 

Remembering  so  vividly  that  unadul- 
terated scorn  for  FDR  that  was  so  vehe- 
mently, fiercely,  frequently  expressed 
by  my  father  and  his  friends,  and  the 
unadulterated  adulation  in  which  he 
was  held  by  the  great  majority  of  the 
country,  I  was  fascinated  with  the  tem- 
perate appraisals  that  were  made  in 
print  and  on  television  on  the  occasion  of  the  100th 
birthday  of  FDR — the  only  man  who  has  been  or  ever  will 
be  elected  President  for  four  terms. 

Last  fall  we  had  a  call  from  a  top  TV  network  executive 

VANITY  INSPIRES 


'Come  along.  We're  going  to  the 
Trans-Lux  to  hiss  Roosevelt. " 


asking  if  we  could  suggest  someone 
who  still  felt  today  as  bitterly  as  he  may 
have  then  about  Roosevelt.  The  net- 
work wanted  to  include  such  a  view  as 
part  of  its  Special.  I  racked  my  brains 
and  couldn't  think  of  one. 

Yet,  in  the  first  issue  of  Forbes  after 
FDR's  death  36  years  ago,  my  father 
began,  "Since  the  Lord,  in  his  Infinite 
Wisdom,  has  ended  the  Roosevelt  re- 
gime. ..."  There  was  an  outpouring  of 
shocked  subscribers  objecting  to  what 
some  termed  an  "outrageous  slur." 

My  father  replied  piously,  "It  has 
never  occurred  to  me  to  question  the 
Good  Lord's  wisdom  and  in  my  writ- 
ings, as  in  this  case,  I  frequently  call  attention  to  it."  With 
a  twinkle  in  his  eye  and  with  the  burr  his  voice  never  lost, 
he  told  me,  "I'd  have  been  disappointed  if  those  so-and-so 
New  Dealers  hadn't  understood  exactly  what  I  meant." 


YOU  CAN'T  FOOL 


the  best  acting  in  executive  suites  as  well  as  on  stage.  the  mirror — what  you  see  is  what  you 


are. 


THAT  OTHER— BIGGER— "DEFICIT" 


By  M.S.  Forbes  Jr. 


The  major  disappointment  in  the 
Reagan  budget  is  not  over  the  bud- 
get itself,  but  that  the  Administra- 
tion has  made  precious  little 
progress  curbing  the  myriad  off-bud- 
get programs  and  agencies. 

Last  year,  one  way  or  the  other, 
Washington  hit  the  capital  markets 
for  $  142. 1  billion.  Of  that,  only  $57.9 
billion  was  for  the  deficit  we  read  so 
much  about.  The  rest— $84.2  bil- 
lion— went  to  finance  loans  made  by 
such  agencies  as  the  Farmers  Home 
Administration  and  the  Rural  Elec- 
trification Administration,  and  to 
guarantee  loans  for  Chrysler  Corp., 
mortgages  for  the  Federal  Housing 
Administration,  etc. 

A  few  months  back,  David  Stock- 
man and  his  Budget  Office  made  a 
lot  of  noise  about  substantially  re- 
ducing these  gimmicks,  most  of 
which  were  created  to  finance  pet 
projects  without  having  them  show 
up  in  the  official  budget.  Alas,  this 
sound  and  fury  signified  little. 

Direct  and  guaranteed  loans  as 
well  as  money  raised  by  quasi-gov- 
ernmental agencies,  such  as  the 
Farm  Credit  Administration,  are 


slated  to  reach  $107.4  billion  in  1982 
and  $1 13.2  billion  in  fiscal  1983. 

Three  years  ago  Washington  ab- 
sorbed less  than  20%  of  the  total 
credit  market  demand.  Now  it's 
nearly  50% .  In  view  of  the  Adminis- 
tration's efforts  to  "get  government 
off  our  backs,"  its  unwillingness  to 
tackle  more  aggressively  this  off- 
budget  area  is  puzzling  indeed. 

DON'T  FORGET  THE  FED 

What  ails  the  regular  budget  the 
most  is  a  weak  economy  and  the 
burgeoning  cost  of  financing  the  na- 
tional debt,  and  neither  will  be 
cured  unless  we  straighten  out  the 
Federal  Reserve.  Everything  else 
flows  from  this  first  step. 

Each  1%  rise  in  unemployment 
adds  $30  billion  to  our  red  ink.  Each 
1%  addition  to  the  interest  on  the 
national  debt  means  $10  billion 
more  in  budget  outlays. 

All  of  the  traditional  indicators 
and  measures  of  inflation  are  way 
down— except  interest  rates.  The 
British  used  to  say  7%  would  draw 
gold  off  the  moon;  real  rates  today, 
both  long  term  and  short,  are 
around  10%.  These  levels  make  a 
meaningful  economic  recovery  very 


difficult  and  increase  the  possibility 
of  a  destructive  credit  crisis. 

Why  is  the  Fed  flubbing  up? 

A  look  at  history  provides  an  im- 
portant clue.  Before  October  1979 
the  central  bank  operated  by  jug- 
gling interest  rates.  After  all,  the 
Bank  of  England,  the  granddaddy  of 
central  banks,  had  used  this  maneu- 
ver rather  successfully  since  the  Na- 
poleonic Wars,  and  it  seemed  to 
work  reasonably  well  for  us  in  the 
1950s  and  the  1960s.  But  this  proce- 
dure suddenly  lost  its  magic  after 
1968-71,  when  the  U.S.  killed  the 
old  Bretton  Woods  international 
monetary  system,  what  economists 
called  the  gold-exchange  standard. 

You  find  the  same  phenomenon 
in  Milton  Friedman's  monetarism, 
which  the  Fed  is  using  today. 

In  his  seminal  work  A  Monetary 
History  of  the  U.S.,  1867-1960, 
Friedman  found  a  close  correlation 
between  money  supply  and  econom- 
ic activity,  except  in  1867-79  when 
the  U.S.  was  off  gold.  The  relation- 
ship also  unraveled  after  1971. 

In  short,  the  procedures  espoused 
by  both  monetarists  and  Keynes- 
ians  fall  apart  outside  the  context  of 
a  gold-based  monetary  system. 


Other  Comments 

Often  (liniments  Av  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind. -MSI 


$100  Billion  Too  Much 

The  crux  is  that  the  President 
wants  us  to  have  a  military  buildup 
without  paying  for  it — at  least,  not 
until  some  day  in  the  unknown  fu- 
ture. That  will  not  do.  If  arms  spend- 
ing cannot  safely  be  pared  enough  and 
aid  to  people  cannot  humanely  be  re- 
duced enough  to  lower  the  deficit,  the 
logical  resort  is  to  taxes.  Excises  can 
be  hiked.  The  25  percent  reduction  in 
individual  rates  can  be  cut  down  or 
spread  out  to  help. 

— Marvin  Stone,  editor, 
U.S.  News  &)  World  Report 

Defense  Nonsense 

The  new  Pentagon  budget  calls  for 
more  of  everything.  The  Army  would 
get  almost  3,000  more  tanks  than  pre- 
viously planned.  The  Air  Force  would 
get  hundreds  more  advanced  fighters. 
The  Navy  is  to  go  up  a  third  to  640 
ships.  Plans  proceed  for  two  strategic 
bombers  when  one,  the  Stealth,  would 
do,  and  an  MX  missile  that  is  no  an- 
swer to  strategic  vulnerability.  The 
defense  bill  for  the  next  five  years 
would  total  an  awesome  $1.6  trillion. 

But  not  even  $  1 .6  trillion  would  buy 
everything  the  Administration  de- 
sires. By  asking  for  everything,  Mr. 
Reagan  demonstrates  an  incapacity  to 
make  the  necessary  choices — and  in- 
vites Congress  to  rush  in. 

And  what  will  Congress  be  tempted 
to  do?  What  it  has  always  done:  slash 
the  accessible  funds,  for  ammunition, 
spare  parts,  fuel,  flight  time  and  other 
aspects  of  combat  readiness — just 
where  defense  has  been  bled  most 
painfully. 

— New  York  Times  editorial 

Presidential  Taping 

LB[  was  furious  at  Bobby  Kennedy. 
Apparently  Bobby  had  said  something 
to  reporters  quite  at  variance  with 
what  he  had  told  the  President  in  pri- 
vate. LBJ  decided  to  trap  Bobby,  using 
his  Oval  Office  taping  system. 

He  called  Bobby  into  the  office, 
pressed  the  switch  that  activated  the 
tape  machine  and  proceeded  to  record 
the  conversation.  To  his  delight  the 
trap  worked  better  than  he  expected. 
Bobby  made  one  self-incriminating 
statement  after  another. 

The  President  w  as  enthused.  At  last 
he  had  Bobby  where  he  wanted  him. 


The  door  of  the  Oval  Office  had  hard- 
ly closed  when  LBJ  ordered  the  tape 
transcribed.  But  when  the  transcriber 
donned  her  headset  she  heard  nothing 
but  static.  The  news  of  the  malfunc- 
tioning equipment  made  LBJ  so  an- 
gry, according  to  my  witness,  that  he 
slammed  his  fist  on  the  desk.  It  was 
only  later  that  LBJ  discovered  that 
Bobby  Kennedy  had  entered  the  meet- 
ing with  a  scrambler  in  his  pocket. 
He  carried  a  tiny  radio  transmitter 
that  completely  jammed  the  micro- 
phones while  he  smiled  his  famous 
smile  and  made  his  "incriminating" 
statements  to  the  eager  LBJ. 

— H.R.  Haldeman, 
The  Ends  of  Power 

New  Voltage  from  Watt 

When  good  old  Mother  Jones  start- 
ed taking  potshots  at  "backpackers" 
presumably  sharing  Watt's  opinion 
that  they  were  simply  rich-kid  escap- 
ists who  lacked  concern  for  the  real 
issues  of  our  time,  it  was  clear  that 
the  environmental  movement  was 
coming  apart.  The  cause  seemed  to 
have  faded  into  an  elitist  irrelevancy. 

Like  an  environmental  Great  De- 
pression, it  took  something  drastic — a 
James  Watt — to  forge  a  new  coalition. 
— Larry  Burke,  editor,  Outside 

Gentry  Ossification 

In  Britain  the  Industrial  Revolution 
was  not  followed  by  a  revolution  in 
social  values.  Aristocratic  and  rural 
attitudes  and  values  were  main- 
tained— Merrie  England  and  all  that. 
Industry  was  vulgar.  Social  prestige 
could  only  be  gained  by  using  the 


wealth  acquired  in  industry  to  escape 
it.  How  many  first-class  graduates 
from  the  best  universities  dirty  their 
hands  in  industry?  Practically  none.  It 
is  going  to  take  a  lot  to  break  down 
the  snobbery  and  shibboleths  to  re- 
verse the  gentrification  of  Britain.  We 
must  understand  the  business  of 
Great  Britain  is  making  things  and 
selling  things. 

— Rupert  Murdoch, 
in  a  London  luncheon  speech 


It  matters  not  so  much 
whether  you  do  something 
well  or  badly,  but  how  you 
get  out  of  doing  it  honestly. 

—Kurt  Andersen,  The  Real  Thing 


Who'd  Have  Thought 

It  scarcely  occurred  to  me  then, 
and  certainly  not  to  the  Americans 
of  hope  who  directed  the  Marshall 
Plan,  that  in  this  new  trading  world 
the  vanquished  would  become  the 
victors,  that  the  Japanese  and  the 
Germans  would  become  the  greatest 
beneficiaries  of  our  exertion.  And 
that,  ultimately,  we  would  drive  the 
British  from  the  Middle  East,  too, 
and  leave  all  of  America's  economy 
and  civilization  in  debt  to,  and  un- 
certainly dependent  on,  the  oil  of 
Middle  East  sheikhs  and  strong  men, 
whom  the  British  had  previously  po- 
liced for  us. 

—Theodore  H.  White, 
In  Search  of  History 

Except  for  Jerry  Ford 

Rodeo  is  an  individual  sport  like 
golf.  But  when  you  play  golf,  you  don't 
have  to  worry  about  the  ball  gettin'  up 
and  runnin'  over  you.. 

— cowboy  Monty  Henson,  GEO 


DUNAGIN'S  PEOPLE 


"I'm  against  raising  the  salary  ceiling  to  attract 
more  competent  people  to  government  work! 
What  would  become  of  us?" 


Well  make  less  of 
your  originate. 


JZ3 


Original. 


Copy. 


Introducing  the  3M"595" 
Plain  Paper  Copier  with  Sensitron. 


ow  you  can  take  your  oversized 
iperwork  and  make  less  of  it. 

With  the  new  3M  "595"  Plain 
aper  Copier  with  Sensitron. 

A  reduction  copier  that  can  take 
"  x  17"  originals  and  reduce  them  to 
mdy  8V2"  x  11"  sheets. 

So  you  can  take  things  like 
>mputer  printouts,  accounting 
dgers,  engineering  drawings 
id  ad  lay-outs,  and  simply  reduce 
em.  Just  by  pushing  a  button. 

Making  them  convenient  for 
ng  purposes.  And  ideal  for  mailings. 

In  fact,  you  can  even  put  two  8V2" 
W  sheets  on  the  "595"  together 
id  reduce  them  down  to  one  single 
x  11"  page  copy. 

Saving  you  even  more  time, 
oney,  and  filing  space. 

What's  more,  you  can  always  be 
re  of  the  copy  quality. 

Because  every  3M  Plain  Copier 


has  Sensitron.  A  remarkable  3M 
automatic  exposure  system  that  in- 
stantly fine-tunes  itself. 

So  what  you  see  is  what  you  get. 

Copies  that  are  crisp,  clear,  and 
readable.  Time  after  time. 

Even  from  some  of  the  hardest- 


to-copy  tone-background  originals. 

Why  not  look  at  the  3M  "595" 
Plain  Paper  Copier.  Once  you  do,  you 
won't  settle  for  anything  less. 

For  more  information  call  toll-free: 
800-328-1684.  (In  Minnesota:  800- 
792-1072.)  Or  send  us  this  coupon. 

With  Sensitron, 
what  you  see 
is  what  you  get. 


I  want  to  make  less  of  my  originals. 
Please  send  me  more  information 
about  the  3M  "595"  Plain  Paper  Copier. 


T  WEIGHT  WITH  BUSINESSMEN. 


Tough  Ford  vans  offer  payloads 
up  to  2V2  tons . . .  And  Ford  vans 
have  out-front  design,  generous 
move-around  room,  body-on- 
frame  construction  and 
exclusive  TwJn-I-Beam  front 
suspension.  More  Ford  vans  are 
on  the  road  today  than  any 
other  make!*  Ask  your  Ford 
Dealer  about  Ford's  Extended 
Service  Plan. 


Big  cargo  space, 

with  Ford's  engine-forward 
design  and  big  payloads, 
up  to  5005  lbs, 


EXCELLENT  ESTIMATED 
VAN  MILEAGE  RANGE 

26  ®-    1043  (722) 

ESt        EPA  EST.  EST. 

HWY»*    EST.  HWY.  MILES»» 

MPG**  MILES** 

Std4.9L(300CID)  Std  221-gal.  tank  plus 

Six  with  optional  optional  18-gal.  aux.  tank 

overdrive  trans.  on  138  wb.  Total  40.1  gal. 

•  -Compare  these  estimates  with  others.  Your 
mileage  and  range  may  differ  depending  on 
speed,  distance  and  weather.  Actual  highway 
mileage  and  range  will  probably  be  less  than 
estimated.  California  estimates  lower.  Range 
superiority  due  to  larger  gas  tank  size  rather 
than  better  fuel  economy. 
'Based  on  R.  L.  Polk  &  Co.  cumulative 
registrations  as  of  July,  1980. 


ESI  EPA 
HWY**  EST. 

MPG** 

Std4.9L(300CID) 
Six  with  optional 
overdrive  trans. 
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FORD  DIVISION 


What's  Ahead lor  Business 


Edited  By  Thomas  O'Donnell 


Volcker  will 
finance  the 
recovery 


Convincing 
skeptics  won't 
be  easy 


It's  the  Fed 
that's  bolstering 
credibility 


A  REAGAN  VOLCKER  PACT? 

The  facts  that  the  White  House  is  no  longer  accusing  the  Federal 
Reserve  of  pushing  rates  sky-high  and  that  Fed  Chairman  Paul  Volcker 
is  lately  silent  on  federal  deficits  suggest  that  a  deal  was  done  at  the 
Feb.  15  meeting  between  Volcker  and  Reagan. 

The  tradeoff:  Reagan  will  push  hard  for  further  budget  cuts,  and 
Volcker  will  finance  the  recovery  that  the  Administration  is  counting 
on  to  begin  at  midyear.  If  all  goes  according  to  plan,  the  deficit  will  be 
reduced  and  the  recovery  will  be  steady.  Basic  differences,  in  philos- 
ophy and  tactics,  still  exist  (see  p.  42).  But  What's  Ahead  thinks  each 
side  has  decided  to  soft-pedal  them. 

In  its  early  stages,  however,  the  upturn  at  best  will  be  more  fragile  than 
prior  recoveries  because  rates  will  still  be  high.  Even  so,  it  will  generate 
sizable  dividends.  For  one,  it  should  help  prevent  a  rout  of  conservative 
candidates  at  the  polls  in  November.  For  another,  it  will  give  Reaganom- 
ics  some  additional,  necessary  time  to  prove  its  validity. 

Most  important  for  business:  Interest  rates  will  at  least  stop  climbing 
further.  That  news  will  come  in  the  nick  of  time  for  companies, 
especially  small  ones,  now  on  the  ropes.  The  companies  in  the  worst 
shape  are  those  relying  heavily  on  short-term  credit.  In  past  recessions 
long-term  rates  fell  sharply,  allowing  business  to  go  long  and  get  rid  of 
the  volatile  short  stuff.  That  has  not  happened  this  time  around.  Now, 
given  a  Reagan- Volcker  pact,  it  may. 

Volcker  is  willing  to  fuel  the  recovery  because  the  war  against  inflation 
is  clearly  being  won.  As  measured  by  the  Consumer  Price  Index,  it 
slowed  from  12.4%  in  1980  to  8.9%  in  1981.  This  year  it  will  come  in. 
under  7%,  possibly  under  6%. 

Don't  expect  interest  rates,  however,  to  fall  more  than  nominally 
over  the  next  few  months.  Despite  what  you  hear,  the  major  reason 
they  will  stay  up  is  not  an  overly  restrictive  Fed  policy.  Rather,  it's 
inflationary  expectations  tied  to  the  budget  deficits.  "Investors,  rightly 
or  wrongly,  believe  that  large  deficits  cause  crowding  out,  high  interest 
rates  and  recession,"  says  E.F.  Hutton  economist  Edward  Yardeni. 

Thus,  convincing  the  skeptics  won't  be  easy.  "I've  never  looked  at 
pronouncements  from  Washington  as  indicators  of  economic  trends," 
says  Arden  Engebretsen,  treasurer  of  Hercules  Corp.  "I  see  high  rates 
continuing  and  the  [credit]  markets  are  bound  to  jump  up  and  down." 

A  durable  peace  between  the  White  House  and  the  Fed  could  reduce 
such  fears.  And  it's  the  Fed  that  is  bolstering  the  Administration's 
credibility,  rather  than  the  other  way  around.  Volcker's  standing  with 
the  financial  markets  and  with  business  has  never  been  higher. 

That  reputation  has  already  allowed  him  to  step  quietly  on  the  accel- 
erator, beginning  last  fall.  Given  the  Fed's  agreement  not  to  slam  on 
the  brakes,  chances  for  a  recovery  are  excellent.  What's  needed  to 
ensure  a  durable  recovery,  though,  is  a  sharp  drop  in  rates. 


The  Forbes  Index 
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Dark  and  deep.  The  Forbes  Index  has  once  again  taken  a 
turn  for  the  worse.  Industrial  production  dropped  3% .  That 
is  the  largest  monthly  decline  since  the  end  of  1974,  when 
the  economy  was  also  wracked  by  a  severe  recession. 
Housing  starts  took  an  even  heavier  pounding,  crashing 
21%  to  the  lowest  point  ever  recorded  by  the  Index. 
On  the  consumer  front,  retail  sales  fell  1.1%,  while 


personal  income  rose  a  meager  0.2%.  That  means  individ- 
uals have  yet  to  become  the  driving  force  behind  a  recov- 
ery. Most  economists,  however,  expect  consumers  to  be- 
gin fueling  the  anticipated  advance  after  July  1.  Two 
things  could  trigger  a  spending  turnaround  then:  The 
second  stage  of  the  Administration's  tax  cut  goes  into 
effect,  and  Social  Security  payouts  will  rise. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  coat  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right. 
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seasonally  adjusted  (Dept.  of  Labor) 
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The  Forbes  Index  Components 
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New  boosing  starts  (thousands) 
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Manufacturers  new  orders  and  inventories 

(Sbillionsl  seasonally  adjusted  (Dept.  of  Commerce) 

Personal  income  ($billions|  wage  and  salary  dis- 
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total,  seasonally  adjusted  (Federal  Reserve] 
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"Cloning  the  sun's  fire 
ould  mean  a  billion  years  of  energy." 


"Nuclear  fu- 
sion is  the 
energy  source 
of  the  sun 
and  the  stars, 
and  if  we  can 
reproduce 
tiat  process  on  earth,  we'll 
Lave  energy  for  a  billion 
ears,"  says  Dr.  Tihiro 
)hkawa,  Vice  President  for 
usion  Power  Research  at 
ieneral  Atomic  Company 
[  subsidiary  50%  owned 
>y  Gulf  Oil  Corporation. 
"Our  research  programs 
ponsored  by  the  Depart 


ment  of  Energy  and  others, 
could  lead  to  construction 
of  an  experimental  fusion 
reactor  within  a  decade. 

"Both  fusion  and  con- 
ventional fission  reactors 
produce  heat,  which  can, 
for  instance,  generate  elec- 
tricity But  fusion  produces 
less  radioactive  waste  than 
fission.  It  can't  get  out  of 
control.  And  it  uses  cheaper 
fuel  —hydrogen  instead  of 
uranium.  In  fact,  fusion 
reactors  can  make  fuel  for 


fission  reactors,  and  possibly 
could  even  burn  the  fission 
reactors' wastes. 

"It's  a  tremendous  techno- 
logical challenge,  but  the 
reward  is  tremendous,  too: 
inexhaustible  energy  for 
tomorrow" 


Gulf  people: 
energy  for  tomorrow. 


©  Gull  Oil  Corporation  1981. 


"It's  our  energy  supervisor 
will  exceed  the  annual  leas< 


What  problems  did  you  face 
here? 

We  needed  to  reduce  electricity 
and  natural  gas  costs  for  our 
85,000  square-foot  office  building. 
We  were  also  concerned  with  em- 
ployee and  tenant  comfort.  To 
achieve  this,  we  had  to  control  the 
building's  electrical  and  mechani- 
cal equipment.  Three  years  ago  we 
experimented  with  controlling  our 
power  usage  manually. 
We  cut  our  energy 
bill  quite  a  bit,  but 
we  wanted  to 
save  even  more 


How  did  you  achieve  this? 

With  an  energy  management  sys- 
tem. Because  of  our  need  for  con- 
trol of  our  cash  flow,  we  decided 
that  leasing  an  energy  manage- 
ment system  was  in  our  best  inter- 
ests. We  seriously  researched  com- 
panies' adaptability  to  our  needs. 
The  overall  reputation  of  the  com- 
panies was  a  consideration  too.  We 
compared  and  we  chose  a  Johnson 
Controls  JC/85  energy  manage- 
ment system. 


Why  did  you  choose  Johnso 
Controls? 

We  chose  Johnson  Control 
three  reasons:  the  program 
people,  and  the  fact  that 
worked  with  them  before.  Th« 
tal  program  consisted  of  the  J 
Financial  Services  and  a  pri 
tive  maintenance  program 
have  been  very  happy  with 
Custom  Programmed  Mainter 
for  the  past  six  or  seven  year: 
felt  assured  of  proper  install 
and  service^ 


Managing  Energy, 

Comfort  &  Protection 


Johnson  Controls,  Inc.   P.O.  Box  423   Milwaukee,  Wl  53201 


©Johnson  Controls.  Irl 

All  RmhtQ  P^QPrvpd: 


Vith  the  JC/85  our  savings 
payment  by  at  least  20%" 


does  the  system  actually 

1C/85  controls  startup  and 
iwn  of  equipment  based  on 
nt  predetermined  schedules, 
ot  only  conserves  energy  but 
rolongs  the  life  of  the  equip- 
We've  programmed  the 
to  turn  motors  off  at  five 
c;  but  if  we  have  a  six  o'clock 
\g,  we  can  adjust  the  system 
it  our  specific  needs.  We  also 
some  storage  room  ventila- 
lits  that  we  shut  off  one-half 
>ut  of  every  hour.  No  one  no- 
;he  difference  and  we  save 


What  else  impressed  you  about 
the  JC/85? 

Its  expandability!  We're  installing 
points  in  our  sales  office  which  is 
four  miles  from  the  control  center 
in  the  main  office  building.  In  ad- 
dition to  the  energy  savings,  moni- 
toring and  control  of  the  sales  of- 
fice will  also  reduce  maintenance 
staff  costs  by  eliminating  several 
trips  to  that  building  for  routine 
inspections  of  equipment.  And  it 
will  immediately  notify  us  should 
any  problems  occur  with  that 
equipment. 


How  would  you  describe  the 
JC/85? 

It's  a  positive  investment.  We  can't 
lose  because  it  isn't  going  to  cost  us 
anything.  With  the  JC/85,  our  sav- 
ings will  exceed  the  annual  lease 
payment  by  at  least  20%,  and  it 
will  help  us  run  our  buildings  more 
efficiently.  It's  our  energy  super- 
visor! Why  it  will  do  practically 
anything  except  make  coffee! 


L.  G.  Toms,  Vice  President 
The  Lumbermens  Mutual 
Insurance  Company 


CONTROLS 


HNSON 


A  Thai  stewardess  begins 
learning  her  job  as  a  child.  The 
smile,  the  shy  charm,  the  belief 
that  life  is  meant  to  be  enjoyed, 
is  as  natural  to  her  personality 
as  the  languid  gracefulness 
with  which  she  moves  her  body. 
It  is,  simply,  the  Thai  way.  And, 
many  say,  the  most  enjoyable 
aspect  of  Royal  Orchid  Service 
on  the  "Great  Circle  Express" 
route. 


A  straight  line  from  Dallas/Ft 
Worth  to  Seattle,  Tokyo,  Bang- 
kok. Shortening  your  flight  by 
more  than  a  thousand  miles. 
(Perhaps,  regrettably.) 


A  people  who  would  leave  a 
water  jar  on  their  porch  for  a 
thirsty  passer-by,  need  little 
training  in  the  art  of  hospitality. 
This  charming  custom  of  Thai- 
land has  long  been  the  chil- 
dren's chore. 


Forbes 


Business  booms  for  corporate  raiders.  But  don't  rush  judgment. 
Victor  Posner  and  Saul  Steinberg  are  ecologically  useful. 


In  defense 
of  sharks 


By  Richard  L.  Stern 
with  Laura  Saunders 

Angelo  Arena  will  do  just  about 
anything  to  get  away  from  Carl 
t  Icahn.  Arena  runs  Marshall 
Field  &  Co.,  the  Chicago  retailer,  and 
Icahn  is  an  aggressive  New  York 
broker  who  heads  a  group  that  owns 
about  20%  of  Field's  stock.  At  the 
moment  Arena  is  so  anxious  about  his 
fate  in  case  Icahn  tries  a  takeover  that 
he  is  scrambling  to  line  up  a  white 
knight  merger  with  someone  else — 
anyone  else,  even  Carter  Hawley  Hale, 
the  California  chain  Arena  fought  off 
so  vigorously  back  in  1977. 

Icahn,  a  46-year-old,  up-from-the- 
streets  New  Yorker,  is  using  scare  tac- 
tics pioneered  by  the  likes  of  Harry 
Weinberg  and  Victor  Posner:  Don't 
associate  with  establishment  invest- 
ment bankers  and  law  firms,  build  a 
reputation  as  a  tough-minded  liquida- 
tor, buy  into  companies  trading  below 
book  value — and  wait  for  the  payoff. 
Most  spectacularly,  it  comes  in  the 
form  of  an  above-market  buy-back: 
Companies  will  sometimes  pay  a  hef- 
ty premium  to  boot  a  modern-day  Vis- 
igoth off  their  stockholder  rolls. 
Such  shenanigans  used  to  be  unusu- 


al— but  not  today.  The  same  slumping 
stock  market  that  makes  it  attractive 
for  Mobil  to  drill  for  oil  on  Wall  Street 
encourages  Icahn  and  his  ilk.  Statis- 
tics prepared  by  a  Wall  Street  invest- 
ment banking  firm  show  the  trend  in 
its  starkest  terms.  In  1981  there  were 
30  buy-backs  at  a  premium,  a  record 
number.  Since  January  1980,  corpora- 
tions have  paid  $200  million  more 
than  market  prices  to  acquire  their 
own  shares  from  would-be  raiders — a 
ransom  package  that  is  adding  to  the 
ranks  of  corporate  highwaymen. 

These  days,  in  fact,  trading  on  a  bad 
name  might  be  a  sound  investment 
strategy.  Victor  Posner,  for  example, 
operates  out  of  a  Miami  high-rise  and 
plays  the  black  knight  role  to  perfec- 
tion. In  1979,  UV  Industries  liquidated 
in  hopes  of  avoiding  his  clutches,  and 
aides  say  he  earned  $80  million  last 
year  on  $200  million  in  stock  sales. 

Then  there's  Charles  Bluhdom's 
Gulf  &  Western  Industries,  the  con- 
glomerate nicknamed  Engulf  &  De- 
vour in  a  Mel  Brooks  movie.  Bluhdorn 
made  $35  million  on  stock  sales  in 
1981,  including  two  fat  bon  voyage 
bonuses:  Collins  &  Aikman  paid 
G&W  a  $1.8  million  premium  over 
market  to  go  away;  Cluett,  Peabody 


anted  up  $1.2  million.  G&W's  earn- 
ings on  these  two  investments,  how- 
ever, was  probably  far  greater.  A  stock 
usually  goes  up  when  word  gets  out 
that  a  raider  is  on  the  scene,  so  a  buy- 
back  only  adds  to  his  profits. 

A  successful  corporate  predator 
does  lots  of  homework.  Posner,  for 
example,  reportedly  considers  ac- 
counting footnotes  light  reading.  His 
targets — like  those  of  his  fellow  trav- 
elers— are  typically  companies  with 
stock  trading  well  below  book  value. 
That  means  there  is  little  downside 
risk  and  considerable  upside  poten- 
tial. "These  guys  are  able  to  capitalize 
on  the  fact  that  the  stock  market  has 
been  very  inefficient  in  its  pricing 
mechanism  for  the  last  14  years," 
points  out  William  Chatlos,  a  public 
relations  man  who  is  frequently  in- 
volved in  corporate  duels. 

A  smart  corporate  predator  also 
brings  along  a  bag  of  tricks  to  do  what 
the  market  won't:  move  a  stock  up. 
Look  at  a  lawsuit  filed  by  U.S.  Indus- 
tries against  Clabir  Corp.  and  its  Presi- 
dent Henry  Clarke,  a  recent  entrant  in 
theraidinggame.  USI  alleges  that  Con- 
necticut-based Clabir  is  repeating  the 
game  it  had  played  when  it  began 
buying  General  Host  stock  at  just  over 


Here's  $1  million:  Take  it  and  scram 


These  four  sharp-eyed  investors  lead  the  list  of  success-  them  premiums  over  $20  million  just  to  go  away.  No 
ful  corporate  raiders.  In  1981  alone,  companies  in  wonder  the  nasty  art  of  making  trouble  is  becoming  a 
which  they  had  acquired  major  minority  positions  paid    growth  business  on  Wall  Street. 


Investor 

Target 

%  shares 

— Buy-back  agreement — 

Bon  voyage 

(Acquiring  company) 

company 

acquired 

date 

share  price 

premium 

bonus 

Charles  Bluhdorn 

Cannon  Mills 

4.0% 

8/17/76 

$22.00 

26.6% 

$1,678,000 

(Gulf  &  Western 

West  Point-Pepperell 

6.2 

8/15/79 

41.00 

9.3 

1,050,000 

Industries) 

Robertshaw  Controls 

10.4 

11/13/80 

24.00 

21.5 

1,729,000 

Collins  &  Aikman 

10.4 

4/28/81 

12.00 

14.3 

1,881,000 

Cluett,  Peabody 

10.4 

1  1  /  1  f\lQ  1 

1 1/10/81 

]  6.50 

25.7 

1,229,000 

Carl  Icahn 

Saxon 

9.9 

2/7/80 

10.50 

33.3 

2,013,000 

(Icahn  &  Co) 

Hamniermill 

11.8 

7/6/81 

36.00 

12.9 

4,737,000 

Victor  Posner 

Kaufman  &  Broad 

5.3 

12/11/78 

10.00 

33.0 

2,089,000 

(Sharon  Steel,  NVF 

Lane  Inc 

6.7 

6/3/80 

27.50 

10.0 

402,000 

and  others) 

Foremost/McKesson 

9.3 

5/4/81 

42.00 

7.3 

4,600,000 

Saul  Steinberg 

Lomas  &  Nettleton 

25.0 

10/6/78 

17.75 

30.3 

6,961,000 

(Reliance  Group) 

Penn  Central 

7.9 

2/11/80 

26.24 

6.0 

2,726,000 

Federal  Paper  Board 

24.4 

6/4/81 

40.00 

14.3 

9,275,000 

$9  per  share.  "By  means  of  a  carefully 
sequenced  program  of  purchases,  press 
releases  and  SEC  filings, "  says  the  com- 
plaint, "Clabir  was  able  to  manipulate 
and  lead  the  market  in  General  Host 
stock,  thereby  boosting  the  General 
Host  stock  price  over  a  three-month 
period  by  approximately  50%."  The 
payoff  came  in  June  1 980,  when  Gener- 
al Host  was  selling  at  nearly  18.  The 
company  bought  out  Clabir  and  agroup 
of  investors  for  $4  million  over  market. 

That,  of  course,  was  only  the  tip  of 
Clabir 's  profits  on  its  General  Host 
venture.  But  it  isn't  doing  as  well  with 
USI.  Clabir  reportedly  is  heavily  mar- 
gined, and  USI's  stock  price  has  gone 
down  instead  of  up  since  the  acquisi- 
tions began.  In  another  recent  bad-guy 
blunder,  G&W  reportedly  lost  money 
on  its  position  in  Salant  Corp. 

Still,  one  rarely  hears  of  a  predator 
missing  his  mark.  The  head  of  a  cor- 
poration that  paid  a  bye-bye  bonus  to 
Posner  admits  he  had  been  warned  by 
his  investment  bankers  that  he  was  a 
likely  target.  His  company  had  a  lot  of 
cash  and  its  stock  was  selling  below 
book.  Posner  phoned,  he  says,  and 
politely  informed  him  that  he  had 


filed  a  13(d)  with  the  SEC— the  form 
that  indicates  a  holding  of  5%  or  more 
in  a  public  company.  The  executive 
was  glad  to  get  out  whole.  "I  would 
not  choose  that  mode  of  life,"  he  ex- 
plains, "but  Mr.  Posner  is  a  certain 
kind  of  American  success  story.  The 
law  says  what  he's  doing  isn't  illegal. 
He's  part  of  the  system." 

And  a  part  that  flourishes  in  today's 
market.  Despite  their  financial  suc- 
cesses, few  of  the  more  famous  pred- 
ators actually  attempt  takeovers.  No- 
body remembers  when  Saul  Steinberg 
acquired  a  business  outside  the  scope 
of  his  Reliance  Group.  Still,  he  has 
gone  after  stocks  as  diverse  as  the 
New  York  Times  and  Filmways. 

Icahn,  a  newer  entrant,  challenged 
Tappan  in  1979  and  then  forced  a 
white  knight  merger  with  Electrolux 
AB.  Thus  bloodied,  he  walked  away 
with  bon  voyage  bonuses  in  later  for- 
ays against  Hammermill  and  Saxon. 
"Build  an  image  of  a  shark,"  suggests 
one  Wall  Street  veteran.  "They  rarely 
attack  humans,  but  when  you  are  in 
the  water  and  you  spot  a  fin,  you  get 
out  of  the  water." 

Low  stock  prices,  of  course,  are  a 


major  reason  for  so  many  real  take- 
over attempts.  The  market  makes  it 
cheaper  to  raid  than  build  from  the 
ground  up.  Consider  the  case  of  Icahn 
and  Marshall  Field.  The  company  has 
a  good  name  and  valuable  real  estate 
in  Chicago  and  elsewhere,  but  its 
shares  are  selling  at  half  of  their  esti- 
mated true  value.  Why?  Management 
has  been  asleep  at  the  cash  register.  In 
1982  Field  earnings  will  barely  match 
their  decade-ago  levels. 

Time  perhaps  for  a  jolt  from  out- 
side. That's  why  it  is  naive  to  think  of 
the  Icahns,  Posners  and  Steinbergs  as 
always  bad  and  the  corporate  execu- 
tives they  duel  as  always  good.  Just 
the  fear  of  a  raider's  bid  bas  awakened 
more  than  one  complacent  executive. 
A  little  boardroom  paranoia  can  be  as 
beneficial  for  stockholders  as  a  quick 
price  jump  after  news  leaks  out  that  a 
corporate  raider  is  in  the  wings. 

On  Wall  Street,  as  in  nature,  pred- 
ators are  natural  and  essential  to  a 
healthy  balance  of  power.  In  today's 
down  market  the  bad  guys  are  out 
in  force.  Until  there  are  fewer  bar- 
gains to  be  had,  they  will  probably 
keep  winning.  ■ 


The  immediate  benefits  of  Mexico's  sharp 
devaluation  of  the  peso  are  clear  enough. 
Whether  the  benefits  will  last  may  depend 
on  "minidevaluations"  to  come. 


Why  manana 
came  early 


By  Howard  Rudnitsky 

T|he  surprising  thing  about 
Mexico's  devaluation  of  the 
peso  last  month  was  the  timing 
of  the  move,  not  its  size.  Since  the 
last  big  devaluation  of  the  Mexican 
peso — 40%  in  1976 — Mexico's  infla- 
tion rate  seemed  moderate  only  in 
comparison  with  other  Latin  coun- 
tries. By  the  hard,  remorseless  stan- 
dards of  world  money  managers,  the 
trend  was  insupportable. 
Consider  these  numbers: 


Mexican  U.S. 
Year  CPI*  CPI* 


1977 

28.9% 

6.5% 

1978 

17.5 

7.7 

1979 

18.2 

11.3 

1980 

26.3 

13.5 

1981 

30.0  est. 

10.4 

*Year-end  to  year-end  change 


But  over  the  same  period,  armed  with 
increasing  oil  revenues,  Mexican  au- 
thorities had  allowed  the  peso  to 
weaken  only  slightly — from  just  under 
20  pesos  to  the  dollar  in  1976  to  about 
26  to  the  dollar  as  1981  ended. 
Through  the  first  weeks  of  1982,  you 
could  tell  by  the  hordes  of  customers 
from  south  of  the  border  flocking  into 
Houston,  Miami  and  southern  Cali- 
fornia, snapping  up  appliances, 
clothes  and  real  estate,  that  a  major 
devaluation  was  universally  expected. 

The  conventional  wisdom  was  that, 
as  a  helpful  gesture  toward  an  incom- 
ing president — Miguel  de  la  Madrid 
Hurtado  takes  office  in  December — 
outgoing  President  Jose'  Lopez  Portillo 
would  face  up  to  the  inevitable  and 
devalue  the  peso  sharply  in,  say,  July 
and  thereby  give  the  new  president  a 
fresh  start  in  dealing  with  the  coun- 
try's overheated  economy.  But  events 
were  moving  too  swiftly.  As  1982  be- 


Sbop  window  in  a  Houston  mall 


No  longer  worth  the  trip? 


gan,  the  outflow  of  pesos  from  Mexico 
was  running  at  over  $100  million  per 
day  by  some  estimates.  Despite  its 
sizable  oil  revenues,  Mexico's  current 
account  balance  wound  up  $  1 1  billion 
in  the  red  in  1981.  At  the  rate  the 
economy  was  going,  it  was  likely  to 
reach  a  $15  billion  deficit  through 
1982.  The  need  for  decisive  action 
became  a  matter  of  hoy,  not  manana . 
On  Feb.  18  the  government  devalued 
the  peso  by  28%. 

Mexico  City's  depressed  stock  mar- 
ket— the  43%  decline  in  the  Bolsa  av- 
erage last  year  was  the  worst  of  any 
sizable  stock  exchange  in  the  world — 
reacted  to  the  shock  with  a  leap  of  joy. 
On  the  day  news  of  the  devaluation 
got  out,  after  one  of  the  most  hectic 
trading  sessions  in  memory,  the  Bolsa 
average  rose  over  25%.  It  has  retreat- 
ed since,  but  prices  following  the  de- 
valuation were  generally  holding  well 


above  last  month's  lows. 

The  devaluation  was  only  part  of  a 
package  of  austerity  measures  by  the 
Portillo  government  to  cool  off  the 
economy,  including  cuts  in  public 
spending  and  postponed  wage  in- 
creases. Thus  far,  investor  reaction 
has  been  positive.  Jose'  Luis  Gomez 
Pimienta,  president  of  the  Mexico 
Fund,  the  biggest  mutual  fund  special- 
izing in  Mexican  securities  (assets: 
about  $64  million  after  devaluation), 
figures  that  investors  will  need  time 
to  sort  things  out.  When  they  do,  he 
says,  they  will  come  to  realize  that, 
despite  the  rising  oil  glut  and  world- 
wide recession,  Mexico's  growth 
prospects,  even  reduced,  are  still  bet- 
ter than  most  other  nations'.  "There's 
more  to  the  Mexican  economy  than 
just  oil,"  he  says.  "It  accounts  for  less 
than  10%  of  our  GNP  As  long  as  they 
aren't  overburdened  with  heavy  dollar 
debts — and  despite  a  few  widely  publi- 
cized problem  companies  like  Grupo 
Industrial  Alfa,  most  haven't  such 
heavy  dollar  debts— many  Mexican 
companies  should  continue  to  grow 
well  in  excess  of  inflation  rates.  Mexi- 
can stocks  today  are  very  cheap  by 
any  measure." 

In  agreement  is  John  Rhoads,  a  for- 
mer Bache  &  Co.  securities  analyst 
who  came  to  Mexico  in  1964  and 
stayed  to  form  his  own  brokerage 
firm.  Immediately  after  the  devalu- 
ation, Rhoads  flew  to  New  York  to  sell 
institutional  investors  on  the  idea 
that,  with  the  long  anticipated  devalu- 
ation out  of  the  way,  there  is  now  a 
strong  likelihood  of  a  period  of  rela- 
tive monetary  stability.  But  Rhoads 
has  one  important  reservation.  "This 
devaluation  was  a  one-shot  catch-up," 
he  says.  The  longer-term  beneficial 
effects  of  the  devaluation,  he  thinks, 
will  hinge  on  the  Mexican  govern- 
ment's resolve  to  curb  spending  and 
adhere  to  a  formula  of  monthly  "mini- 
devaluations"  indefinitely. 

Here's  how  he  thinks  these  "mini- 
devaluations"  would  probably  work. 
"Each  month  the  Mexican  govern- 
ment will  take  the  difference  between 
the  annualized  inflation  rates  [at 
home  and  in  the  U.S.).  Say,  for  exam- 
ple, it's  8%  in  the  U.S.  and  44%  in 
Mexico,  so  that's  36%.  Divide  that  by 
12  months,  and  the  monthly  minide- 
valuation  rate  is  3%."  As  long  as 
Mexico's  government  doesn't  yield  to 
the  temptation  to  fudge  or  ignore  the 
differences  each  month,  Rhoads  be- 
lieves there  will  be  less  worry  about 
another  flight  of  capital.  It  would  go  a 
long  way  toward  ensuring  that  new 
capital  would  come  into  Mexico — per- 
manent capital  the  country  urgently 
needs  to  grow.  ■ 


France's  Socialist  government  sees  no  con- 
tradiction in  pledging  nationalization 
and  seeking  foreign  investment. 


Gallic  logic 


By  Lawrence  Hinard 

F|  or  organization  and  pa- 
nache,  it  was  a  sales  meeting 
worthy  of  IBM  or  General  Mo- 
tors. The  venue:  the  gilded  maroon 
and  white  ballroom  of  Paris'  Hotel 
Intercontinental.  The  audience:  250 
multinational  business  executives, 
bankers  and  lawyers,  nearly  half  of 
them  representing  U.S.  companies. 
At  the  podium:  eight  ranking  minis- 
ters in  France's  new  Socialist  govern- 
ment, appealing  for  foreign  invest- 
ment in  France's  new  order. 

"Our  attitude  is  open  and  pragmatic 
as  far  as  foreign  investment  is  con- 
cerned," said  Prime  Minister  Pierre 
Mauroy.  Seconded  Minister  of  Indus- 
try Pierre  Dreyfus:  "We  will  be  even 
more  favorable  to  foreign  investment 
than  past  administrations." 

Was  the  government  of  President 
Franqois  Mitterrand,  which  came  to 
office  last  May  pledged  to  nationalize 
French  industry,  extending  an  olive 
branch  to  business?  Not  really.  It  was 
asking  for  a  lifeline. 

Mitterrand's  Socialists  (and  their 
Communist  Party  partners-in-govem- 
ment)  were  elected  on  promises  to 
cure  France's  unemployment — about 
10%  currently — and  its  inflation  of 
14%.  To  do  that  they  must  somehow 
spur  investment.  But  French  busi- 
nessmen, slow  to  invest  domestically 
in  the  best  of  times,  are  these  days 
showing  a  morbid  interest  in  getting 
money  to  Switzerland  or  America. 
Logically,  the  government  turned  to 
foreign  investment. 

Mauroy  put  the  problem  bluntly. 
Every  year,  he  said,  750,000  young 
French  men  and  women  enter  the 
work  force.  But  attrition  supplies  only 
500,000  openings. 

"Unemployment,"  Minister  for  Eu- 
ropean Affairs  Andre'  Chandemagor 


French  President  Francois  Mitterrand 


Raising  a  ghost. 


told  the  audience  when  Mauroy  had 
finished,  "is  our  absolute  evil,  the  so- 
cial cancer  that  threatens  our  very 
societies." 

So  far  the  Socialists  have  tried  to 
put  this  social  cancer  into  remission 
with  meat  axes.  Through  work  shar- 
ing the  government  cut  the  work 
week  from  40  hours  to  39  hours;  it 
will  drop  to  35  hours  in  1983.  It  also 
effectively  reduced  maximum  work- 
ing hours,  from  48  to  46,  by  limiting 
overtime.  And  it  added  a  fifth  week  of 
paid  vacation  to  the  four  that  was 
every  French  worker's  birthright. 
Pay?  The  businessmen  presume  that 
will  remain  the  same.  The  govern- 
ment of  the  left  is  unlikely  to  negoti- 
ate U.S. -style  give-backs  with 
France's  strong  leftist  unions. 

So  one  businessman  after  another 
wondered  aloud  whether  the  French 
economy  would  be  swept  into  an 
ever-tightening  inflationary — and,  ul- 
timately, protectionist — spiral. 

Not  so,  the  ministers  argued.  The 


added  labor  costs,  they  said,  would  be 
paid  for  from  all  the  new  investment 
the  government,  through  its  newly 
nationalized  industries,  and  foreign 
business  will  make.  The  foreign  busi- 
nessmen groaned. 

The  question  of  nationalization 
hung  thicker  than  cigarette  smoke 
over  the  two-day  meeting.  Before  the 
Socialist  victory,  roughly  18%  of 
French  industry  was  state-owned. 
The  new  nationalization  measures 
will  take  that  to  32%,  with  steel  going 
from  1%  to  80%  nationalized,  syn- 
thetic textiles  from  zero  to  75%  and 
aircraft  from  50%  to  84%. 

The  ministers'  explanations  were 
disarming.  "Nationalization,"  said 
Chandemagor,  "is  a  French  habit."  It 
goes,  he  continued,  "back  to  Colbert, 
[this  idea  that]  the  state  should  take 
over  the  means  to  produce  the  econo- 
my." The  following  day  Michel  Ro- 
card,  the  Minister  of  Planning,  elabo- 
rated: "Colbert  created  our  first  state 
enterprises:  matches,  porcelains  and 
tapestries." 

Colbert  (1619-1683)  was  Louis 
XIV's  controller  general  of  finance.  A 
man  of  many  talents,  Colbert  coined 
the  libertarian  watchword  laissez- 
faire.  But  he  also  centralized  French 
finances,  brought  down  the  public 
debt  by  repudiating  obligations,  and 
was  a  founding  practitioner  of  mer- 
cantilism. France,  he  argued,  could  be 
great  only  if  it  were  economically  self- 
sufficient.  His  efforts  worked  until 
the  1670s,  when  Louis  XIV's  Dutch 
wars  depleted  the  French  treasury. 
Colbert  died  in  disgrace,  but  not  be- 
fore bequeathing  a  witticism  to  the 
dismal  science:  "The  art  of  taxation," 
he  said,  "consists  in  so  plucking  the 
goose  as  to  obtain  the  largest  amount 
of  feathers  with  the  least  amount  of 
hissing." 

Like  his  descendants  in  today's 
French  government,  Colbert  was  clev- 
er with  the  bon  mots.  Yet  among 
their  honeyed  promises  Mitterrand's 
ministers  included  few  profit  specif- 
ics. They  could  hardly  afford  to.  The 
latest  available  U.S.  Commerce  De- 
partment figures  show  that  the  1978- 
80  average  rate  of  return  on  U.S.  man- 
ufacturing investment  in  France — 
hitherto  the  Common  Market's  third- 
largest  recipient  of  such  investment 
after  Britain  and  Germany — was  bare- 
ly 12.9%,  over  five  points  below  the 
Common  Market  average.  By  con- 
trast, investment  in  West  Germany 
returned  19.3%.  Even  in  depressed 
Britain,  the  return  averaged  19.6%. 
Against  hard  numbers  like  these, 
France's  Socialists  will  have  to  do 
more  than  talk  to  get  investment 
flowing.  ■ 


What  happens  to  a  chief  executive  who 
fouls  up?  At  GAF,  he  gets  a  half  million  a 
year  and  a  nice  new  contract. 


"I  like  it  here" 


By  Jean  A.  Briggs 


You  have  to  say  this  for  GAF 
Chairman  Jesse  Werner:  He's  a 
survivor.  For  20  years  he  has 
presided  over  one  of  the  worst  corpo- 
rate performance  records  in  American 
industry  and  yet,  at  the  age  of  65,  he 
has  just  been  given  a  new  manage- 
ment contract  by  the  GAF  board. 

The  record  is  all  the  sorrier  consid- 
ering the  high  hopes  with  which  GAF 
was  unfurled  to  the  public  as  a  new 
offering  in  the  mid-1960s.  Originally 
the  U.S.  division  of  giant  German 
chemical  interests,  GAF  was  confis- 
cated by  the  U.S.  government  during 
World  War  n.  When  the  U.S.  resold 
shares  to  the  public  there  was  a  clam- 
or for  them.  Now,  17  years  later,  the 
shares  are  selling  for  about  one-third 
of  their  original  offering  price;  divi- 
dends aside,  the  original 
investors  have  lost  perhaps 
90%  of  their  investment, 
adjusted  for  inflation. 

How  Werner  managed 
that  is  a  case  history  in 
how  indifferent  to  stock- 
holders' interests  many  of 
our  large  corporations  are. 
The     company  placed 

I,  004th  out  of  1,023  in  the 
profitability  rankings  in 
Forbes'  most  recent  Re- 
port on  American  Indus- 
try (Jan.  4).  Its  five-year 
average  return  on  equity 
was  negative,  as  was  its 
return  on  capital.  The 
most  the  company  has  re- 
turned to  shareholders  in 
the  past  ten  years  was 

II.  1%,  in  1974. 
Certainly  Werner  can- 
not put  the  blame  on  ex- 
ternal market  conditions. 
GAF  has  not  been  in  busi- 


nesses that  have  suffered  calamities. 
Its  main  products — specialty  chemi- 
cals, photographic  products,  copying 
equipment — have  all  been  growth 
areas.  Quite  simply,  GAF  has  been 
badly  mismanaged. 

By  1980  the  company's  fortunes 
had  declined  so  severely  that  manage- 
ment announced  a  plan,  now  complet- 
ed, to  sell  off  nearly  half  its  business. 
Gone  are  such  businesses  as  flooring, 
reprographics  and  graphic  arts.  The 
object:  to  raise  enough  money  to  keep 
the  other  half  going.  This  plan  came 
on  the  heels  of  earlier  divestitures  in 
1977,  1978  and  1979.  GAF  has  been 
selling  off  the  family  heirlooms  to 
stay  alive. 

Instead  of  being  fired  for  such  a 
miserable  record,  Werner  will  be 
around  for  at  least  five  more  years. 

What  goes  on  here?  Werner  does 


/esse  Weme 
Five  more 


not  control  a  huge  block  of  stock.  The 
company  is  not  a  family  plaything.  He 
owns  80,300  shares  and  has  options 
on  another  72,000,  which  adds  up  to 
just  over  1%  of  the  outstanding  com- 
mon. But,  perhaps  more  important, 
he  does  control  the  board  of  directors. 
Most  of  them  are  beholden  to  him  in 
one  way  or  another.  Three  of  the  oth- 
er nine  members  are  insiders.  The 
outsiders  include  Peter  Bosshard  of 
Credit  Suisse,  one  of  GAF's  major 
banks;  Robert  Spitzer,  a  contractor  to 
the  company;  and  T.  Roland  Berner, 
head  of  Curtiss-Wright,  on  whose 
board  Werner  serves.  Together,  the 
board  and  the  company's  officers  own 
under  6%  of  the  stock. 

Werner  also  keeps  his  executives  on 
a  short  leash.  Not  long  after  Werner's 
new  contract  was  announced,  the 
company's  president,  Jay  Olson,  re- 
signed. Olson  had  held  the  job  just  ten 
months.  He  succeeded  Richard  Flem- 
ing, who  held  the  job  six  months. 
Fleming's  predecessor  was  Philip  Dal- 
ton,  who  held  on  for  two  years.  None 
of  these  gentlemen  is  available  or  will- 
ing to  talk  about  his  experiences  or 
reasons  for  leaving.  The  speculation 
on  Wall  Street  is  that  they  fear  jeopar- 
dizing their  lucrative  severance  con- 
tracts. Fleming,  for  example,  is  col- 
lecting $225,000  a  year  for  three 
years.  Clearly,  Werner  isn't  easy  to  get 
along  with. 

What's  next  for  GAF  now  that  it  is  a 
$673  million  company  instead  of  a  $  1 .2 
billion  one?  Will  the  company's  dis- 
mantling continue,  providing  a  pot  of 
cash  ?  Proceeds  from  the  recent  divesti- 
ture program  now  total  more  than  $200 
million.  That's  more  than  the  market's 
current  evaluation  of  the 
entire  corporation.  Will 
someone  attempt  to  take  it 
over — with  GAF's  own 
cash — as  a  number  of  Wall 
Street  firms  have  been 
anticipating? 

Don't  count  on  it.  "I 
like  it  here,"  Werner  says. 
Little  wonder.  His  efforts 
are  rewarded  to  the  tune 
of  more  than  $500,000  a 
year.  What  he's  still  run- 
ning is  a  specialty  chemi- 
cal business  that  has  ac- 
quired a  lucrative  corner 
of  the  engineering  plastics 
market  and  a  roofing  busi- 
ness that  is  normally  quite 
profitable.  The  chemical 
business  has  been  growing 
15%  a  year  for  the  past 
five  years  and  has  had  op- 
erating profit  margins  of 
about  25%.  In  the  fourth 
quarter  of  last  year,  how- 


ever,  the  roofing  business  managed  to 
lose  $19  million.  "That  was  a  spectac- 
ular surprise  to  everybody,"  says  the 
company's  vice  chairman,  Juliette 
Moran,  a  chemist  and  longtime 
Werner  associate.  Once  interest  rates 
decline,  she  says,  the  business  will 
come  back.  That  will  be  true  whether 
or  not  the  housing  industry  makes  a 
big  comeback,  because  GAF's  busi- 
ness is  to  a  large  extent  reroofing. 
At  the  moment,  however,  the  roof- 


By  Pamela  Sherrid 

On  the  sea  or  in  the  air,  it's  the 
same  story:  A  maverick  entre- 
preneur gains  market  share  by 
undercutting  the  competition.  He 
gets  his  hands  on  enough  financing  to 
expand  dramatically.  Then,  abruptly, 
the  magic  disappears.  Meet  Frank 
Narby,  the  Freddie  Laker  of  interna- 
tional shipping. 

Narby  isn't  bankrupt  yet,  but  his 
12-year-old  Eurocanadian  Shiphold- 
ings  Ltd.,  known  as  the  Cast  group,  is 
in  very  deep  trouble.  After  huddling 
with  his  bankers  and  minority  share- 
holders in  London  last  month,  Narby 
announced  plans  to  sell  half  of  his 
container  cargo  business  in  an  effort 
to  raise  at  least  $100  million.  But  even 
in  defeat,  the  54-year-old  Egyptian- 
born  iconoclast  (Forbes,  Mar.  30, 
1981)  was  true  to  form:  He  made  his 
offer  publicly  instead  of  following  the 
shipping  tradition  of  quietly  hying  to 
a  broker.  "When  you  want  to  hold  an 
auction,  you  invite  the  boys  into  the 
room  to  bid,"  Narby  explains. 

If  a  buyer  doesn't  surface  soon, 
however,  Narby  and  his  fleet  of  30 
ships  could  be  permanently  at  an- 
chor— and  nothing  would  make  his 
enemies  happier.  Cast's  cut-rate  pric- 
ing has  made  the  North  Atlantic 


ing  business  is  Werner's  insurance 
against  takeover.  It  has  provided  a 
nice  hole  to  pour  divestiture  money 
into.  According  to  Moran,  much  of 
that  $200  million  from  GAF  divesti- 
tures has  been  eaten  up  by  operating 
losses  in  the  division,  an  involuntary 
buildup  in  inventories,  a  $15  million 
reserve  for  plant  shutdowns,  an  infu- 
sion of  working  capital  and  a  sizable 
paydown  of  debt.  "We  just  don't  have 
that  pot  of  cash,"  says  Moran. 


rough  going  for  such  competitors  as 
R.J.  Reynolds'  Sea-Land,  Malcolm 
McLean's  U.S.  Lines  and  West  Ger- 
many-based Hapag  Lloyd.  In  addition, 
Cast's  Antwerp-to-Montreal  schedule 
has  diverted  cargo  and  pinched  jobs 
from  ports  from  New  Orleans  to  Bos- 
ton. "Cast  has  invaded  our  market- 
place," says  a  Baltimore  port  official. 

One  simple  idea  made  Narby's  suc- 
cess possible.  He  used  his  ships'  capac- 
ity more  efficiently  than  his  competi- 
tors did.  While  everyone  else  carried 
either  containerized  cargo  or  bulk  com- 
modities— such  as  coal,  grain  or  steel — 
Cast  container  ships  carried  both  at  the 
same  time.  The  bulk  cargo  in  the  hold 
covered  most  of  the  fixed  costs,  and  the 
containers  could  move  at  rock-bottom 
rates.  "Many  times  we  couldn't  even 
touch  Cast's  price,"  says  Otto  Porton, 
head  of  North  American  operations  for 
Atlantic  Container  Line. 

Narby  also  pioneered  an  intermodal 
network  of  truck  and  rail  links  to  bring 
containers  to  his  Montreal  terminal 
from  as  far  away  as  St.  Louis.  That  let 
Cast  offer  convenient  door-to-door 
rates  to  exporters,  a  practice  U.S. -based 
lines  haven't  found  profitable. 

At  its  peak,  Cast  had  annual  rev- 
enues of  $400  million,  and  operating 
margins  were  close  to  12%.  Last  year, 
however,   the  highly  volatile  bulk 


The  company  has  insurance  against 
takeover  in  another  way,  too.  It  has 
numerous  lawsuits  pending  against  it. 
The  lawsuits  are  asbestos  related,  and 
though  the  company  contends  that  its 
liability  is  well  covered  by  insurance, 
Wall  Street  sources  say  a  number  of 
would-be  acquirers  have  been  fright- 
ened away. 

At  the  rate  things  are  going  at  GAF, 
by  the  time  Werner  does  depart  the 
company,  there  may  be  little  left.  ■ 


shipping  market  began  to  collapse. 
Rates  on  Narby's  bulk  ships  are  run- 
ning more  than  70%  below  1980  lev- 
els. In  addition,  there  is  no  longer  a 
steady  bulk  cargo  business  to  cover 
costs  on  his  container-bulkers,  and 
the  combination  that  made  his  suc- 
cess so  rapid  is  now  bringing  him 
trouble  just  as  quickly. 

Narby  compounded  the  problem  by 
crucially  misjudging  the  shipping  cy- 
cle. Just  as  the  market  was  peaking, 
he  ordered  six  new  container-bulkers 
for  $180  million  and  three  big  oil- 
bulk-ore  carriers.  Total  price:  $360 
million.  The  first  of  these  ships  was 
just  delivered,  but,  "they  will  all  be  at 
least  a  year  and  a  half  to  two  years  too 
early,"  Narby  admits. 

Paying  for  that  unwanted  capacity 
is  precipitating  the  current  crisis. 
Narby  has  some  government  financ- 
ing from  South  Korea  and  Yugoslavia, 
where  the  six  container-bulkers  are 
being  built.  But  he  had  planned  to  pay 
for  the  oil-bulk-ore  carriers  out  of  cash 
flow  and  by  selling  older  ships.  In  to- 
day's market  those  ships  aren't  worth 
much,  which  also  means  that  Cast's 
lenders — The  Royal  Bank  of  Canada, 
Bank  of  Montreal  and  Chemical 
Bank — don't  have  their  old  collateral. 
They  aren't  likely  to  add  to  their  $130 
million  exposure,  with  the  memory  of 
Chase's  trouble  with  now-bankrupt 
Seatrain  fresh  in  every  maritime  loan 
officer's  mind.  "My  bankers,  like  all 
good  bankers  in  times  of  stress,  have 
taken  to  the  hills,"  Narby  says. 

In  fact,  the  bankers  would  probably 
be  more  cooperative  if  Narby's  most 
important  shareholder  didn't  also 
have "  cold  feet.  The  government- 
owned  Canadian  National  Railway 
bought  an  18%  interest  in  Cast  in 
1976  for  $10.2  million.  In  1980  CN 
invested  an  additional  $42  million  in 
preferred  shares  with  an  option  to 
convert  most  of  them,  for  a  total  of 
26%  of  Cast's  common  equity,  at  the 
end  of  1981.  CN's  energetic  CEO  Rob- 
ert Bandeen  engineered  the  move  into 
North  Atlantic  shipping  (Forbes,  Mar. 
1 ),  and  he  was  gathering  support  for 
CN  to  boost  its  equity  position  even 


Freddie  Laker  brought  competition  to  the 
skies.  Frank  Narby  did  the  same  on  the  sea- 
lanes.  Now  Laker  is  bankrupt.  How  long 
can  Narby  stay  afloat? 

Toss  this  man  a 
life  preserver 


Frank  Narby  of  Eurocanadian  Shipholdings  Ltd. 
"My  bankers  have  taken  to  the  hills." 


further,  up  to  50% .  He  and  Narby  had 
a  plan  for  CN  to  receive  more  Cast 
equity  in  exchange  for  loan  guarantees 
that  would  make  additional  financing 
easier  to  obtain. 

Then  came  a  shocker.  Canadian 
shipping  lines  and  the  province  of 
Nova  Scotia,  which  feared  losing  jobs 
at  the  port  of  Halifax  because  of 
Cast's  Montreal  docking,  had  been 
protesting  to  the  Canadian  govern- 
ment. In  January  the  railroad  decided 
not  only  to  reject  Bandeen's  proposal 
to  expand  its  involvement  with  Cast 
but  also  not  to  proceed  with  its 
planned  stock  conversion.  Shortly 
afterward,  Bandeen  announced  he 
was  resigning  for  personal  reasons. 
Then  CN's  relationship  with  Cast  got 
even  chillier.  It  added  to  the  cash 
squeeze  by  making  Narby  pay  up  on 
late  freight  charges. 

With  his  friends  disappearing  fast, 
Narby's  only  option  is  to  try  to  sell 
half  of  his  container  business,  includ- 
ing three  of  those  new  container- 
bulkers.  But  these  days,  people  aren't 
exactly  lining  up  to  buy  ships.  Hong 
Kong's  C.Y.  Tung  or  competitors  like 
Sea-Land  and  U.S.  Lines  might  want 
additional  tonnage,  but  they  are  in  no 


hurry  to  get  it.  "Why  pay  $100  million 
for  these  ships,  when  you  could  get 
them  for  $30  million  if  Narby  goes 
bankrupt?"  asks  a  competitor.  One 
Machiavellian  theory,  in  fact,  is  that 
CN  is  pushing  Narby  into  a  comer  in 
order  to  get  eventual  control  of  Cast. 
A  CN  spokesman  denies  this.  "But  if 
worse  comes  to  worst,  I  don't  know 
what  we'd  do  to  protect  our  $60  mil- 
lion investment,"  he  adds. 

The  crisis,  meanwhile,  has  forced 
Narby  to  renounce  his  no-frills  pricing 
and  to  raise  rates.  "We  dragged  things 
down  too  far,"  he  admits.  "Look  at 
the  airlines.  It  was  all  a  great  virility 
test,  with  nobody  adding  up  the  num- 
bers at  the  end  of  the  line."  Some  of 
Cast's  cash-pinched  competitors  may 
use  this  opportunity  to  raise  rates. 
Many  others,  at  least  for  the  short 
term,  just  want  their  old  customers 
back.  "We  can  beat  the  pants  off 
Narby  now,"  boasts  one  rival. 

Shippers,  of  course,  would  be  sorry 
to  see  Cast  sink.  But  even  if  that 
happens,  Narby's  ideas  have  already 
set  the  maritime  industry  thinking. 
Many  savvy  exporters  believe  the 
concepts  of  combining  bulk  and  con- 
tainer cargoes  in  one  vessel  and  creat- 
ing a  far-flung  intermodal  network  are 
brilliant  innovations.  "The  rest  of  the 
carriers  will  come  around  to  Cast's 
system  eventually,"  says  a  transporta- 
tion executive  at  Du  Pont.  The  only 
question  is  whether  Narby  will  be 
afloat  when  they  do.  ■ 


How  Pennsylvania's  Weis  Markets  makes 
one-third  of  what  Safeway  does — on  only 
5%  ofSafeway's  sales. 


The  wisdom 
of  Wets 


By  Eamonn  Fingleton 


W. 
d 


eis  Markets  has  been  a  leg- 
end in  the  supermarket  in- 
dustry for  years.  It  boasts  a 
profit  margin  more  than  twice  the 
industry  norm.  Its  return  on  equity 
has  topped  18%  every  year  since 


1973.  And  its  earnings  have  grown 
every  year  since  1950.  Last  year  Weis 
netted  $38  million.  That's  one-third 
of  what  Safeway  earned,  and  Safeway 
has  more  than  21  times  the  volume. 
Not  only  that,  but  Weis  achieved  all 
this  from  109  stores  situated  mainly 
in  depressed  Pennsylvania,  where  un- 


employment  is  the  second  highest  in 
the  land. 

Ask  Sigfried  Weis,  the  company's 
mild-mannered  president,  how  he 
manages  to  turn  in  that  kind  of  perfor- 
mance, however,  and  you  get  a  sur- 
prising response.  He  points  to  a  shelf 
of  canned  peaches  in  one  of  his  gro- 
cery stores  and  says:  "This  is  the  sort 
of  thing  we  do  well."  The  peaches  are 
Weis'  special  "lite"  label — they  are 
saturated  in  less  sugar  than  usual. 
Weis  likes  to  be  in  early  on  a  trend, 
and  he  reckons  the  1980s  will  see  a 
big  shift  away  from  sugar. 

But  it's  just  that  kind  of  eye  for 
detail  that  makes  Weis  what  it  is. 
Making  sure  people  don't  steal  you 
blind  is  another  detail.  Weis  Markets' 
shrinkage  problem  is  one  of  the  small- 
est in  the  industry.  Pilfering  by  staff 
and  customers  wipes  about  2%  of 
sales  clean  off  the  top  of  most  other 
supermarkets'  profits,  but  at  Weis  it's 
less  than  V2  %  of  sales. 

How  is  this  done?  "We  have  very 
strict  controls  on  how  outside  ven- 
dors can  be  checked  into  the  store," 
says  Weis.  "We  are  very  careful  about 
who  can  sign  for  deliveries 
and  at  what  times  doors 
should  be  locked.  Employing 
the  right  people  is  important, 
too,  but  they  won't  be  careful 
if  you  are  not." 

Weis  carefully  scrutinizes 
the  product  quality  his  sup- 
pliers are  giving  him.  "If  we 
say  there  are  100  tea  bags  in  a 
box,  it  has  to  have  100  tea 
bags,"  he  declares.  "We 
count  sheets  of  toilet  paper 
and  facial  tissues.  There  is  a 
lot  more  to  the  supermarket 
business  than  price.  What 
matters  is  value." 

But  Weis  is  not  one  to  miss 
the  wood  for  the  trees.  The 
company  was  one  of  the  first 
supermarket  chains  to  intro- 
duce LIFO  (last-in-first-out) 
accounting,  for  instance.  The 
traditional  FIFO  system — 
first-in-first-out — exagger- 
ates profits  in  a  time  of  infla- 
tion because  they  are  swollen 
by  inventory  gains.  Weis 
switched  to  LIFO  in  1960. 
Most  rivals  dallied  in  the 
fool's  paradise  of  FIFO  until 
the  1970s,:  Safeway,  for  in- 
stance, did  not  switch  until 
1974.  LIFO  also  cuts  a  com- 
pany's tax  bills;  Weis  reck- 
ons it  saved  him  $1.75  mil- 
lion last  year  alone. 

Another  pillar  of  Weis 
Markets'  strength  is  that,  un- 
iike  most  of  the  major  super- 


Pilfering  by  staff  and  cus- 
tomers wipes  about  2%  of 
sales  off  most  chains9  prof- 
its—but less  than  1h%  at 
Weis.  ''We're  careful  about 
deliveries  and  keeping 
doors  locked,"  says  Sigfried 
Weis.  "Employing  good  peo- 
ple is  important  but  they 
wont  be  careful  if  we're  not." 


market  chains,  it  has  kept  the  unions 
out.  But  don't  think  this  has  meant 
lower  wage  bills.  Weis  reckons  his 
rates  are  as  high  as  anybody's.  What 
nonunion  status  has  done  is  to  boost 
productivity. 

"We  are  much  more  flexible  than 
we  could  be  with  a  union,"  says  Weis. 
"Our  young  people  do  not  have  to  go 
through  the  steps  of  apprenticeship, 
for  instance.  We  can  have  a  butcher 
cutting  meat  in  three  months,  where- 
as he  might  be  two  years  in  a  union 
company  before  he  has  a  knife  in  his 
hand." 

Weis  also  has  fewer  problems  intro- 


Sig/ried  Weis,  president  of  Weis  Markets 
"We  count  sheets  of  toilet  paper  and  facial  tissues. 
There  is  a  lot  more  to  the  supermarket  business 
than  price.  What  matters  is  value." 


ducing  innovations  such  as  laser  scan- 
ning checkouts,  which  speed  custom- 
ers through  the  checkout,  obviate  the 
need  to  price  items  individually,  and 
help  stock  control. 

It  all  makes  for  hefty  profit  mar- 
gins— Weis  netted  5%  last  year. 
That  is  probably  the  highest  for  any 
major  force  in  the  industry  and  com- 
pares with  a  typical  margin  of  less 
than  2%. 

High  net  margins  plus  a  tight  divi- 
dend policy  (a  payout  ratio  of  only 
about  one-quarter,  compared  with 
one-third  or  more  elsewhere)  have 
given  Weis  a  formidable  advantage  in 
modernizing  eld  stores  and  opening 
new  ones. 

Here  he  has  been  conservative.  Not 
only  has  he  avoided  borrowing  to  sup- 
plement expansion  spending  (he  has 
no  long-term  debt  whatever),  but  he 
has  tried  as  much  as  possible  to  own 
his  stores  outright.  About  half  of  his 
stores  are  rented,  compared  with 
three-quarters  for  many  other  super- 
market chains. 

This  has  occasionally  left  Weis  Mar- 
kets looking  more  like  a  tortoise  than  a 
hare  in  the-  race  for  sales 
growth — but  without  huge  in- 
terest and  rent  bills  eatinginto 
his  margins  he  has  reaped  the 
benefit  not  only  in  consistent 
earnings  growth  but  also  in 
return  on  capital. 

Owning  stores  also  has 
given  Weis  useful  flexibility 
in  extending  floor  space  in 
line  with  demand. 

Weis  sees  little  need  to 
change  his  formula,  but  he  is 
now  66  and  people  are  begin- 
ning to  wonder  who  will  suc- 
ceed him.  He  enjoys  the 
work  so  much  that  it  appears 
the  only  way  he  will  go  is  feet 
first.  Since  he  and  his  family 
hold  79%  of  the  company's 
shares,  he  seems  to  be  on 
firm  ground.  But  when  he 
goes  there  may  be  a  vacu- 
um— no  member  of  his  fam- 
ily seems  well  placed  to  suc- 
ceed him,  and  he  admits  he 
has  not  been  bringing  on  an 
heir  apparent. 

Would  a  takeover  be  the 
solution?  Weis  ducks  the 
question:  "This  company 
could  not  be  as  well  managed 
as  part  of  a  bigger  group." 

He  is  right,  of  course.  But 
that  will  not  discourage  em- 
pire-builders from  making  an 
offer.  And  if  the  time  and 
price  are  right,  it  will  not 
stop  Weis  and  his  family 
from  accepting.  ■ 


Today,  you'd  be  crazy 

to  introduce 
another  desk-top  copier. 

Unless 
it's  a  better  copier. 


Introducing  the  Monroe  RL-612. 


Superb  copy  quality. 

The  most  frequent  "complaint"  we  hear  is:  "I  can't  tell  the 
copy  from  the  original." 

Incredible  reliability. 

A  short,  straight  paper  path  practically  eliminates  paper  jams. 
The  RL-612  just  runs  and  runs  and  runs. 

Low  cost  per  copy. 

Monroe's  Automatic  Dry  Toner  Recycling  System  gives  you 
up  to  10,000  copies  per  bottle  —  twice  as  much  as  most  copiers. 

Service  and  support  from  a  company  whose 
reputation  for  service  is  legendary. 

There  are  350  Monroe-owned  branch  offices.  Yours  is  only 
a  phone  call  away. 


CALL  TOLL-FREE 

800  526  7843  EXT.  444 

(IN  NEW  JERSEY  CALL:  800-522-4503  EXT  444) 
OR  CALL  YOUR  LOCAL  MONROE  BRANCH  OFFICE 

Monroe  Systems  For  Business 

The  American  Road,  Morris  Plains,  New  Jersey  07950 

Please  send  me  more  information  on  your  new  copier. 
Please  tell  me  how  I  can  get  the  RL-612  for  under  $4  a  day. 

I 


l_J2 


[H  MONROE 


YOU  BEGAN  BUYING 
WHOLE  LIFE  INSURANCE 
TO  PROTECT  YOUR  FAMILY 

THAT'S  A  GOOD  REASON 
TO  STOP  BUYING  IT. 


"For  most  of  this  century, 
agents  have  pushed  whole  life 
with  notable  success.  It  now 
insures  Americans  for  $1.2  tril- 
lion. However,  it  falls  abysmally 
short  of  the  ideal." 
-  Money.  July  1981 

Your  grandparents  owned 
whole  life  insurance.  Your 
parents  owned  whole  life  insur- 
ance. And  if  you're  like  nearly 
75%  of  other  adult  Americans, 
you  own  whole  life  insurance. 

The  reason  is  very  basic: 
For  over  a  century  whole  life 
insurance  has  been  considered 
a  sound  concept. 

Although  the  concept  has 
been  refined  over  the  years,  the 
underlying  theory  is  the  same: 

By  spreading  the  costs  of 
individual  losses  over  a  large 
number  of  policyholders,  life 
insurance  continues  to  be  one 
of  the  best  forms  of  financial 
protection  available. 

And  so  far,  no  realistic,  feasible, 
and  practical  alternative  has  been 
advanced  as  a  substitute  for  the 
protective  aspect  of  life  insurance. 

YESTERDAY'S  INSURANCE 
VS.  TODAY'S  NEEDS. 

But  if  you  view  it  as  an  invest- 
ment (in  the  broadest  sense)  whole 
life  insurance  leaves  a  lot  to 


be  desired. 

The  problem  is  that  the  country, 
and  more  importantly,  the  econ- 
omy has  changed  while  whole  life 
insurance  has  not  changed. 

In  your  grandparents'  day,  a 
dollar  saved  could  safely  be 
assumed  to  be  worth  a  dollar  in 
the  future. 

Therefore,  the  very  low  interest 
rate  paid  on  accumulated  cash 


3  good  sense  to  them  and 
nerations  of  other  Americans. 
dw,  however,  whole  life 
'ance,  like  the  dinosaur,  has 
ily  become  the  victim  of  a 
j  that  changed  too  fast. 

DIAGNOSING 
THE  PROBLEM. 

ho's  to  blame  for  the  whole 
risis?  You  can't  blame  your 
t.  After  all,  he  can  only 
you  the  products  and  services 
as  to  sell.  And  whole  life  has 
ably  always  been  his  number 
Droduct. 

■u  really  can't  blame  the  insur- 
companies,  either.  Whole 
/as  invented  in  the  last  century 
'adically  different  economic 
ate.  And  right  up  to  a  few  years 
whole  life  worked  reason- 
well. 

ie  fact  is,  nobody  was  to 
§.  Until  now. 

DEATH  OF  WHOLE  LIFE. 

om  now  on,  anyone  who  buys 
e  life  or  sells  whole  life, 
i  so  with  disregard  to  a  growing 
ensus  among  investment 
rts  that  whole  life  is  an  idea 
;etime  has  passed, 
if  you  continue  to  own  whole 
he  money  you  lose  will 
our  own,  and  you  will  have 
yourself  to  blame, 
it  you  still  need  insurance 
he  protection  it  provides, 
id  you  still  need  a  regular, 
Dlined  way  to  invest  your 
2y  for  the  future  as  you  insure 
self. 

>e  thing  has  changed,  however: 
eturn  you  can  expect  on 
insurance  cash  value. 

IE  SIGNATURE  SERIES 
ICEPT:  WHAT  IT  IS  AND 
HAT  IT  DOES  FOR  YOU. 

cently,  after  long,  careful 
',  ITT  Life  created  a  new  family 
|;urance  products  —  the 
iture  Series. 


Actual  Comparison 
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alue  build-up  on  a 
cy  (with  dividend). 

Male  Age  40  Age  65 

Signature  Series  policy  form  2313/2910  purchased 
at  age  40  $17,462  cash  payment  made  in  first 
year  by  transferring  cash  value  of  existing  policies. 
$2,013  annual  premium  outlay.  Accumulated 
value  shown  at  current  11%  interest  rate  (rate  not 
guaranteed,  but  will  never  be  less  than  4%). 

Signature  Series  is  a  genuine 
breakthrough  in  life  insurance 
product  design. 

It  is  not  just  another  pack- 
aging of  the  same  old  insurance 
products. 

Signature  Series  is  a  new  concept 
in  insurance  that  provides  extreme- 
ly low-cost  protection  plus  high- 
yield,  tax-deferred  interest  earnings. 

ITT  LIFE'S  COMMITMENT: 
NO  MORE  WHOLE  LIFE. 

At  ITT  Life  we're  so  convinced 
that  whole  life  insurance  is 
out-dated  that  as  of  January  1, 1982 
we  have  completely  stopped 
selling  it. 

But  we  believe  in  the  future 
of  the  Signature  Series  concept. 
And  we  believe  that  it  offers 
you  so  much  more  —  flexibility, 
high  return,  extremely  low  cost - 
that  we're  staking  the  entire  future 
of  our  business  on  it. 

We  are  certain  that  if  you 
compare  Signature  Series  with  your 
whole  life  policy,  you  will  be  pleas- 
antly shocked  to  discover  the  con- 
siderable difference  it  can  mean  in 
your  insurance  premiums  —  and 
in  the  way  it  can  change  your  insur- 
ance from  a  liability  to  an  asset. 

MORE  GOOD  NEWS. 

What  about  the  money  you  have 
already  invested  in  your  whole 


life?  Do  you  lose  it  if  you  replace 
it  with  a  different  policy? 
Definitely  not. 

If  you  replace  your  whole  I  ife, 
you  won't  lose  any  of  the  cash  value 
you've  built  up. 

In  fact,  at  today's  interest  rates 
you're  losing  money  by  leaving 
that  cash  value  in  a  low  interest 
whole  life  policy. 

COMPARE  AND  FIND  OUT. 

We're  so  sure  we  can  show  you 
a  substantially  better  insurance 
plan  than  your  whole  life  policy 
that  we  have  retained  an 
independent  policy-analysis  service 
to  make  that  comparison. 

To  find  out  how  to  quickly 
compare  your  whole  life  policy  to 
Signature  Series,  call  free: 
1-800-331-1750 
and  ask  for  operator  540.  Or  send 
us  the  coupon. 

ITT  Life  Insurance  Corporation 
P.O.  Box  130 
Minneapolis, MN  55440 

Help!  My  whole  life  isn't 
keeping  pace  with  today's 
economy,  and  I  want  to  do 
something  about  it. 

 Please  have  your 

representative  show  me  a 
better  alternative  than 
my  whole  life  policy. 

 Please  send  me  more 

information  on  how  I  can 
compare  my  present 
policies  to  the  Signature 
Series  and  see  for 
myself  how  much  my 
insurance  can 
be  improved. 

Name  


Address, 


City, 


State, 


Zip. 


PhoneJ  L 


L. 


F/2/4_ 


ITT  Life  Insurance  Corporation 

MINNEAPOLIS,  MINNESOTA 

Vcensed  in  New  York,  New  Jersey  and  Maryland;  residents  of  these  states  not  eligible.  All  products  not  available  in  all  states.) 


There  are  fundamental  policy  differences 
between  the  Federal  Reserve  and  the  White 
House.  What  are  they? 

Where  Volcker 
and  Reagan 
differ 


By  David  P.  East  burn 


Though  now  retired  as  president  of 
the  Federal  Reserve  Bank  of  Philadel- 
phia, David  Eastburn  remains  well  in- 
formed on  Fed  policy  and  thinking. 
Here  he  defends  the  Volcker  Fed 
against  Reagan-Regan  criticism. 
JA  r  the  moment,  Administration 
IM  officials  are  being  circumspect 
A  «L  about  their  relations  with  Paul 
Volcker  and  the  Federal  Reserve,  at 
least  as  these  relations  appear  to  the 
public.  But  let  the  money  supply  surge 
unexpectedly  and  disconcert- 
ingly, as  it  did  in  January,  or 
sag  suddenly,  and  Treasury 
Secretary  Regan  or  the  Presi- 
dent himself  may  complain 
about  the  Fed's  inability  to 
keep  things  under  orderly  con- 
trol. In  a  press  conference 
President  Reagan  complained 
that  the  spurt  in  the  money 
supply  was  sending  out  wrong 
signals.  So  the  present  lull  in 
the  verbal  exchanges  is  some- 
what deceptive  and  may  have 
conveyed  the  false  impression 
that  the  differences  are  highly 
technical  and  meaningful  only 
to  experts.  Such  is  not  the 
case.  The  differences  are  fun- 
damental. The  Administration 
believes  that  the  economy  can 
recover  and  inflation  can  be 
reduced  in  an  environment  of 
both  huge  deficits  and  tight 
money.  The  Fed  believes  the 
projected  deficits  are  funda- 
mentally incompatible  with 
healthy  economic  growth  be- 
cause they  involve  high  inter- 
est rates. 

A  second  difference  of  opin- 
ion is  over  how  to  manage  the 
money  supply.  The  Adminis- 
tration is  now  committed  to 


monetarism.  Its  officials  believe  it  vi- 
tal to  get  the  growth  rate  of  money 
down  and  to  do  so  smoothly.  The  Fed 
also  believes  the  growth  rate  of  mon- 
ey should  gradually  be  reduced,  but  it 
is  not  committed  to  smoothness  at 
any  cost. 

To  understand  this  difference,  let's 
back  up  a  bit.  In  October  1979  the  Fed 
decided  on  a  basic  change  in  its  proce- 
dure. Instead  of  continuing  to  try  to 
influence  the  economy  by  closely  con- 
trolling short-term  interest  rates,  it 
began  to  focus  directly  on  the  money 


A  Friday  press  brief  ing  at  the  New  York  Federal  Re: 
A  "virtual  halt" far  a  "dismaying  ritual." 


supply  by  feeding  a  supply  of  reserves 
into  banks  at  the  necessary  rate.  This 
change  delighted  the  monetarists, 
who  had  been  saying  all  along  that  the 
Fed  was  on  the  wrong  tack  in  mother- 
ing interest  rates.  But  monetarists 
have  been  unhappy  with  the  results. 
Interest  rates  have  indeed  fluctuated 
much  more  widely  than  before,  as  ev- 
eryone expected.  Unfortunately,  the 
rate  of  growth  of  money  has  fluctuat- 
ed as  well. 

Milton  Friedman,  the  grand  guru  of 
monetarism,  has  complained  that, 
since  October  of  1979,  money  growth 
has  moved  in  a  "yo-yo  pattern,"  from 
a  13%  decline  (annual  rate)  between 
November  1980  and  February  1981  to 
a  25%  increase  between  October  1981 
and  January  1982,  with  somewhat 
lesser  volatility  in  other  periods.  The 
Administration  seems  to  share  Pro- 
fessor Friedman's  unhappiness. 

The  matter  is  confusing  and  decep- 
tive because  there  are  many  technical 
issues  involved.  But  at  the  core  is  a 
fundamental  matter  of  monetary  phi- 
losophy. First,  some  of  the  technical 
issues. 

Technicalities 

As  everyone  who  follows  the  financial 
press  at  all  closely  is  now  well  aware, 
the  markets  come  to  a  virtual  halt 
every  Friday  around  4  p.m.,  while 
bankers,  dealers  and  brokers 
hover  over  their  electronic 
gadgets  to  see  what  the  Fed's 
latest  figures  on  the  money 
supply  will  show.  As  is  also 
well  known,  these  weekly 
numbers  jump  around  wildly. 
The  Fed  has  long  watched  this 
ritual  with  dismay.  Chairman 
after  chairman  has  tried  to 
convince  people  in  the  market 
not  to  pay  that  much  attention 
to  short-run  swings.  To  no 
avail.  Market  participants  dis- 
sect the  figures  minutely  any- 
way, not  only  because  every- 
body else  does  and  not  to  pay 
attention  could  be  disastrous, 
but  also  because  the  figures 
just  might  give  a  clue  as  to 
what  the  Fed  is  up  to. 

Federal  Reserve  authorities 
and  market  participants  both 
know  there's  a  tremendous 
amount  of  noise  in  the  num- 
bers. U.S.  Steel  buys  Marathon 
Oil  and  huge  chunks  of  money 
pass  through  the  financial  sys- 
tem. A  tax-payment  date,  Jan. 
15,  happens  to  fall  on  Martin 
Luther  King's  birthday,  which 
also  happens  to  be  a  Friday,  so 
when  the  payment  date  is 
moved  to  Jan.  18,  a  Monday, 


The  end  of  the  overnight  run. 
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ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


)n  a  cold  night,  truckers  often 
jave  their  engines  running  to 
eep  their  diesel  fuel  warm._ 
ecause  cold  fuel  can 
xil  the  fuel  system 
nd  even  cause 
ngines  to 
tall  soon 
fter  start  up. 

Timing  gears  ana 
ither  parts  made  by  the  powder" 

metal  process  help  auto  manu- 
acturers  reduce  weight  and  costs. 

But  Allegheny  international 
eveloped  a  special  device  for 
iesels,  called  ThermoBlend™ 
warms  up  diesel  fuel  rapidly 
sing  returned  hot  fuel,  so  the 
ngine  runs  smoothly  without 
tailing,  even  after  a  cold  start. 


Equipped  with  our  new 
ThermoBlend  fuel  warm-up 

device  for  cold  starts,  diesel 
\  trucks  can  run  on  economical 
<m  #2  fuel  all  year  long. 


Now  trucks  don't  have  to 
run  all  night  long  — wasting 
precious  energy 

This  is  just  one  of  the  ways 
Allegheny  International  is 
applying  its  special  skills  to 
meet  the  special  needs  of 
transportation. 
In  the  automotive 
industry,  we're  helping 
cars  and  trucks  run  safer  and 
more  efficiently  with  advanced 
engine  thermostats  and  sophis- 
ticated electrical  components. 

We're  taking  weight  out  of 
engines,  transmissions  and 
shock  absorbers  with 
specially-designed, 
lighter;  less  costly, 
powdered  metal  parts. 

We're  also  one  of  the 
nation's  leading  suppliers  of 
railroad  wheels  and  axles  for 
the  rail  transportation  industry. 

At  Allegheny  International, 
we  believe  applying  special 


skills  to  meet  special  needs 
is  the  one  and  only  means  for 
growth.  And  we're  applying 
our  special  skills  in  some  of 
the  world's  fastest  growing 
markets  —  aerospace  and 
defense,  electronics,  food  pro- 
cessing, healthcare,  consumer 
products,  and  safety  and 
protection.  And  that's  exactly 
what  makes  Allegheny 
International  so  special. 

We  are  the  largest  producer  of 
automotive  thermostats,  and  supply 
them  to  85%  of  the  world's  passenger 
car  and  truck  manufacturers. 

For  more  information 
about  Allegheny 
International,  write 
us  at  Box  456  G, 
Two  Oliver  Plaza, 
%^  «  Pittsburgh,  Pa.  15230. 


Standard-Thomson,  which  makes  ThermoBlend  and 
automotive  thermostats,  and  IPM,  which  supplies  the 
powder  metal  process,  are  subsidiaries  of  Allegheny 
International. 
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Is  America  getting  beaten  at  its  own  game? 


F "productivity  Gams 
-'In  any  business,  that's 
the  name  of  the  game. 
And  right  now,  American 
business  is  losing  its  lead. 

Since  1962,  Japan,  for  one, 
has  increased  its  productivity 
3V2  times  faster  than  we  have. 

What  we  tend  to  forget 
though  is  that,  in  terms  of  pro- 
ductivity we  taught  them  the 
game.  So  much  of  what  they 
started  with  in  technology 
and  management  skills  was 
once  stamped  "Made  in 
America." 

The  point  is  they've  learned 
a  lot  more  from  us  than  how 
to  hit  home  runs  and  how  to 
execute  the  double  play. 

This  chart  compares  the 
U.S.  economy  with  Japan's 
over  the  1962-1980  period. 

ECONOMIC  PERFORMANCE 
1962-1980 


Productivity 
(Average  Annual  %  increase) 


Real  GNP 
(Average  Annual  %  increase) 


m 


7.9% 


Investment  as  %  ot  GNP 


17.8%  j 

32'.5% 


Government  Spending 
'as  %olGNP 


 20.6% 

.  ■  8  7%  f  .'^lll^lfil^ 


United  States  HM  Japan 


During  those  years,  Japan's 
GNP  growth  rate  in  constant 


dollars  was  2.3  times  ours, 
because  its  investment  rate 
was  1.8  times  ours;  its  pro- 
ductivity grew  3.5  times 
ours— while  government 
spending  as  a  percent  of 
GNP  in  Japan  was  less  than 
half  ours. 

We've  seen  that  when  gov- 
ernment spending  goes  out 
of  control,  so  do  taxes  and 
inflation.  And  that  results  in 
the  private  sector  losing  con- 
trol of  its  economic  future. 

Here  are  some  additional 
figures  for  our  economic 
scoreboard:  Each  year,  115 
million  Japanese  invest  more 
in  new  plants  and  equipment 
than  220  million  Americans. 


So  on  the  average,  machin- 
ery in  Japan  is  now  6  to  7 
years  newer  than  here.  That's 
why  a  certain  Japanese 
automaker  can  produce  9 
engines  per  employee-day 
while  one  large  American 
car  company  turns  out  just  2. 

And  so  today,  Japan  leads 
the  worid  in  automobile  pro- 
duction; it  has  surpassed  us 
in  steel  production  and 
dominates  world  markets  in 
cameras,  hand-held  calcu- 
lators and  television  sets. 

We're  W.  R.  Grace  &  Co. 
A  $61/2  billion  company 
producing  chemicals,  natural 
resources  and  consumer 
products. 


We  do  business  through- 
out the  world,  but  we  can't 
sit  back  and  watch  America 
lose  its  comoetitive  edge 
We  won't  be  spectators  to 
that  event. 

So  W.  R.  Grace  is  calling 
for  a  new  national  pastime: 
Increased  Productivity 

President  Reagan  has  pro- 
vided the  incentives  by  cut- 
ting taxes  and  eliminating 
excess  regulation.  Now  it's 
up  to  us  to  support  our  Presi- 
dent and  make  the  most  of 
these  new  incentives. 

We'll  need  to  be  more 
responsive  to  those  forwhorr 
we  work  and  more  skillful  in 
motivating  those  who  work 
for  us. 

Increased  individual  initia- 
tive, coupled  with  a  willing- 
ness to  take  on  more 
responsibility  will  pay  off 
immeasurably  for  each  of  us 
and  for  our  nation. 

We  don't  think  we're  askmc 
too  much  of  ourselves  or  of 
anyone  else:  Just  the  kind  of 
energy  and  creativity  that  ha: 
already  given  the  world 
everything  from  the  compute 
chip  to  the  curveball. 


GRACE 

One  step  ahead 
•of  a  changing  world. 


the  usual  pattern  of  money 
flow  is  disrupted. 

Wall  Street  analysts  com- 
plain that  the  figures  are  not 
very  good,  partly  because  they 
differ  with  the  way  Fed  techni- 
cians make  seasonal  adjust- 
ments. One  analyst  points  out 
that  if  you  compare  weekly 
figures  as  originally  published 
with  final  corrected  figures — 
after  there  is  opportunity  to 
get  more  accurate  data  and 
make  more  considered  adjust- 
ments— the  differences  are 
striking.  What  originally 
looked  erratic  and  jumpy  turns 
out  to  be  quite  smooth. 

And  there  is  the  perplexing 
matter  of  what  is  money  any- 
way. With  NOW  accounts, 
money  market  funds,  MIA, 
shift-adjusted  M1B  (now  both 
abandoned),  M1B  (now  simply  called 
"Ml")  and  M2,  and  all  the  churning  of 
funds  among  them,  there  is  ample 
room  for  confusion  and  uncertainty. 

Unlike  Wall  Street's,  however,  the 
Administration's  differences  with  the 
Fed  are  more  fundamental,  stemming 
from  the  fact  that,  even  over  longer 
periods,  money  growth  is  too  erratic 
in  their  view.  Just  what  is  the  appro- 
priate period  over  which  to  judge 
smoothness  isn't  always  very  clear. 
The  longer  the  period,  of  course,  the 
more  chance  for  ups  and  downs  to 
average  out,  but  too  long  a  period  is 
meaningless  for  purposes  of  monetary 
control.  When  Fed  officials  used  to 
chide  market  participants  for  their 
myopia,  they  were  inclined  to  recom- 
mend quarterly  periods  as  the  appro- 
priate time  span. 

More  recently,  however,  quarterly 
ups  and  downs  have  been  quite  jerky 
as  well,  and  there  is  a  tendency  for 
some  to  argue  for  half  years  or  even 
full  years  as  the  best  indicators  of  suc- 
cess or  failufe. 

Given  the  instability  in  money 
growth,  the  debate  then  turns  on 
where  to  place  the  blame.  The  Ad- 
ministration and  monetarists  point  to 
the  Fed.  The  move  made  in  October 
1979,  they  say,  was  in  the  right  direc- 
tion, but  has  been  ineptly  executed. 
Since  the  Fed  has  control  over  the 
basic  ingredient  that  goes  into  the 
creation  of  money,  that  is,  bank  re- 
serves, it  can  get  smooth  growth  of 
money  from  the  supply  side.  Not  so, 
say  Fed  officials.  In  the  first  place,  it 
isn't  all  that  easy  to  feed  in  the  reserve 
supply,  especially  over  short  periods 
of  time;  the  situation  never  stands 
still  long  enough  to  get  perfect 
smoothness.  But  more  important,  the 
demand  for  money  is  constantly,  and 


A  reporter  at  work  after  the  Fed  briefing 
The  market  dissects  the  figures  anyway. 


often  inexplicably,  shifting.*  I  can  re- 
call many  a  meeting  of  the  Federal 
Reserve's  Open  Market  Committee 
in  which  a  member  queried  staff 
about  why  money  growth  had  sudden- 
ly, contrary  to  projections,  spurted  or 
plunged.  The  reply  usually  was  that 
the  demand  for  money  had  shifted. 
(Translation:  We  don't  know.) 

There  is  ample  reason  to  believe 
money  demand  now  is  not  only  more 
unpredictable  but  more  jerky.  It's  al- 
ways possible  to  find  explanations  for 
why  people  decide  to  hold  more  or 
less  money.  Business  activity  may  be 
unexpectedly  stronger  or  weaker.  In- 
terest rates  may  be  unexpectedly 
higher  or  lower.  But  on  top  of  these 
fairly  basic  reasons  are  very  short-run 
swings  that  come  from  uncertainty, 
expectations  or  outright  fright.  With 
the  inflation  of  recent  years,  sky-high 
real  rates  of  interest,  great  concern 
about  the  solvency  of  corporations 
and  financial  institutions,  a  tug-of- 
war  between  the  Administration  and 
the  Fed,  prospects  of  overpowering 
deficits,  who  should  be  surprised 
when  suddenly  people  decide  to  hold 
more  or  less  money? 

Concentrating  as  they  do  on  the 
supply  side,  the  monetarists  who  now 
dominate  Washington  look  for  ways 
to  perfect  techniques  of  providing 
bank  reserves.  One  of  these  has  to  do 
with  the  way  banks  calculate  their 
reserve  requirements.  For  over  a  de- 
cade banks  have  figured  their  required 


'Here,  incidentally.  Is  an  intriguing  parallel  to  the 
difference  between  the  Administration  and  the  Fed 
on  the  broad  issue  of  economic  strategy.  Just  as  the 
Administration  is  stressing  a  supply-side  solution  to 
our  economic  problems,  it  is  concentrating  on  a 
supply-side  solution  to  monetary  control  The  Fed,  in 
contrast,  pays  much  move  attention  to  the  demand 
side  in  both  can's 


reserves  on  the  basis  of  depos- 
its of  two  weeks  earlier.  This 
system  of  lagged  reserve  ac- 
counting was   instituted  to 
make  it  easier  for  small  banks 
to  manage.  For  the  past  several 
years,   however,  monetarists 
have  criticized  the  procedure 
as  reducing  the  precision  of 
monetary  control.  They  be- 
lieve a  change  that  would  have 
banks  calculate  required  re- 
serves on  the  basis  of  deposits 
of  the  same  week  would  cor- 
rect the  problem.  The  Fed  has 
been  debating  the  matter  for 
some  time,  recently  putting 
out  for  comment  a  proposal  for 
contemporaneous  reserve  ac- 
counting. Simple  logic  would 
tend  to  support  the  idea  that 
eliminating  a  lag  would  make 
for  more  precision,  but  opin- 
ion is  divided.  Some  believe  it  would 
introduce  an  element  of  instability. 
Others,  including  Chairman  Volcker, 
believe  that  in  the  end  it  wouldn't 
make  much  difference  one  way  or  the 
other.  My  own  view  is  that  the  basic 
problems    of    money  fluctuations 
would  still  be  with  us. 

Related  to  contemporaneous  re- 
serve accounting,  another  technical 
proposal  of  the  monetarists  is  to 
change  the  terms  under  which  banks 
borrow  from  the  Fed.  As  things  now 
stand,  if  banks  need  reserves  to  cover 
their  requirements  and  the  Fed  hasn't 
supplied  enough  through  open-market 
operations,  banks  must  borrow 
through  the  Fed's  discount  window. 
Monetarists  see  this  as  an  escape 
hatch  that  should  be  tightened.  They 
would  tie  the  discount  rate  to  some 
market  rate  to  assure  it  would  not  be  a 
subsidy.  Here  again  views  differ. 
Some  in  and  outside  the  Fed  believe  a 
system  of  tied  rates  would  produce  a 
ratcheting  effect,  with  one  rate  push- 
ing up  another.  In  my  view  the  debate 
is  academic,  in  the  sense  that  the  Fed 
is  most  unlikely  in  the  foreseeable 
future  to  tie  the  discount  rate.  The 
discount  rate  has  long  had  status  as  a 
symbol  of  Federal  Reserve  policy.  Of- 
ten this  works  to  make  policy  deci- 
sions more  difficult,  but  the  Fed  is  not 
likely  to  discard  tradition  and  flexibil- 
ity without  long  and  careful  thought. 

Basic  issues 

Enough  of  technicalities.  They  suggest 
that  a  vast  amount  of  thought  and 
worry  is  being  devoted  to  matters  of 
lesser  importance.  More  critical  is  the 
basic  thrust  of  the  Administration's 
complain  t  about  the  erratic  money  sup 
ply  and  what  would  result  if  the  Fed 
were  to  do  what  is  asked  of  it. 


Make  your  multinational  insurance  planning  wort 
from  Brazil  to  Bahrain  with  AAA's  local  expertise 


Every  multinational  corporation  has 
unique,  country-by-country  risk  manage- 
ment and  insurance  brokerage  needs. 
How  A&A  looks  at  overseas  manufacturing 
will  help  explain  how  we  will  look  at  your 
business.  In  this  case,  we  look  at  opera- 
tions through  the  eyes  of  an  indigenous 
client.  Probing  local  exposures  from  pro- 
duction line  to  bottom  line.  Determining 
appropriate  ways  to  protect  assets  and 
earnings.  Dealing  with  local  practice  and 
regulations  in  the  native  tongue. 

Only  by  working  from  a  client's  point 
of  view- both  corporately  and  overseas - 
can  we  be  sure  a  company  gets  the  most 
comprehensive,  cost-efficient  programs 
possible. 

Global  planning, 
domestic  follow-through 

This  insider's  vantage  point  enables 
our  international  organization  to  provide 
clients  with  the  same  high  caliber  of  service 
anywhere  in  the  world.  Formulating  a  uni- 
form, centralized  program.  Then  utilizing 
the  expertise  of  our  in-place,  local  staffs  to 
carry  it  out  in  the  manner  most  advanta- 
geous in  each  particular  country. 

Each  industry  has  different  needs 
t'or  insurance,  for  risk  management  for 
human  resource  management,  for  financial 
services.  And  each  of  our  120  offices  here 
and  overseas  has  the  facilities,  expertise 
and  strength  to  fulfill  the  requirements  of 
any  company,  large  or  small,  manyindustry 

We  think  a  big  reason  A&A  has  be- 
come one  of  the  largest  and  most  trusted 
insurance  brokers  worldwide  is  that  we 
work  the  same  way  with  every  client  From 
the  client  s  point  of  view.  From  Brazil 
to  Britain  to  Bahrain. 


exander 
(exander 

'om  the  client's  point  of  view. 


Produofion  worker,  at  Bend,*  do  BrasJ  ,n  C.mp.n.s.  Brazl 


The  Administration  and  monetar- 
ists have  good  intentions.  They  want 
to  make  people  less  uncertain  by  re- 
ducing the  number  of  surprises  from 
sharp  jumps  and  drops  in  money 
growth.  But  they  underestimate  the 
complexity  of  the  world  and  their  so- 
lution is  oversimplistic.  The  economy 
and  financial  markets  are  complex  or- 
ganisms in  any  case,  but  given  the 
shocks  they  have  experienced  in 
recent  years,  they  are  even  more  skit- 
tery  and  hard  to  manage  today.  Big 
jumps  and  drops  in  money  growth 
undoubtedly  make  the  problem 
worse.  They  contribute  to  higher  and 
more  volatile  interest  rates.  How  in- 
terest rates  behave  also  influences 
how  much  money  people  want  to  hold 
and,  in  turn,  the  rate  of  money 
growth.  The  interrelationships  are 
close  and  unpredictable. 

Tl  hose  close  to  the  White  House  and 
elsewhere  who  press  the  Fed  to 
iron  out  fluctuations  in  the  money- 
supply  figures  should  keep  this  in 
mind:  If  the  Fed  were  to  try  to  get 
smooth  money  growth  in  short  peri- 
ods, it  undoubtedly  would  provoke 
even  greater  gyrations  in  interest 
rates  than  it  has  since  October  1979. 
This  is  not,  as  Milton  Friedman  as- 
serts, because  the  Open  Market  Com- 
mittee is  made  up  of  "unreconstruct- 
ed Keynesians"  (this  from  an  unre- 


The  markets  are  worried 
sick  about  a  concern  greatly 
transcending  the  fluctu- 
ations in  money  growth — the 
horrendous  deficits  looming 
ahead.  Until  that  problem  is 
tackled,  market  partici- 
pants will  remain  edgy  .  .  . 
reacting  excessively  to 
short-run  surprises. 


constructed  monetarist).  It  is  because 
Fed  officials  believe  it  is  necessary  to 
weigh  the  costs  and  advantages  of 
what  happens  to  money  growth 
against  what  happens  to  interest 
rates.  It  will  not  try  to  get  smooth 
money  growth  at  any  price.  This  is 
the  basic  difference  between  the  Fed- 
eral Reserve  and  the  monetarists  in 
the  Administration.  It  is  a  matter  of 
fundamental  monetary  philosophy, 
not  just  technique. 

The  argument  will  not  go  away.  In 
the  meantime,  markets  are  worried 
sick  about  a  concern  greatly  tran- 
scending the  fluctuations  in  money 
growth — the  horrendous  deficits 
looming  ahead.  Until  that  problem  is 
tackled,  market  participants  will  re- 
main edgy  and  nervous,  building  risk 
premiums  into  interest  rates,  being 


reluctant  to  make  commitments  and 
reacting  excessively  to  short-run  sur- 
prises. This  kind  of  financial  market 
is  hardly  conducive  to  the.  increased 
volume  of  investment  the  Adminis- 
tration is  trying  to  stimulate  through 
its  supply-side  policy.  And  it  is  hard- 
ly an  environment  conducive  to 
more  precise  control  of  the  money 
supply. 

The  Administration  would  be  well 
advised  to  advertise  what  the  Fed  has 
accomplished  in  the  longer  run.  Mon- 
ey growth  in  the  past  four  years  looks 
like  this  (M1B  annual  averages): 

1978—  8.2% 

1979—  7.7% 

1980—  5.9% 

1981—  4.7% 

Because  of  shifts  among  the'.Us  these 
figures  may  not  completely  reflect  the 
degree  of  progress.  But  even  with 
allowance  for  that  possibility,  the  rate 
of  money  growth  is  being  brought 
down,  as  both  the  Administration  and 
the  Fed  want.  Confidence  could  be 
enhanced  if  the  Administration  were 
to  make  more  of  this  desirable  trend 
instead  of  caviling  so  much  about 
movement  around  it.  Eveiyone  would 
be  better  off  if  the  Administration 
would  cease  picking  on  the  Fed  and 
concentrate  on  what  really  is  shaking 
up  the  markets,  namely  those  fright- 
ening budget  deficits.  ■ 


IRA 

TAX  DEDUCTIONS  FOR  YOU 


Scudder  IRAs  offer  many  advantages. 

CONSIDER  AND  COMPARE: 
Low  Cost.  No  IRA  set-up  or  maintenance  fees,  plus  all 
Scudder  funds  are  no-load. 

Wide  Choice.  Investment  options  include  2  money 
market  funds,  an  income  fund,  and  4  common 
stock  funds. 

Flexibility.  You  are  never  locked  into  any  investment 
decision.  Adapt  your  Scudder  IRA  as  conditions 
change  —  without  charge.  No  withdrawal  penalties. 

Experience.  IRA  plans  have  used  Scudder  Funds  since 
IRAs  began. 

Rollovers.  You  can  easily  transfer  into  a  Scudder  IRA 
and  enjoy  these  benefits. 


INDIVIDUALS:  For  more  complete  in- 
formation, including  management  fees 
and  expenses,  please  WRITE  or  CALL 
TOLL  FREE  1-800-453-6600 

for  prospectuses  and  special  literature. 
Read  material  carefully  before  you  invest 
or  send  money. 


EMPLOYERS:  CALL  TOLL  FREE 
or  WRITE  for  information  on 
our  group  deduction  IRAs: 

1-800-225-2471 

(in  Mass.;  Call  Collect  617-482-3990) 


SCUDDER  IRAs. 

c/o  Scudder  Fund  Distributers,  Inc. 
175  Federal  Street,  Boston,  MA  02110 
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Report  from  GTE. 


Our  phone  syster 

$66,000,000  in  th< 


These  are  Westinghouse's  figures,  not  ours. 

What  we're  supplying  them  is  a  lot  more 
than  a  private  phone  system.  It's  a  complete 
voice-and-data  network  that  will  serve 
15,000  telephones  at  20  locations  in  the 
Pittsburgh  area. 

Big  as  a  phone  company. 

More  than  1200  independent  telephone 
companies  in  the  United  States  are  smaller. 

It's  the  first  all-digital  network  that  can 
handle  high-speed  data  for  a  private  company. 
And  the  largest  single  project  of  its  kind. 

The  network  provides  basic  telephone 
service  and  high-speed  data  transmission,  over 
the  same  lines.  It  will  also  allow  Westinghouse 
to  use  such  "office-of-the-f  uture"  services  as 
electronic  mail,  video  conferencing,  and 
packet  switching.  Future  needs  can  be  met 
simply  by  adding  to  the  system. 

GTE  is  supplying  20  separate  computer- 
controlled,  digital  systems.  They  can  handle 
both  voice  and  high-speed  data  (56,000  bits 
per  second) .  They  are  linked  together  by 
digital  microwave  radio,  and  interconnect 
with  the  public  telephone  network.  They  are 
controlled  and  administered  from  a  single 
Network  Control  Center. 


Big  savings,  better  performance 

Westinghouse  expects  return  on  investn 
to  be  about  28  % ,  for  a  total  savings  in  10 
years  of  $66,000,000. 

Communications  productivity  will  impr 
through  features  like  faster  call  completio: 
direct  dialing,  call  forwarding  and  conf en 
calling. 

Movement  of  data  Will  be  more  cost- 
effective.  The  system  handles  both  voice  an 
high-speed  data  on  the  same  lines.  By  thus 
reducing  the  need  for  dedicated  data  lines, 
Westinghouse  will  get  additional  savings. 

Customer  communications  will  improve 
too :  the  company's  phone  listing  will  shrin 
from  119  numbers  to  just  one.  Centralized 
phone  operators  plus  direct  inward  dialing 
will  speed  calls. 

We're  communications  people. 

27,000,000  Americans  look  on  us  as  the 
telephone  company.  Millions  more  benefit 
from  our  business  and  residential  telephor 
products.  From  the  compact,  attractive  G1 


rill  save  Westingho 
ext  10  years. 


-Phone®  to  giant  voice-and-data 
rorks  that  challenge  whole  telephone 
mnies  for  size . . . 

rE  is  telecommunications.  And  a  great 
more. 
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Taxing  Matters 


Edited  By  Richard  Greene 


Subchapter  S  status  may  look  like  every  entrepreneur 's  dream. 
But  those  making  the  leap  had  better  take  a  good,  hard  look  first. 


A  trap  for  the 
unwary? 


By  John  A.  Byrne 


Roughly  17%  of  the  2.7  mil- 
lion companies  that  file  in- 
come tax  returns  do  so  as  Sub- 
chapter S  corporations.  In  such  com- 
panies, corporate  earnings  or  losses 
usually  flow  straight  through  to  share- 
holders, who  then  pay  at  individual 
rates.  This  has  been  particularly  at- 
tractive to  promising  startup  com- 
panies. With  the  near-certain  pros- 
pect of  losses  in  the  early  years, 
they  can  offer  well-heeled  charter 
stockholders  a  guaranteed  tax  shel- 
ter. Small  cash  cows  with  a  high 
dividend  payout — because  there's 
no  particular  need  to  reinvest  all 
their  earnings — also  like  Sub  S  sta- 
tus because  it  offers  a  way  of  elimi- 
nating the  double  taxation  that  oc- 
curs when  a  firm  pays  taxes  on  its 
earnings  and  shareholders  pay 
taxes  later  on  dividends. 

Now,  because  of  the  tax  changes 
enacted  by  the  Reagan  Administra- 
tion, the  number  of  companies  fil- 
ing as  Sub  S  corporations  may  dou- 
ble. The  most  obvious  reason  is 
that  the  top  marginal  tax  rate  on 
individuals  has  dropped  from  70%  to 
50%,  so  having  corporate  income 
taxed  at  the  individual  rate  becomes  a 
much  better  deal.  Other  changes 
make  it  easier  for  companies  to  file 
Sub  S.  A  company  would  now  be  able 
to  have  as  many  as  25  shareholders, 
up  from  15. 

Allowable  deductions  for  Keogh- 
style  retirement  or  profit-sharing 
plans  have  been  doubled  to  $15,000  a 
year  per  shareholder.  Previously,  a 
major  drawback  to  the  Sub  S  was  the 
^mail  amount  of  money  that  could  be 
stored    in    deferred  compensation 


plans,  making  ordinary  corporate  sta- 
tus more  attractive  to  the  sharehold- 
er-employee. The  new  law  also  per- 
mits more  types  of  trusts  to  be  consid- 
ered shareholders,  thus  allowing 
investors  to  channel  some  of  the  com- 
pany's income  to  children  in  lower 
tax  brackets. 

Consider  the  example  of  a  New 
York-based  press-clipping  service  that 


throws  off  profits  of  about  $900,000  a 
year.  If  the  firm  were  a  "regular"  cor- 
poration, it  would  pay  about  $395,000 
in  corporate  taxes.  Then,  the  three 
high-income-bracket  shareholders 
would  fork  over  another  $250,000  to 
the  IRS  in  personal  income  taxes  on 
the  remaining  dividends.  Under  Sub  S 
rules,  however,  the  $900,000  would  be 
taxed  only  at  individual  rates  of  50%, 
allowing  the  shareholders  to  keep 
$450,000  of  the  profit  rather  than  the 
$250,000  they  would  get  if  the  com- 
pany were  a  "regular"  corporation. 
The  benefits  don't  end  here.  Unlike 


a  partnership  or  proprietorship,  which 
generally  must  operate  in  the  calendar 
year,  a  Sub  S  can  elect  a  fiscal  year 
ending,  let's  say,  on  Jan.  31.  The  com- 
pany could  then  pay  out  dividends  at 
the  end  of  the  fiscal  year  so  sharehold- 
ers wouldn't  have  to  pay  taxes  on  the 
income  until  Apr.  15  of  the  following 
year.  If  you  could  earn  20%  on  that 
$900,000  in  the  meantime,  you  would 
be  $180,000  richer  when  the  time 
came  to  pay  up  to  Uncle  Sam. 

Shareholders  of  a  Sub  S  company 
further  benefit  by  avoiding  poten- 
tially nettlesome  problems  with 
the  IRS  concerning  penalty  taxes 
on  accumulated  earnings  and  dis- 
putes on  unreasonable  compensa- 
tion. A  Sub  S  is  exempt  from  the 
accumulated-earnings  tax  because 
its  shareholders  must  automatical- 
ly pay  taxes  on  all  its  income — 
distributed  or  not.  And  the  IRS 
tends  to  look  the  other  way  on  the 
compensation  issue  because  both 
salary  and  dividends  from  a  Sub  S 
would  generally  be  taxed  at  the 
same  individual  rate  anyway. 

Sound  like  a  good  deal?  It  did  to 
428,204  corporations  in  1977  who 
opted  for  this  tax  game,  according  to 
the  IRS.  About  41%  of  them  were 
reporting  net  losses,  taking  advantage 
of  their  company's  red  ink  to  offset 
other  personal  income.  So  it  can  be  a 
good  deal — provided  you  can  also 
avoid  the  pitfalls  of  being  a  Sub- 
chapter S  company.  Experienced  ac- 
countants call  Sub  S  companies  "a 
trap  for  the  unwary."  Typical  is  the 
reaction  of  Kenneth  Wolosoff,  a  tax 
manager  of  New  York's  Fox  &  Co. 
"You  really  have  to  push  the  pencil  in 
every  case  to  see  what  the  advantages 
are  because  there  are  so  many  traps  in 


ut  your  decision  to  purchase  a  Xerox  in  a  holding  pattern 


Arriving  soon. 
Royal's  Non-Stop  Copier. 

The  high  volume  copying  system 
you  can  land  for  a  lot  less  than  a  Xerox. 

ROYAL 


ROYAL  BUSINESS  MACHINES,  INC 


ox  is  a  registered  trademark 
erox  Corporation 


(800)  243-8160  In  Connecticut  (800)  842-0225 


Managers!  Increase  Your 
Productivity  With  a 
Radio  Shack  TRS-80  Computer 

Here  are  two  management  tools  that  will  let  you  spend  more  time  manag- 
ing and  less  time  "pushing  a  pencil."  They  can  help  any  busy  manager 
plan,  organize  and  record  his  business  affairs  and  forecast  and  analyze  the 
effect  of  his  decisions. 

Time  Manager":  Your  Daily  Organizer .  .  .  and  More!  This  "electronic" 
calendar,  automatic  reminder  and  filing  system  places  at  your  fingertips 
important  information  you  need  to  organize  your  time  and  business  activi- 
ties. As  phone  calls,  appointments,  expenses  and  more  occur,  enter  them 
into  Time  Manager.  You  assign  categories  and  priority  levels  to  each  entry. 
Then,  view  today's  agenda,  or  look  at  future  commitments— summarized 
by  priority.  There's  even  a  "to  do"  list  that  follows  you  from  day  to  day  until 
finished.  And  you  can  scan  your  year's  data  for  specific  information  by 
category  and/or  keyword  to  total  expenses  or  hours  worked  and  create 
permanent  records! 

VisiCalc®:  The  Manager's  Planning  Tool.  This  versatile  management 
and  engineering  planning  program  dramatically  improves  the  way  you  do 
financial  planning,  forecasting,  budgeting,  sales  projections,  job  costing, 
engineering  designs,  and  more.  VisiCalc  is  an  "electronic"  columnar  pad. 
Just  define  the  formulas,  enter  your  figures,  and  VisiCalc  performs  all 
calculations  and  automatically  displays  the  results.  Now  change  any  value 
or  formula  on  your  worksheet,  and  VisiCalc  instantly  updates  every  related 
number!  You  can  view  countless  "what  if .  .  .  ?"  situations  in  seconds, 
rather  than  the  hours  required  with  pencil  and  paper. 

Save  Time  and  Effort.  Our  other  business  software  includes  word  proc- 
essing, electronic  filing  and  more.  See  the  48K  2-Disk  Model  III  ($2495), 
Time  Manager  ($99.95),  and  VisiCalc  ($199)  at  a  Radio  Shack  Computer 
Center,  store,  or  participating  dealer  near  you  today! 


Radio  Jl 

The  biggest  n< 


Send  me  your  free  TRS-80  Computer  Catalog 


Mall  To:  Radio  Shack,  Dept.  82-A-108 
1300  One  Tandy  Center,  Fort  Worth,  Texas  76102 


NAME  

COMPANY  . 
ADDRESS . 

CITY  


STATE . 


ZIP. 


Retail  prices  may  vary  at  individual  stores  and  dealers 
me  Manager,  trademark  of  Image  Producers,  Inc.  "VisiCalc,  registered  trademark  of  Personal  Software.  Inc. 


laxin£  Matters 

Subchapter  S  status."  Here  are  a  few 
of  the  hazards: 

•  Let's  say  you  start  up  a  Sub  S  by 
putting  in  $50,000  and  having  the  cor- 
poration take  a  $100,000  bank  loan 
that  you  personally  guarantee.  The 
company  loses  $75,000.  You  then  try 
to  write  that  off  on  your  tax  return. 
Unfortunately  the  IRS  won't  let  you. 
Your  individual  loss  cannot  exceed 
$50,000 — your  investment  in  the 
company.  The  rest  of  the  loss  is  lost. 

Solution:  Borrow  the  money  per- 
sonally and  put  it  into  the  Subchapter 
S  company  yourself. 

•  Suppose  some  of  the  stock  in  the 
company  falls  into  the  hands  of  a  for- 
eign company  or  another  corporation. 
You  could  find  the  entire  Subchapter  S 
status  has  gone   down   the  drain. 


Says  Kenneth  Wolosoff,  a 
tax  manager  of  New  York's 
Fox  &  Co.:  "You  really  have 
to  push  the  pencil  in  every 
case  to  see  what  the  advan- 
tages are  because  there  are 
so  many  traps  in  Subchap- 
ter S  status." 


That's  because  the  IRS  requires  all 
shareholders  to  be  U.S.  citizens  and 
prohibits  corporate  ownership. 

•  The  IRS  also  would  disqualify  a 
company  if  more  than  20%  of  its 
gross  receipts  in  a  taxable  year  came 
from  passive  investment  income  such 
as  interest,  rents  and  dividends.  This 
limit  originally  plugged  loopholes  that 
could  lead  to  the  abuse  of  Sub  S. 

•  And  if  the  IRS  reclassifies  a  share- 
holder loan  as  equity  rather  than  debt 
under  its  proposed  regulations  govern- 
ing such  financial  instruments  (see 
Forbes,  Feb  15),  the  company  could 
lose  its  status  because  a  Sub  S  corpora- 
tion can  have  only  one  class  of  stock. 

•  Even  in  a  startup  phase,  Sub  S  can 
backfire.  "Some  people  go  Sub  S  ex- 
pecting losses  and  then  they  make 
money  and  aren't  too  happy  about  it," 
notes  •  Glenn  Davis  of  Seidman  & 
Seidman,  because  the  losses  aren't 
available  to  offset  other  income. 

Finally,  because  all  income,  distrib- 
uted or  not,  is  taxed,  Sub  S  corpora- 
tions generally  aren't  the  best  way  to 
go  if  you  have  a  capital-intensive  or 
cash-poor  business. 

The  moral,  of  course,  is  clear.  Not 
only  should  you  look  before  you  leap, 
if  you  decide  to  make  the  jump,  wear 
a  parachute  (that's  an  accountant  who 
knows  what  he's  doing).  ■ 


CNA  believes  working  with  agents  is  one  of 
the  most  effective  ways  we  help  keep  insurance  affordable. 


"Our  strong  relationship 
with  insurance  companies  like  CNA 
is  one  of  the  most  important  things  we 

can  give  our  clients.  A  strong  working  relationship, 

like  the  one  weVe  built  with  CNA  over  the  years,  makes  it  much 
easier  to  work  together  through  the  rough  spots.  We  know  that 
CNA  is  not  going  to  back  out  of  any  commitments  they  make  to  us. 
We  stress  the  advantages  of  this  stability  with  our  clients  all  the 
time.  It's  the  reason  CNA  is  our  number  one  insurance  company/' 

Eidwdrd  1 1  Schwartz 
Independent  Insurance  Agent 
Schwartz  Brothers  Insurance  Agency,  Inc., 
Chicago,  Illinois 


INSURANCE  FROM 


CNA 

Judge  us  by  the  agents  who  represent  us 


Selling  bread  isn't  glamorous.  But  simplicity 
is  a  virtue  to  the  folks  at  Interstate  Bakeries. 
They  got  burned  in  high-risk  leasing. 

Out  of  the 
computer  and 
into  the  oven 


By  Barbara  Rudolph 


Once  upon  a  time  there  was  a 
company  called  Data  Process- 
ing Financial  and  General  Corp. 
It  leased  IBM  computers  at  a  hand- 
some profit,  and  in  1968  its  stock 
traded  at  an  enviable  83  times  earn- 
ings. But  in  1970  IBM  introduced  the 
370  model,  and  DPF's  assets  became 
obsolete  overnight.  The  company  lost 
$43  million  over  four  years  until  1974, 
when  it  edged  into  the  black  and  be- 
gan shopping  for  an  acquisition. 

"We  wanted  a  sober,  solid,  low- 
technology  business,"  recalls  Bertram 
Cohn,  DPF's  chairman.  "Beggars 
can't  be  choosers,"  he  explains.  "We 
had  a  checkered  career,  and  the  whole 
leasing  industry  had  an  aura  of  ques- 
tionable accounting  practices." 

In  1975  Cohn  spotted  Interstate 
Brands,  a  company  that  more  or  less 
fit  the  bill.  Interstate  was  the  nation's 
third-largest  wholesale  baker,  known 
for  its  breads,  including  the  Butternut 
and  Blue  Seal  brands,  as  well  as  Dolly 
Madison  cakes.  Baking  was  low  tech- 
nology, all  right,  and  with  very  low 
margins.  Interstate  was  earning  only 
1%  aftertax,  well  below  the  2.5%  in- 
dustry average.  Still,  making  money  is 
better  than  losing  money,  so  DPF 
bought  the  $422  million-a-year  (sales) 
baking  company  for  $37  million. 

The  acquisition  has  been  a  sober- 
sided  success.  While  earnings  from 
the  bread  business  have  gone  up  and 
down  over  the  past  five  years,  they're 
steady  now,  and  several  months  ago 
DPF  decided  to  cash  in  what  was  left 
of  its  computer  chips.  Cohn  sold  his 
leasing  business  in  October  to  a  group 
of  managers,  and  his  trimmed-down 
company — newly  christened  Inter- 
state Bakeries  Corp. — wrote  off  $27 
million  in  assets. 
While  the  future  isn't  necessarily 


bright,  at  least  it's  predictable.  Dale 
Putnam,  head  of  Interstate's  bakery 
division,  was  named  chief  executive 
in  January,  replacing  Cohn,  who  plans 
to  retire.  Putnam  is  a  jovial,  round- 
faced  man  who  looks — well,  like  a 
veteran  baker  who  enjoys  his  own 
cupcakes.  He  moved  the  headquarters 
from  Hartsdale  (a  New  York  suburb 
close  to  IBM  in  Armonk)  to  Kansas 
City,  Mo.  Close  to  all  that  wheat. 

Putnam  harbors  no  illusions  about 
Interstate's  objectives.  "Bread  is  a  ne- 
cessity," he  explains.  "And  people 
like  a  treat.  Things  with  sugar  in  'em 
always  sell."  So  much  for  high-growth 
strategy.  Putnam's  challenge  is  to  im- 
prove Interstate's  performance.  Its 
baking  operations  should  earn  about 
$7  million  this  year  on  revenues  of 
around  $675  million.  Industry  leaders 
like  Texas-based  Campbell  Taggart, 
Inc.  and  Georgia-based  Flowers  Indus- 


Interstate  Bakeries'  Dale  Putnam 
Making  money  beats  losing  money. 


tries  have  margins  almost  4  times 
that  good. 

Putnam  is  angling  for  a  turnaround 
on  two  important  fronts:  improving 
plant  efficiency  and  boosting  market 
share.  Gains  won't  come  easy  in  ei- 
ther area.  ITT's  New  York-based  Con- 
tinental baking  division  sells  Wonder 
Bread  and  Hostess  Cupcakes,  both  na- 
tionwide bestsellers.  Campbell  Tag- 
gart and  Flowers  dominate  their  Sun- 
belt markets,  and  local  store  brands 
are  gaining  popularity.  Interstate's 
line— 70%  bread  and  30%  cake— is 
solid,  but  its  breads  are  market  leaders 
only  in  Los  Angeles  and  Chicago;  its 
cakes,  sold  nationally,  don't  do  par- 
ticularly well  outside  the  Midwest  and 
upstate  New  York. 

That  means  the  big  boys  in  the  bak- 
ing business  get  high  volume  and  can 
operate  their  plants  with  long  runs — 
half  the  battle  in  achieving  good  plant 
efficiency.  Controlling  costs  is  tough- 
er. Campbell  Taggart's  management, 
for  instance,  gets  weekly  computer- 
ized reports  of  product-line  expenses 
by  plant,  which  allow  the  firm  to  raise 
prices  quickly  when  necessary.  Inter- 
state can't  afford  such  sophisticated 
systems.  "We  try  to  keep  a  handle  on 
costs,"  says  Putnam.  "But  we  make 
price  increases  only  twice  a  year." 

Interstate's  36  bakeries  are  concen- 
trated in  big  cities — with  few  in  the 
Sunbelt — where  labor  costs  are  high 
and  store  brands  are  most  firmly  en- 
trenched. Over  the  last  five  years, 
however,  Putnam  has  closed  17  plants 
and  acquired  19  others,  with  a  view 
toward  improving  efficiency.  "Inter- 
state's track  record  has  been  very 
good  in  picking  what  markets  they 
should  strengthen  and  which  they 
should  leave,"  explains  Morton  Sos- 
land,  editor  of  Milling  &  Baking  News. 

Putnam  hopes,  too,  that  the  de- 
mand for  nutritional  foods  will  con- 
tinue. That  helps  his  Pntikin  diet 
bread  and  Sun-Maid  raisin  bread, 
which  sell  for  50%  more  than  a  con- 
ventional loaf  and  have  two  precious 
days  of  additional  shelf  life.  Some  ex- 
perts expect  that  such  specialized 
products  will  account  for  50%  of  all 
bread  sales  by  1990,  and  Interstate  is 
ahead  of  several  competitors  in  this 
market  segment. 

Still,  Interstate  isn't  likely  to  sur- 
pass Campbell  Taggart  or  Flowers  in 
profitability  anytime  soon.  But  Put- 
nam at  least  will  soon  find  that  there 
are  advantages  to  starting  life  as  a 
computer-leasing  company.  Interstate 
is  now  baking  its  breads  and  cakes — 
and  building  its  bottom  line — with  a 
secret  ingredient:  $50  million  in  tax- 
loss  carryforwards,  to  be  slowly  sa- 
vored over  the  next  15  years.  ■ 


A  remarkable  new  program  from  Dean  Witter 
thatgives  you  these  17financial  services  in  a 

single  account! 


f  you  have  $20,000  or  more  in  any 
combination  of  cash  and/ or  securities, 
teres  what  you'll  get  with  Dean 
Witter  Reynolds'  unique  new  Active 
issets  Account: 

I.  It  puts  all  your  assets  to  work, 
ictively,  automatically.  Your  money 
rom  interest,  dividends  and  pro- 
:eeds  from  sales  of  securities  need 
lot  lie  idle  even  for  a  day.  Every 
lollar  will  be  automatically  invested 
o  earn  high  yields.  Over  the  years 
rou  could  gain  extra  hundreds  or 
iven  thousands  of  dollars. 

!.  It  gives  you  a  choice  of  investing 
our  idle  cash  for  high  yield,  tax- 
sxempt  income  or  income  from  gov- 
srnment  securities. 

I.  You  will  have  your  assets  working 
or  you  —  and  still  have  constant 
iccess  to  their  buying  power. 

\.  You  have  new  investment  flexi- 
>ility.  Should  interest  rates  decline, 
tou  can  move  your  investments  at 
vill  from  money  market  funds  to 
vhatever  other  opportunities  pre- 
ent  themselves. 

i.  Free  check-writing  privileges. 

i.  Write  checks  against  assets  for 
iny  amount  you  need. 

You  can  get  high  money  market 


or  tax-exempt  yields  as  well  as  free 
check-writing. 

8.  You  get  a  charge  card  good  at  3 
million  establishments  in  150 
countries. 

9.  Cash  available  whenever  you 
travel  without  having  to  pay  for  or 
bother  with  travelers  checks. 

10.  You  can  get  local  currency  at 
bank  rates  when  you  travel  abroad 
instead  of  higher  hotel  exchange 
rates. 

11.  Float  on  your  funds  until  pay- 
ment date.  Your  cash  keeps  working 
for  you  until  the  very  day  your 
money  is  collected  for  payment. 

12.  You  will  be  able  to  borrow  money 
immediately  against  assets  in  your 
account  without  applications  or  red 
tape. 

13.  If  you  need  to  borrow,  you  decide 
when  and  how  much  to  repay. 

14.  You  get  a  monthly  analysis  of 
your  financial  affairs.  The  checks 
you  write,  the  items  you  charge, 
securities  you  buy  and  sell,  dividends 
and  interest,  and  money  available  for 
loans  — all  in  one  statement. 

15.  You  get  a  year-end  tax  summary 
of  expenses  you  have  indicated  as 
tax-deductible. 


16.  You  can  call  toll-free  for  informa- 
tion about  your  account. 

17.  You  get  professional  guidance  for 
all  your  investments.  All  the  invest- 
ment services  of  Dean  Witter 
Reynolds  are  available  to  you. 

The  Active  Assets  Account  is  the 
first  step  in  Dean  Witter's  develop- 
ment of  the  "ultimate"  financial 
service.  You  are  invited  to  take  ad- 
vantage of  its  many  benefits  to  help 
you  plan,  make  and  manage  your 
fortune  better.  Enrolling  in  it  now 
will  entitle  you  not  only  to  its 
existing  benefits,  but  to  the  other 
important  privileges  and  oppor- 
tunities we  expect  to  make  available 
in  the  future.  Depending  upon  your 
tax  situation,  the  nominal  handling 
fee  of  $30  a  year  may  be  wholly  or 
partially  tax-deductible. 

For  more  information,  without  of 
course  any  obligation,  return  the 
coupon  below  for  a  copy  of  the  pro- 
spectus and  more  complete  details 
including  all  charges  and  expenses. 
You  will  want  to  read  it  carefully 
before  making  any  decisions  on  in- 
vesting or  sending  money.  Or 
simply  call  now  toll-free 

1-800-526-7443  Ext.  163 

(In  New  Jersey,  call  1-800-522-4503  Ext.  163) 


You  Get  All  These  Services  from  Your 
Dean  Witter  Reynolds  Active  Assets  Account 


FOR  FINANCIAL  MANAGEMENT      FOR  TAX  PREPARATION 


MONEY  MARKET  FUND 
TAX  EXEMPT  FUND 

GOVERNMENT 
SECURITIES  FUND 

FULL  SERVICE 
INVESTMENT ACCOUNT 


INTERNATIONAL 
CHARGE  PRIVILEGES 

ACCESS  TO  CASH 


AVAILABILITY  OF 
INVESTMENT  PROFESSIONALS 

This  service  is  available  only  for  individual  accounts  and  certain  types  of  trust 
accounts.  It  is  not  available  in  Iowa,  Oklahoma  and  Oregon. 


Member  SIPC 
A8  FOR  3/15 


I  1 

Dean  Witter  Reynolds  Inc. 
Client  Information  Services 
P.O.  Box  5013,  Clifton,  N.J.  07015 

Please  send  me,  without  any  obligation  on  my  part,  more 
complete  information  about  Dean  Witter's  Active  Assets 
Account  and  how  I  may  take  advantage  of  its  17  benefits, 
and  a  prospectus  for  the  program's  three  funds. 


Name 


Address 


City 

( 


) 


State 


( 


Zip 


Business  phone 


Home  phone 


If  you  are  currently  a  Dean  Witter  Reynolds  client,  please 
indicate  your  Account  Executive's  name  and  office: 


DEAN  WITTER  REYNOLDS 


//  would  be  hard  to  find  businesses  less 
glamorous  than  Vulcan  Materials' — or 
more  consistently  profitable. 


Cinderella 


By  Jane  Carmichael 


Houston  Blount,  president  of 
Birmingham,  Ala. -based  Vul- 
can Materials  Co.,  is  a  busi- 
nessman who  has  something  to  thank 
environmentalists  for:  a  quasi-mo- 
nopoly  in  the  crushed-stone  business. 
Vulcan  bought  its  90-some  quarries, 
mostly  in  the  Southeast,  in  the  Fifties 
and  early  Sixties,  when  quarries  were 
a  dime  a  dozen.  Today  Vulcan  is  the 
largest  commercial  pro- 
ducer of  crushed  stone  in 
the  world,  and  it's  likely 
to  remain  so.  Says  Blount, 
"Back  in  the  Sixties  you 
used  to  worry  about  who 
was  going  to  open  up  a 
quarry  right  down  the 
road,  but  now  we  never 
concern  ourselves  about 
that;  problems  with  zon- 
ing and  the  EPA  are  so 
monumental.  That  gives 
us  an  ability  to  price  our 
product  that  we  didn't 
have  before." 

Partly  through  good  for- 
tune like  that,  but  mostly 
through  sheer  common- 
sense  management,  Vul- 
can has  become  one  of  the 
most  profitable  compa- 
nies in  the  U.S.  Both  sales 
and  earnings  set  records 
last  year  ($783.3  million 
and  $78.2  million,  respec- 
tively). And  last  year  was 
no  fluke:  The  company  is 
at  the  top  of  the  Forbes 
multi-industry  category 
with  a  five-year  average 
return  on  equity  of  22.6%, 
ahead  of  first-rate  compa- 
nies like  General  Electric 
and  3M.  Cash  flow  has  ris- 
en for  13  years  straight. 


That  steady  growth  is  all  the  more 
impressive  considering  that  Vulcan 
has  been  in  the  same  three  humble 
commodity  businesses  for  the  last  20 
years,  where  cyclical  earnings  swings 
are  the  norm.  It  started  in  1909  as  the 
Birmingham  Slag  Co.,  processing  slag 
(the  scum  that  forms  on  the  surface  of 
molten  metal)  from  U.S.  Steel's  Bir- 
mingham mill  and  selling  it  as  a  con- 
struction material.  Construction  ag- 
gregates— now  mostly  crushed  stone 


Houston  Blount,  president  of  Vulcan  Materials 
"We  don't  want  to  be  high-flying." 


for  use  in  roads  and  all  kinds  of  build- 
ing, though  Vulcan  still  buys  slag — 
account  for  about  35%  of  sales. 
Chemicals — largely  chlorinated  sol- 
vents with  uses  from  dry-cleaning 
fluids  to  metal  cleaners — account  for 
another  40% .  Scrap  reclamation — alu- 
minum recycling  and  detinning  of  tin- 
plate  steel — makes  up  the  remainder. 
Dull,  dull,  dull  ?  Only  at  first  glance.  On 
closer  look,  Vulcan  turns  out  a  magnifi- 
cent example  of  what  a  difference  sim- 
ple good  management  can  make. 

Vulcan  does  it  through  old-fash- 
ioned conservatism  and  carefuly  de- 
signed countercyclicality.  An  example 
of  what  we  mean  by  conservatism: 
Vulcan  sells  the  tin  it  recovers  from 
tinplate  steel  partly  in  metallic  form 
and  partly  in  tin  chemicals  like  stan- 
nous chloride  (used  in  the  manufac- 
ture of  glass,  among  other  things).  You 
might  think  Blount  would  have  taken 
advantage  of  the  big  runup  in  tin 
prices  since  last  July  to  make  a  quick 
killing  (Forbes,  Feb.  15),  but  he  didn't. 
Instead,  Vulcan  has  hedged  its  tin  po- 
sitions three  months  ahead  in  the  fu- 
tures market,  thereby  minimizing  the 
potential  profit  surge — and,  of  course, 
the  plunge  when  the  bubble  inevitably 
bursts.  Speculating  on  the  price  of  tin 
might  sound  more  exciting,  but 
Blount  is  running  a  busi- 
ness, not  speculating  in 
commodities.  That's  part 
of  what  good  manage- 
ment means:  knowing 
what  your  business  is  and 
sticking  to  it. 

The  company  has  done 
a  similar  thing  with  its 
aluminum  recycling  busi- 
ness. It  now  does  about 
half  the  business  for  a  fee, 
letting  the  "sellers"  of 
used  aluminum  cans,  like 
Alcoa  or  Reynolds,  keep 
title  to  the  metal,  the 
price  risks  and  the  inven- 
tory costs. 

Vulcan's  ability  to  ride 
out  different  phases  of  a 
business  cycle  is  far  from 
accidental:  good  manage- 
ment again.  It  started  in 
1976,  when  Vulcan  began 
making  most  of  its  own 
chlorine,  the  basic  raw 
material  for  its  chlorinat- 
ed solvents.  A  by-product 
of  the  chlorine  reaction  is 
caustic  soda,  a  chemical 
with  markets  (such  as 
soaps  and  papers)  very  dif- 
ferent from  chlorine's.  In 
recessions,  chlorine  prices 
fall  because  it  goes  into 
plastics  used  in  the  auto 


and  housing  industries.  But  since  de- 
mand for  caustic  soda  isn't  as  inter- 
est-rate sensitive  as  demand  for  cars 
and  houses,  the  cutbacks  in  chlorine 
often  lead  to  shortages  in  caustic  soda. 
That's  why  caustic  prices  have  more 
than  doubled  over  the  last  two  years, 
while  chlorine  operating  rates  have 
fallen  from  80%  to  about  65%. 

Vulcan  controls  this  balance  by 
keeping  its  chlorine-making  capacity 
below  what  it  needs  to  make  chlori- 
nated solvents.  During  recessions  like 
last  year's  it  can  rake  in  the  profits 
from  caustic  without  worrying  about 
dumping  chlorine  on  the  market. 

Houston  Blount  is  a  salt-of-the- 
earth  Alabama  native;  his  brother 
Winton  (Red)  Blount  was  Postmaster 
General  under  President  Nixon  and 


now  runs  $750  million  (estimated 
1981  sales)  Blount,  Inc.,  a  construc- 
tion company.  Houston  took  over  as 
Vulcan's  CEO  in  1979  from  Barney 
Monaghan,  the  lawyer  and  Rhodes 
scholar  to  whom  the  controlling  Ire- 
land family  handed  the  company's 
reins  in  1959. 

Monaghan  was  the  architect  of  Vul- 
can's well-planned  product  mix; 
Blount's  job  now  is  to  find  other  busi- 
nesses for  Vulcan  to  go  into.  The  profits 
are  piling  up  faster  than  the  existing 
businesses  can  absorb  the  capital.  So 
far,  the  company's  only  foray  outside 
its  three  basic  businesses  has  been  an 
oil  and  gas  exploration  venture  it  en- 
tered in  1975.  It  has  yet  to  make  mon- 
ey, and  if  it  doesn't  turn  around  in  two 
or  three  years,  Blount  says  he  will  get 


out.  Meanwhile,  he's  looking  at  other 
investment  possibilities:  expansion  of 
a  joint  venture  in  Saudi  Arabia  that 
supplies  crushed  stone  for  the  Aramco 
gas-gathering  system  and  concrete  for 
the  Jubail  industrial  complex;  shipping 
crushed  stone  from  Mexico  into  Hous- 
ton; open-pit  mining  for  shale  oil;  and 
solution  mining  of  soda  ash.  Modest, 
unglamorous  ventures  all — just  like 
those  that  have  succeeded  for  Vulcan 
before.  Blount  says  it  all:  "We  don't 
want  to  be  high-flying." 

That's  fine  with  the  stockholders, 
who  include  the  legendary  Colonel 
Henry  Crown  of  Chicago  as  well  as 
the  Ireland  family.  In  an  erratic  mar- 
ket, Vulcan  shares  have  done  well  in 
recent  years  and  have  made  just  about 
everyone  concerned  rich.  ■ 


The  way  hard-pressed  Oakland,  Calif,  sees 
it,  if  corporations  generate  needed  cash  by 
selling  tax  credits,  it  can  too. 


Wanna  buy  the 
Brooklyn  Bridge? 


By  William  Harris 


IMPOVERISHED  AMERICAN  cities, 
already  scrounging  for  revenue  to 
maintain  essential  services — at 
reduced  levels,  no  less — expect  more 
fiscal  jolts.  Federal  grants  are  being 
cut  back  for  things  like  road  repairs, 
and  President  Reagan's  "new  federal- 
ism" proposals,  if  enacted,  will  further 
stretch  taut  municipal  budgets. 

But  by  following  the  lead  of  corpo- 
rate America,  some  cities  are  generat- 
ing cash  without  raising  taxes  or  mu- 
nicipal debt.  Newark,  N.J.  now  uses 
the  services  of  a  private  company  for 
garbage  collection,  which  is  cheaper 
than  maintaining  its  own  trucks  and 
sanitation  staff.  New  York  has  sold 
some  subway  cars  to  Metromedia  and 
leases  them  back.  New  York  gets  des- 
perately needed  cash  and  Metromedia 
gets  the  tax  credits  associated  with 
mass  transit  vehicles. 

Now  Oakland,  Calif.,  prevented  by 
Proposition  13  from  raising  property 


taxes,  has  come  up  with  a  sale-lease- 
back  of  two  municipally  owned  build- 
ings. The  city  is  selling  its  art  muse- 
um and  civic  auditorium  to  a  real  es- 
tate syndicator  and  leasing  the 
facilities  for  65  years. 

hi  a  deal  similar  to  General  Motors' 


recent  sale  of  its  New  York  office 
tower  (Forbes,  Feb.  1 ),  Oakland  is  pull- 
ing cash  out  of  its  property  without 
losing  its  use  of  the  facilities,  while 
syndicate  investors  can  depreciate 
two  buildings  valued  at  $55  million 
just  by  putting  down  20%. 

This  type  of  leverage-lease  tax  shel- 
ter, increasingly  common  in  industry, 
has  never  been  tried  on  a  municipal 
level.  Every  city  is  governed  by  a  mu- 
nicipal charter,  and  many  of  these 
charters,  like  those  of  Buffalo  and  Los 
Angeles,  stipulate  that  a  city  cannot 
mortgage  its  assets.  Still,  city  charters 
are  surmountable  stumbling  blocks 
when  times  get  tough.  Boston,  Phila- 
delphia, San  Francisco  and  Baltimore 
are  all  seriously  exploring  sale-lcase- 
back  options.  "There's  no  reason 
cities  should  own  any  real  estate  ex- 
cept ground,"  says  G.  Edward  DeSeve, 
Philadelphia's  finance  director. 

The  lease-backs  are  progeny  of  the 
Economic  Recovery  Tax  Act  of  1981. 
Congress  is  up  in  arms  over  corporate 
tax-credit  swapping  as  a  result  of  that 
law,  but  is  less  likely  to  object  to  an 


Oakland's  soon-to-be-sold  Civic  Auditorium 

"Why  should  cities  own  any  real  estate  except  ground?" 


accelerated  depreciation  provision 
that  helps  rehabilitate  30-year-old 
buildings.  The  provision  has  inspired 
one  Williamsburg,  Va.  real  estate  out- 
fit to  send  out  letters  to  25  cities 
across  the  U.S.,  offering  to  buy  and 
lease  back  any  city-owned  property. 

But  cities,  steeped  in  political  as 
well  as  fiscal  debts,  don't  move  quick- 
ly. Selling  City  Hall  may  provide 
much-needed  cash,  but  it  is  a  political 
powder  keg.  In  Oakland's  case,  it  was 
the  nonpartisan  city  manager,  Henry 
Gardner,  who  initiated  and  pushed 
through  the  sale-leaseback  deal. 
Gardner's  main  concern  was  saving 
the  65-year-old  civic  auditorium, 
heavily  used  by  local  groups  but  in 
desperate  need  of  some  $12  million 
worth  of  repairs.  The  city  had  no 
money  to  refurbish  the  place  and  did 
not  want  to  float  bonds  it  had  no  way 
of  paying  off. 

Selling  the  building  and  then  leasing 
it  back  seemed  to  make  sense,  but  the 
market  value  of  the  auditorium  alone 
wasn't  enough  to  cover  both  the  reha- 
bilitation and  lease  payments.  So 
Gardner  threw  into  the  deal  the  ten- 
year-old  Oakland  Museum. 

Here's  how  the  deal,  which  uses 
tax-free  money  to  help  create  a  tax 
shelter,  works.  Integrated  Resources, 
a  New  York-based  real  estate  syndica- 
tion company,  has  bought  the  muse- 


um for  $22  million — a  $4.7  million 
down  payment  payable  over  five  years 
and  a  $17.4  million,  12'/4%  30-year 
mortgage.  Prior  to  closing,  Oakland 
issued  $22  million  in  30-year  tax- 
exempt  bonds  carrying  a  12%%  cou- 
pon. Part  of  the  bond  issue's  proceeds 
will  be  used  to  begin  fixing  up  the 
auditorium,  which  at  some  point  will 
be  sold  to  IR  for  another  down  pay- 
ment plus  mortgage.  Oakland  will 
then  issue  more  municipal  improve- 

*'What  cities  do  by  selling 
their  buildings  and  leasing 
them  back  is  buy  time.  Time 
to  sort  out  finances,  to  figure 
out  what  they  want  their  ser- 
vice levels  to  look  like." 


ment  bonds  to  complete  the  renova- 
tion, IR  and  its  syndicate  investors 
getting  the  further  tax  benefit  of  de- 
ductible repairs. 

The  purchase  price  of  the  two  build- 
ings will  cover  Oakland's  bonds, 
while  the  city's  lease  payments  to  IR 
and  IR's  mortgage  interest  payments 
to  Oakland  essentially  cancel  each 
other  out  for  the  first  30  years  of  the 
65-year  lease.  Thereafter  Oakland  is 
making  their  payments  out  of  pocket. 
"This  is  is  not  designed  to  generate  • 


income,"  explains  Gardner,  "but  is  a 
way  to  maintain  our  facilities." 

What  if  Integrated,  which  expects 
to  syndicate  interests  in  the  proper- 
ties, decides  not  to  go  along  with  the 
second  stage  of  the  transaction? 
"We've  had  lots  of  inquiries  from  oth- 
er equity  sources,"  asserts  Gardner 
confidently. 

The  deal,  however,  was  not  without 
its  shaky  moments.  Selling  the  muse- 
um, which  has  strong  public  support, 
aroused  people's  fears.  Gardner  spent 
many  an  hour  explaining  that  the  mu- 
seum's operations  would  not  change 
nor  would  the  art  collection  be 
touched.  Oakland  will  continue  to 
own  the  land  and  will  have  the  right 
to  buy  the  building  back  in  30  years, 
with  appreciation  in  value  going  to 
the  owners. 

But  that  is  a  long  way  off  from 
today's  fiscal  crisis.  "What  cities  do 
by  selling  their  buildings  and  leasing 
them  back  is  buy  time,"  says  John 
Marlin,  president  of  the  Council  on 
Municipal  Performance.  "Time  to 
sort  out  their  finances,  time  to  fig- 
ure out  what  they  want  their  ser- 
vice levels  to  look  like."  The  way 
many  city  officials  see  it  today,  tax 
concessions  helped  to  build  these 
municipal  attractions,  and  now  an- 
other type  of  tax  concession  will 
keep  them  running.  ■ 
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5  reasons  why  your  secretary 
will  set  a  blistering  pace  on  this 
Brother  electronic  office  typewriter. 


Brother  EM  2 

electronic  office  typewriter 


1  Incredibly  Light  Touch.  Keys  scientifically  con- 
toured to  help  fingers  fly  through  copy. 

2  Snap-in  Print  Wheel.  Change  typefaces  instantly. 
Wheel  enclosed  in  cassette  to  keep  fingers  smudge-free 

3  Efficiency  Feature  Package.  Includes  automatic 
paper  feed  and  carriage  return  plus  electronic  underlin 
ing.  tabs,  margins,  justification,  indenting. 

4  Display-aided  Corrections.  For  fast  correction,  de- 
letion or  insertion  before  actual  typing  16-character 
display  A  foolproof  correction  system. 

5  815  Character  Memory.  Stores  often -typed  ad- 
dresses and  formats  in  10  storage  memories.  A  highly 
sophisticated  but  easy-to-use  system 

"Official  Typewriter  of  the  1984  Olympic  Games" 

—  Efficient  Brother  electronic  office  typewriters  will 
record  Olympic  history  in  Los  Angeles.  Why  not  have 
them  set  the  pace  in  your  office  today7 

For  more  information,  call  toll-free:  800-526  3597. 
and  in  New  Jersey:  800-592-6064 
BROTHER  INTERNATIONAL  CORPORATION 

8  Corporate  Place.  Piscataway.  New  Jersey  08854 


"Official  Typewriter  of  the  Los  Angeles  1984  Olympic  Games" 

brother  Electronic  Of  f  iceTypewriters 


Manufactured  by  Brother  Industries,  Ltd.  Nagoya,  Japan 


Knowing  what  it's  worth 
can  be  worth  a  lot. 


We  weren't  at  Promontory,  Utah  to  help 
East  meet  West.  But  we  did  help  Pet 
Incorporated  and  I.C.  Industries,  Inc. 


MERICAN 
PPRAISAL 


get  together.  The  world's  largest 
appraisal  firm  can  help  you,  too,  with 
mergers  and  much  more. 


WE  KNOW  VALUES. 


Atlanta  ■  Baltimore  ■  Bangkok  ■  Bolae  •  Boston  •  Buffalo  ■  Charlotte  •  Chicago  •  Cincinnati  ■  Cleveland  ■  Dallas  •  Denver  •  Detroit  ■  Hong  Kong  •  Honolulu  -  Houston  •  Jakarta 

Kansas  Cltv  ■  London  •  Los  Anrf  flies  •  Madrid  •  Manila  •  Mexico  D  F  ■  Mi  a  ml  ■  Milan  •  Mil  wan  k««  ■  MlnnnAnnll*  •  MnntrAAl  .  Naw  OrlnBn  a  .  Naw  Vnrli  .  i>OBa^a,.  a  .  m,nBrfain>,iB  .  EHHcVn.r^ 


ONE  OF  THE  LARGEST  BANKS 
IN  THE  WORLD  IS  TAKING  A  NEW 
PATH  TO  INTERCEPT  THE  FUTURE. 


istoric  symbol  of  Bankers 
ust— The  pyramid  atop 
jr  Wall  Street  building. 


BECAUSE  YOU  NEED  A  LEADER 
IN  THE  MONEY  MARKETS 
OF  THE  WORLD. 


This  has  been  a  period  of  record  levels  of 
interest  rates  coupled  with  swift  and  sharp 
movements  in  currency  values.  Therefore, 
the  decisions  faced  by  corporate  financial 
officers  and  institutional  portfolio  mana- 
gers have  been  fraught  with  hazard  to  a  far 
greater  degree  than  was  the  case  just  a  few 
years  ago. 

We  at  Bankers  Trust  Company  believe 
that  the  global  financial  intermediary  in 
this  charged  financial  environment  should 
assume  a  leadership  role.  To  fulfill  that 
role,  we  began  to  plan  for  volatile  financial 
markets  several  years  ago.  This  entailed 
reorganizing,  integrating  and  actively  man- 
aging our  worldwide  money  and  securities 
markets  businesses  and  information  sys- 
tems. This  strategic  shift  not  only  has 
enhanced  our  own  position  in  world  finan- 
cial markets,  but,  more  importantly, 
enabled  us  to  provide  maximum  assistance 
to  our  customers. 

For  example,  we  help  multinational  cor- 
porate and  institutional  clients  to  focus  on 
relationships  between  various  markets, 
domestic  and  international,  cash  and 
futures.  Specific  market  sectors  served  in- 
clude U.S.  Treasury  and  Agency,  Tax 
Exempt,  Eurosecurities,  Liability  Instru- 
ments and  Foreign  Currencies.  We  also 
work  closely  with  our  clients  in  formulating 
market  programs  and  managing  risk 
exposure.  We  can  even  act  as  agent  and 
advisor  for  major  corporate  issuers  of  com- 
mercial paper. 

Our  staff  in  the  Money  Market  Center  at 

I  f->  Wall  Street  Mrwl  the  other  finanriMl 


centers  around  the  world  may  not  be  the 
largest,  but  it  has  been  very  carefully 
selected.  It  includes  the  specialized  and 
distinguished  Money  Market  Economics 
Group  that  helps  our  customers  with  their 
day-to-day  financial  planning.  And, 
because  we  are  one  of  the  dominant  forces 
in  the  marketplace,  trading  over  $5  billion 
daily,  our  money  market  professionals  are 
exposed  to  every  nuance  of  the  market- 
place, enabling  them  to  serve  you  better. 

At  Bankers  Trust,  the  money  and  securi- 
ties markets  represent  a  core  business,  not 
just  a  sideline.  This  emphasis  has  enabled 
us  to  produce  a  track  record  of  high  profit- 
ability, year  after  year,  in  spite  of  the  most 
explosive  interest  rate  movements  in  mod- 
ern history.  The  team  we  have  assembled, 
and  our  commitment  to  outstanding 
performance  and  service,  have  paid  off 
handsomely.  We  hope  that  when  you  seek 
assistance  in  your  financial  planning  and 
decision-making  you  will  call  on  Bankers 
Trust,  the  bank  that  has  organized  itself  to 
meet  your  needs. 

JHA  BankersTrust 
Lei  Company 

Worldwide 

2X0  Park  Avenue.  New  York,  N.Y.  10017 

Chicago.  Dallas-,  Houston;  I  ,os  Angeles,  Miami.  San  Francisco. 

Argentina,  Australia.  Bahamas.  Bahrain.  Belgium.  Brazil. 
Canada.  Chile.  Colombia.  Denmark.  France.  Greece.  Hong 
Kong.  India.  Indonesia.  Italy,  Japan.  Korea,  Mexico. 
The  Netherlands.  Nigeria,  Panama.  The  Philippines.  Portugal. 
Singapore.  Spain.  Switzerland,  Taiwan.  Thailand.  Tunisia. 
United  Kingdom.  Venezuela.  West  Germany,  Yugoslavia. 


The  world's  largest  maker  of  semiconduc- 
tors has  suffered  adversity,  but  that  often 
brings  renewed  strength. 


Texas  Instruments 
in  mid-life 


By  Anne  Bagamery 


Iegendary  companies  rarely  live 
_  up  to  their  legends.  They  also 
I  never  seem  to  live  them  down. 
Texas  Instruments,  Inc.  was  unde- 
niably destined  for  greatness  from  the 
day  in  1954  when  a  laconic  TI  vice 
president  stunned  an  engineers'  con- 
ference in  Dayton,  Ohio  by  pulling  a 
handful  of  mass-produced  silicon  tran- 
sistors from  his  coat  pocket.  The  Dal- 
las-based company  epitomized  the 
new  semiconductor  industry,  growing 
rapidly,  creating  new  markets  from  a 
stream  of  dazzling  technological 
breakthroughs.  It  retained  an  entre- 
preneurial drive  even  as  it  grew  to 
billion-dollar  size.  Engineers  flocked 
to  work  for  it  as  though  joining  a 
brotherhood. 

A  mystique  grew  about  this  intro- 
spective company.  TI  became  a  blue 
chip  without  ever  courting  the  securi- 
ty analysts.  It  remained  aloof  from 
electronics  industries  associations,  re- 
fusing pointedly  to  criticize  Japanese 
competition.  TI,  which  had  developed 
methods  of  pricing  and  marketing 
electronics  similar  to  those  the  Japa- 
nese use,  presented  an  unmistakable 
impression  of  cool  confidence:  It 
could  meet  and  beat  any  competition, 
here  or  abroad.  "We  were  the  Brah- 
mins of  the  business  world,"  recalls 
L.J.  Sevin,  one  of  TI's  brilliant  young 
engineers  who  left  in  1969  to  form 
Mostek.  "We  dominated  the  electron- 
ics industry,  and  we  virtually  coined 
money."  In  1978  Business  Week,  im- 
pressed, held  up  TI  as  the  model  for 
American  corporations  in  the  1980s. 

Rut  then  the  legend  cracked.  Trou- 
bles began  showing  up  in  TI's  con- 
sumei  products  business.  The  U.S. 
Lompany  that  created  and  dominated 
he  market  for  hand-held  calculators 
;  Idn't  withstand  the  onslaught  of 
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A  time  of  newfound  self-criticism. 


foreign  competition.  Its  digital  watch- 
es suffered  the  same  fate,  losing  mil- 
lions of  dollars  each  year  until  TI  final- 
ly abandoned  them  last  summer.  In 
1979  TI  aimed  a  flawed  personal  com- 
puter at  a  then-unready  home  market, 
and  the  mistake  resounded  in  busi- 
ness-press articles  that  called  its  mar- 
keting inept. 

The  pack  began  baying  at  its  heels, 
noticing  that  TI  was  vulnerable  even 
in  the  semiconductor  business,  from 
which  it  traditionally  got  around  50% 
of  its  sales  and  60%  of  its  earnings. 
TI  was  criticized  for  neglecting  later- 
generation  conventional  micropro- 
cessors^— the  building  blocks  of  prod- 
ucts ranging  from  video  games  to 
personal  computers — to  concentrate 
on  developing  the  bubble  memory,  a 
product  no  computer  maker  wanted 
by  the  time  it  was  ready.  The  com- 
pany threw  its  enormous  resources 
into  the  development  of  the  newest 
generation  of  memory  chip,  the  64K 
random  access  memory  (or  RAM), 
and  the  Japanese  still  managed  to 
grab  70%  of  the  $4  billion  market  for 


that  device,  compared  with  TI's  20%. 

On  top  of  all  that  the  whole  semi- 
conductor business  has  been  in  a  cy- 
clical slump  for  the  past  year,  and  TI 
has  not  escaped  the  devastation:  1981 
earnings  at  $109  million,  $4.62  per 
share — on  $4.2  billion  in  sales — were 
down  49%  from  1980. 

The  once-fawning  press  was  scath- 
ing, and  TI's  rivals  in  California's  Sili- 
con Valley  were  whispering  smugly 
behind  their  hands.  TI  was  over  the 
hill,  they  sneered.  Its  vaunted,  close- 
knit  and  close-cropped  corporate 
style — no  acquisitions,  TI  engineers 
always  develop  TI  products  in- 
house — was  characterized  openly  as 
"militaristic"  (a  bad  word  in  laid-back 
northern  California)  and  even  "con- 
stipated" (a  worse  word). 

The  stock,  which  sold  for  $150  a 
share  as  recently  as  December  1980, 
goes  for  around  $79  now.  That  may  be 
17  times  1981  's  depressed  earnings, 
but  it's  only  9  times  1980's.  Is  it  truly 
time  to  hang  crepe  for  the  once-bright 
promise  of  TI,  or  will  the  bugles  blow 
again?  Don't  bother  asking  TI.  The 
company,  as  usual,  is  saying  nothing, 
not  to  the  press,  not  to  the  analysts.  "I 
get  their  quarterly  reports  right  on 
time,"  says  David  Stein,  vice  presi- 
dent of  the  prestigious  Gartner  Group. 
"But  as  far  as  deep  discussions  of 
strategy,  forget  it." 

But  some  smart  people  are  looking 
closely  at  TI  today,  pointing  not  to 
myths  but  to  facts  like  these: 

•  TI  remains  the  world's  largest  and 
lowest-cost  producer  of  semiconduc- 
tors, twice  as  large  as  the  largest  Japa- 
nese manufacturer  in  terms  of  sales 
billed.  Thus  it  is  in  the  best  position 
to  benefit  once  computer  makers  start 
ordering  components  again,  as  many 
experts  predict  they  will  in  the  second 
half  of  1982. 

•  TI  has  more  bought-and-paid^for 
plant  than  younger  semiconductor 
makers,  most  of  which  have  had  to 
borrow  at  today's  rates  on  depressed 
earnings  to  expand. 

•  TI  adds  to  its  preeminence  in  chip 
engineering  a  solid  base  in  military 
electronics  and  geophysical  services, 
on  which  it  was  founded  in  1930. 
These  businesses,  each  growing  at 
better  than  20%  a  year,  bring  TI  20% 
and  10%  respectively  of  its  earnings. 

And,  most  important,  the  promise 
and  the  commitment  still  bum.  TI  cut 
back  its  capital  spending  36%,  to 
$350  million,  last  year,  but  increased 
its  research  and  development  expen- 
ditures by  16%,  to  $220  million. 
"With  TI,"  says  analyst  James  Barlage 
of  Smith  Barney,  "there's  always  the 
back-burner  possibility  that  they'll 
come  up  with  a  new  product  and  ere- 


ate  a  new  industry  overnight.  No  oth- 
er company  comes  close  to  having 
that  capability." 

What  longtime  TI  watchers  see  in 
TI  today  is  a  company  that  has  suf- 
fered adversity  and  is  now  sorting  out 
its  priorities.  For  example,  TI  is  not 
increasing  its  commitment  to  the 
consumer  products  division — $19.95 
watches  and  $17.50  calculators  main- 
ly— but  is  phasing  the  division  out, 
with  the  exception  of  personal  com- 
puters and  its  Speak  &  Spell  learning 
aids,  which  embody  a  technological 
advance  of  tremendous  promise. 

These  observers  like  the  sort  of 
pragmatism  that  caused  TI  to 
scrap  the  $10  million-plus  bubble- 
memory  project  in  the  research  and 
development  lab,  instead  of  toughing 
it  out  in  the  marketplace.  And  they 
admire  the  degree  of  self-criticism 
throughout  TI,  from  Chairman  Mark 
Shepherd  and  President  J.  Fred  Bucy 
down  to  the  lowliest  programmer. 

"TI  is  going  through  a  time  of  tre- 
mendous soul-searching,"  says  Bruce 
Everitt,  chairman  of  the  Waltham, 
Mass. -based  Nova  Fund,  who  has  fol- 
lowed TI  for  22  years.  "It  is  question- 
ing things  now  that  it  never  had  to 
before." 

"I've  been  worried  abut  TI's  person- 
al computers  for  some  time,"  says 
Jean  Yates,  a  personal  computer  ana- 
lyst with  Gnostic  Concepts  of  Menlo 
Park,  Calif.,  "but  now  I'm  getting  the 
impression  that  they're  worried  too.  I 
think  that's  a  very  good  sign."  It  is 
currently  making  more  of  an  effort  to 
develop  more  software  for  its  99/4  per- 
sonal computer  to  overcome  a  linger- 
ing shortage. 

Yet  worry  isn't  the  dominant  im- 
pression gained  from  a  visit  to  TI's 
North  Dallas  headquarters.  It  all  looks 
like  business  as  usual,  from  the  plain 
cafeteria  where  executives  in  shirt 
sleeves  lunch  with  technicians  in  lab 
coats,  to  the  rows  of  workroom  doors 
marked  "classified."  Two  TI  speech 
writers  take  time  out  to  hobnob  in  the 
halls,  discussing  the  wording  of  a 
plaque  honoring  Patrick  Eugene  Hag- 
gerty,  the  soft-spoken  engineer  and 
longtime  TI  chairman  who  died  in 
1980.  The  plaque,  to  be  affixed  to  a 
missile — TI's  traditional  method  of 
honoring  its  grand  old  men — com- 
memorates Haggerty's  20-year  stew- 
ardship and  his  pivotal  role  in  the 
development  of  TI's  electronics  busi- 
ness. "I've  seen  it,"  says  one  speech 
writer,  in  all  seriousness.  "It  brings 
tears  to  your  eyes." 

In  that  brief  conversation  lies  a  clue 
to  understanding  the  part  of  TI's 
recent  anxiety  that  isn't  caused  by  the 
Japanese.  Texas  Instruments  is  a  com- 


pany that  reveres  its  founding  fa- 
thers— among  them  such  industry 
pioneers  as  J.  Erik  Jonsson  and  Cecil 
Green.  But  none  has  received  more 
adulation  than  Haggerty.  A  veteran 
Tier  explains:  "Pat  was  an  unusual 
visionary,  with  a  great  capacity  to  in- 
spire. He  seemed  to  know  when  the 
time  was  right  to  give  direction  and 
when  to  let  you  have  your  head.  Ev- 
eryone loved  and  revered  him  like  a 
grandfather." 

And  although  grandfather  Haggerty 
had  passed  on  the  chief  executive's 
title  to  Shepherd  in  1969  and  the 
chairman's  title  as  well  in  1976,  when 
Bucy  became  president,  he  kept  an 
office  at  TI  and  was  an  important 
contributor  to  long-range  planning  un- 
til his  death  in  1980.  His  influence 
may  have  shadowed  his  successors. 
They  are  both  ex-military  engineers 
who  share  a  brusque  manner,  and  their 
approach  to  controlling  TI's  25% -a- 
year  growth  was  to  clamp  layers  of 
organization  on  what  had  essentially 
been  a  technocracy,  shifting  some 
teams  of  engineers  to  projects  like  the 
bubble  memory  and  changing  the  fo- 
cus of  other  projects,  like  the  personal 
computer.  "A  lot  of  those  changes 
needed  to  be  made,"  says  a  former  TI 
employee  who  now  works  in  a  Silicon 
Valley  company,  "and  a  lot  were  just 
part  of  the  jockeying  for  position  that's 
always  going  to  happen  when  manage- 
ment changes  hands.  But  you  add  to 
that  the  complete  and  total  contrast  in 
management  styles,  and,  well,  TI  is 
still  feeling  the  aftershocks." 

But  growing  pains  don't  last  for- 
ever, and  they  are  seldom  perma- 
nently disabling.  The  widespread 
criticism  of  TI  has  lost  sight  of  the 
essentials.  As  Morgan  Stanley  analyst 
Wolfgang  Demisch  puts  it:  "There 
seems  to  be  a  concerted  effort  to 
make  this  very  bright,  introspective 
company  look  dense." 

Those  who  know  better  think  now 
is  the  time  to  consider  TI  as  emerging 
from  its  doldrums.  Bruce  Everitt,  for 
example,  has  put  5%  of  the  Nova 
Fund's  $1 1 .4  million  portfolio  into  TI 
common.  His  reason:  "TI  always 
moves  first  of  all  the  semiconductor 
stocks.  People  know  the  basics  are 
good." 

Will  Texas  Instruments  emerge 
from  its  current  disfavor  as  a  com- 
pany strong  enough  to  support  its 
long-standing  avowed  goal  of  $15  bil- 
lion in  sales  by  1990?  No  one  knows. 
But  a  lot  of  smart  money  is  coming  to 
agree  with  L.J.  Sevin:  "There's  a  lot  of 
bull  that  circulates  about  the  com- 
pany," he  says,  "but  one  thing's  for 
sure:  You  almost  always  go  wrong  un- 
derestimating TI."  B 


GETTING  A  LONG  TERM 
CAR  LOAN?  DON'T  GET  A 
SHORT  TERM  CAR. 


Some  of  the  figures  you  hear  rat- 
tled off  in  banks  these  days  can  be 
downright  frightening. 

Interest  rates  on  car  loans  have 
been  as  high  as  16%.  And  car  loans 
can  now  run  as  long  as  four  years. 

Paying  one  back  is  starting  to 
look  a  little  like  settling  the  entire 
national  debt. 

If  you're  going  to  sign  up  for  that 
kind  of  commitment,  make  sure 

^Analysis  conducted  b\  Ken  Warwick  A  Associates,  Inc.  Based  on  a 
industry  ax  a  whole  and  not  b\  null  vidua!  make.  Summary  available 


you  select  a  car  that  justifies  it.  One 
that  will  last  longer  than  the  pay- 
ment book. 

Consider  a  Volvo.  Volvos  have 
always  had  a  reputation  for  lasting 
a  long  time  in  Sweden.  And  recent 
findings  show  they  do  well  in  this 
country,  too.  In  fact,  the  life  expect- 
ancy of  a  Volvo  is  1/3  longer  than 
the  average  life  expectancy  of  all 
other  cars  on  the  road? 

comparison  of  U.S.  registration  data  for  Volvo  and  for  the  automobile 
at  your  Volvo dealer  QJ982  Volvo  of  America  Corporation. 


Whafs  even  more  important, 
Volvo's  long  list  of  comfort  and 
performance  features  make  it  the 
kind  of  car  youH  want  to  keep  for 
a  long  time. 

So  this  year,  finance  a  Volvo. 
You  may  not  laugh  all  the  way  to 
the  bank.  But  you  won't  cry,  either. 

VOLVO 

A  car  you  can  believe  in. 


For  Pandick  Press,  technology  is  the  an- 
swer. But  at  Bowne  &  Co.  the  old  way  is 
better — at  least  for  now. 


A  tale  of 
two  printers 


By  Paul  B.  Brown 


Edward  Green  vividly  remem- 
bers the  moment,  14  years  ago, 
when  he  decided  that  Pandick 
Press  had  to  switch  to  computerized 
printing.  "In  1968  I  was  giving  an 
investment  banker  a  tour,  and  a  lino- 
type machine  got  stuck,"  he  says.  "I 
gave  it  a  good  kick.  It  started  up  again 
immediately.  The  guy  just  stared  at 
me  and  then  said,  'My  God,  don't  tell 
me  you  set  my  work  on  this  ma- 
chine.' I  said,  'It  only  goes  back  to 
1887.'  It  was  then  we  started  working 
on  computerized  printing.  It  is  re- 
sponsible for  our  success." 

Four  floors  down  in  the  same  cav- 
ernous gray  building  in  a  less-fashion- 
able section  of  New  York's  Green- 
wich Village,  his  archrival  in  the  fi- 


nancial printing  business,  Victor 
Simonte  Jr.,  president  of  Bowne  & 
Co.,  strongly  disputes  the  advantages 
of  the  new  technology.  "If  their  com- 
puters are  so  wonderful,  how  come, 
using  only  linotype  machines,  our 
margins  are  so  much  better?"  he  asks. 

It's  an  interesting  question  and  one 
Simonte  and  Green  ponder  often. 
Sons  of  printers,  they  came  to  their 
jobs  by  remarkably  different  paths. 
Green,  63,  was  captain  of  the  basket- 
ball team  and  an  all-American  la- 
crosse player  at  Princeton  who  served 
on  MacArthur's  staff  in  the  Pacific. 
Simonte,  49,  started  working  at 
Bowne  right  after  high  school  as  a 
printer's  devil,  the  very  bottom  rung 
on  the  industry  ladder. 

Still,  they  both  ended  up  miming 
companies  that  easily  qualify  as  Up- 


Pandick  Press  Chairman  Edward  Green 

"I  gave  it  a  good  kick,  it  started  up  again  immediately." 


The  Up-And-Comers 


And-Comers.  Pandick 's  1981  sales  of 
$75.9  million  are  up  170%  over  1976. 
Increasing  return  on  shareholders'  eq- 
uity has  averaged  17.7%  over  the  last 
five  years  (it  was  27.6%  last  year)  and 
the  company  has  increased  its  mar- 
gins to  7.3%,  compared  with  2.9%  in 
1977.  At  Bowne,  1981  sales  were  $120 
million,  an  increase  of  130%  since 
1976,  while  return  on  equity  averaged 
24.7%  (it  was  33.9%  last  year).  The 
company's  margins  are  now  14%, 
double  what  they  were  five  years  ago. 
By  way  of  comparison,  R.R.  Donnel- 
ley, the  country's  largest  commercial 
printer,  had  margins  of  6.8%  and  a 
return  on  equity  of  14.2%  over  the 
same  period. 

Part  of  the  reason  for  their  success 
is  the  nature  of  the  financial  printing 
business.  Corporate  documents,  espe- 
cially financing  agreements,  must  be 
printed  quickly.  A  one-quarter  per- 
cent drop  in  interest  rates,  or  a  50- 
cents-a-share  fall  in  a  stock  price — 
both  of  which  can  literally  happen 
overnight — can  cost  millions  on  a 
large  offering.  Time,  in  financial 
printing,  is  money.  Very  big  money. 
Prices  are  set  based  on  how  much 
work  is  to  be  done  and  how  quickly. 

But  while  Simonte  and  Green  have 
both  produced  stellar  numbers,  use  al- 
most identical  words  during  separate 
interviews  to  describe  their  business 
and  even  take  a  visitor  to  the  same 
place  for  lunch,  they  part  company  in 
how  they  do  their  printing.  At  Bowne 
the  registration  statements,  lOKs  and 
the  like  are  typeset  by  hand,  using  the 
same  hot-lead  process  that  has  been 
in  vogue  for  a  hundred  years.  In  con- 
trast, Pandick  does  its  financial  print- 
ing by  computer.  It's  the  wave  of  the 
future,  says  Chairman  Green. 

"The  advantages  are  threefold," 
Green  says,  lighting  a  cigarette  from 
the  nub  of  one  he  has  just  finished. 
"It's  a  faster  way  of  typesetting  that 
demands  fewer  people.  You  don't 
need  people  running  around  with  gal- 
leys [a  tray  that  holds  printers'  type]. 
It's  all  done  by  machine.  Second,  it 
allows  us  to  coordinate  our  seven 
plants  and  treat  them  as  one  big  oper- 
ation. If  New  York  is  busy,  we  can 
transmit  our  tape  to  a  machine  in 
Chicago  and  do  the  printing  there. 
Third,  it  has  helped  us  break  down 
some  long-standing  relationships 
companies  have  had  with  other  print- 
ers and  helped  us  gain  new  clients." 

The  last  point  is  important.  The 
$450  million  financial  printing  mar- 
ket is  not  particularly  price-sensitive. 
Price  is  secondary  to  speed,  and  un- 
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We  know  that  half  of  all  business  phone  calls  never  reach 
the  intended  party. 

The  average  memo  takes  a  full  three  days  simply  to  go 
from  one  mailroom  to  another. 

IBM  office  systems  can  help. 

Our  computers,  word  processors,  printers  and  copiers 
form  a  system,  office-wide  or  world-wide,  that  can  manage  the 
information  you  need  to  manage  your  business. 
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They  can  create,  file  and  retrieve  documents  electronically. 
The  IBM  Audio  Distribution  System  can  even  do  the  same 
r  your  voice;  recording,  storing  and  delivering  phone 
usages.  Using  ordinary  phone  buttons,  you  indicate  when 
u  want  the  message  delivered,  where,  and  to  whom. 

No  one  knows  better  than  we  do  where  the  office  was, 
lere  it  is  now  and  where  it  will  be  in  the  future. 
Where  will  you  be?  === 


Ihe  Up-And-(  Vomers 

derwriters  and  lawyers  just  pass  along 
costs  to  clients  anyway.  So  once  a 
financial  adviser  has  found  a  printer  it 
likes,  the  relationship  usually  lasts 
longer  than  most  marriages.  A  good 
part  of  the  printer's  job  is  making  sure 
the  customer  does  not  stray.  They  do 
that  by  providing  tickets  to  Broadway 
shows,  limousine  rides  home  after  a 
difficult  night  proofreading  prospec- 
tuses, and  elaborate  game  rooms  and 
guest  suites.  (See  "A  night  at  the  print- 
ers," Forbes,  Mar.  2,  1981.) 

To  break  a  competitor's  hold  on  a 
company,  therefore,  you  must  offer 
something  different.  For  Pandick  the 
difference  is  computerized  printing.  It 
sells  speed  and  convenience.  Green 
says  the  technology  allows  him,  in 
some  cases,  to  do  in  one  hour  a  job 
that  used  to  take  four.  No  small  mat- 
ter, since  most  orders  are  rush  jobs. 

But  preparing  for  the  future  has  been 
costly  in  the  present,  in  both  money 
( Pandick 's  long-term  debt  is  27%  of 
total  capital;  Bowne  has  no  debt)  and 
market  share.  While  Pandick  spent 
money  on  computers,  Bowne  spent 
money  adding  new  offices,  setting  up 
satellite  plants  and  buying  regional 
printers.  As  a  result,  Bowne  beat  Pan- 
dick in  establishing  offices  in  Boston, 
Chicago,  Houston,  Dallas,  Los  Angeles 
and  San  Francisco,  and  did  so  at  half  the 
cost  by  using  conventional  equipment. 
Result:  When  Pandick  finally  did  enter 
regional  markets,  it  was  forced  to  lower 
its  prices- — and  pay  fancy  salaries  to 
established  salesmen.  "These  sales- 
men are  coming  to  us  and  bringing  their 
accounts  because  of  our  technology," 
he  says.  "They  know  that  in  the  future 
everyone  will  print  the  way  we  do,  and 
they  want  to  be  part  of  that." 

"Hogwash,"  Simonte  says. 
"They're  trying  to  steal  my  people!" 

While  Simonte  so  far  refuses  to 
compete  on  salaries,  he  grudgingly  ad- 
mits he  will  have  to  compete  in  tech- 
nology. But  not  yet.  "You  know, 
when  you  haven't  been  in  the  busi- 
ness for  hundreds  of  years  you  are 
quicker  to  make  changes,"  he  says, 
making  a  none-too-subtle  dig  at  the 
fact  that  Pandick  is  a  mere  59  years 
old  whereas  Bowne  is  a  venerable  207. 

Simonte 's  arguments  against  auto- 
mation: First,  computerized  printing 
systems  were  designed  for  newspa- 
pers and  are  not  yet  flexible  enough  to 
handle  the  hundreds  of  changes  that 
must  be  made  quickly  when  financial 
documents  are  being  prepared. 

Second,  computerizing  too  soon 
may  lock  Bowne  into  the  wrong  sys- 
tem by  keeping  it  from  taking  advan- 
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Bourne  &  <  b  President  Victor  Simonte  Jr. 

"If  their  computers  are  so  wonderful,  how  come  our  margins  are  better?" 


tage  of  future  technical  advances. 

Third,  Simonte  is  not  convinced 
that  there's  as  much  of  a  cost  savings 
as  Pandick  claims.  "You  still  need 
people  to  run  the  machines,  and  you 
have  to  add  computer  programmers  to 
the  process  as  well,"  he  says. 

In  answer,  Pandick  says  it  has 
learned  to  adapt  computers  to  fit  its 
needs,  and  they  are  reliable.  "Our 
competitor  keeps  talking  about  com- 
puter innovations  that  will  leapfrog 
the  existing  technology,"  Green  says. 
"Well,  we  think  we  know  what  is  out 
there,  and  we  don't  see  anything  that 
revolutionary  on  the  horizon.  Eventu- 
ally, Bowne  will  have  to  go  to  comput- 
ers and  will  have  the  same  problems 
we  did  in  the  beginning." 

Simonte  does  not  really  disagree. 
The  numbers  won't  let  him.  Since 
Pandick  switched  to  computers,  it  has 
been  slowly  gaining  on  Bowne.  In  ad- 
dition, Bowne's  growing  size  makes 
the  move  inevitable.  Bowne  now 
stores  its  files  in  20  times  the  area 
Pandick  uses  for  its  tapes  and  has 
hundreds  of  thousands  of  dollars  tied 
up  in  tons  of  lead  type.  Then  there  is 
the  problem  of  labor.  Simply  stated, 
more  people  are  learning  to  be  com- 
puter programmers  and  technicians 
than  linotype  operators.  Take  a  tour 
of  both  companies'  New  York  plants, 
and  it's  immediately  apparent  that 
Pandick's  employees  are  far  younger. 


Besides,  Simonte  is  understandably 
gun-shy  about  the  high  initial  cost  of 
computerizing.  When  Pandick  con- 
verted totally  eight  years  ago,  rev- 
enues the  first  year  dropped  11%,  and 
the  company  plunged  into  the  red.  But 
the  conversion  came  when  Pandick, 
with  a  checkered  earnings  history, 
had  little  to  lose.  Bowne  will  have 
much  more  at  stake,  and  Simonte 
knows  it.  He  has  set  aside  one  room 
in  the  New  York  headquarters  just  to 
test  computer  equipment.  More  im- 
portant, with  S28  million  in  cash  or 
equivalents  and  no  debt,  he  has  the 
wherewithal  to  cushion  such  a  drop  in 
earnings  with  an  acquisition  outside 
the  printing  field,  which  is  a  real 
possibility. 

But  there  is  no  rush,  at  least  not 
now.  Despite  the  recession,  business 
has  never  been  better.  Pandick's  first- 
quarter  sales  are  up  31%,  and  Simonte 
says  he  is  expecting  another  record 
year.  The  recent  spate  of  mergers  has 
more  than  compensated  for  a  declin- 
ing economy  in  the  financial  printing 
business.  "There  is  a  massive  amount 
of  pent-up  demand  for  financing 
caused  by  the  recession,"  Green  says. 
For  either  Pandick  or  Bowne,  that 
means  the  heyday  should  continue, 
no  matter  how  the  printing  is  done — 
assuming  Victor  Simonte  doesn't 
stumble  over  all  those  filing  cabinets 
in  the  interim.  ■ 


Why  isn't  a  better  airline  more 

expensive?  By  giving  more  and  not 
charging  more,  we  have  an  edge  over  average 
airlines.  And  you  have  quite  a  buy. 

Not  only  widebodied  comfort  on  our  big 
jets,  but  more  room  too.  In  Economy,  we  have 
one  less  seat  per  row  than  most  other  carriers. 
The  extra  space  is  yours. 

And  on  Swissair,  you  always  know  where 
you  stand  -  and  sit  -  when  you  make  a 
reservation.  Full-fare  passengers  can  select 
their  favorite  seat  in  advance. 

When  it's  time  to  eat ,  you  dine  on  a  choice 
of  gourmet  meals  served  on  china.  Only  china. 
Also  in  Economy. 

In  other  words,  we  don't  look  upon  Economy 
Class  as  a  matter  of  doing  without,  but  rather, 
of  giving  the  most  we  can.  Which  explains 
why  we  have  the  greatest  percentage  of  repeat 
business  of  all  international  carriers. 

We  depart  worldwide  from  New  \brk, 
Boston,  Chicago,  Toronto  and  Montreal. 
Ready?  Call  your  travel  agent  or  swissair^y 


The  Up-And-Comers 


How  the  "black  sheep"  kept  on  growing  in 
the  midst  of  a  long-standing  family  feud 
that  could  have  stunted  its  growth. 


"We're  the 
good  guys" 


By  John  A.  Byrne 


Ernie  Wuliger  is  29,000  feet 
above  ground  in  a  737  en  route 
to  New  York  from  Cleveland 
when  he  spots  a  picture  of  his  smiling, 
hated  adversary  in  a  trade  newspaper. 
"Hopefully,"  he  says  with  a  boyish 
grin,  "the  next  time  they  run  a  picture 
of  my  opponent  he  won't  be  smiling." 
The  ironic  thing  is  that  Wuliger 's 


smiling  opponent,  Howard  Haas,  is 
president  of  a  company  on  which  Wu- 
liger has  been  largely  dependent  for 
his  own  fortunes.  Yet,  for  1 1  years 
now,  Ernie  Wuliger  has,  in  effect, 
been  throwing  rocks  at  this  fabled 
goose  of  a  company  that  has  helped 
him  lay  his  own  golden  eggs. 

The  story  accompanying  the  pic- 
ture tells  of  yet  another  federal  court 
ruling  in  a  bitter  legal  battle  between 


Wuliger's  Ohio-Sealy  Mattress  Manu- 
facturing Co.  and  Chicago-based  Sea- 
ly,  Inc.,  the  company  that  licenses  the 
valuable  Sealy  trademark  to  Wuliger 
and  others.  The  news  is  not  good.  The 
appeals  court  rejected  Ohio-Sealy's  ef- 
fort to  force  Sealy  to  divest  itself  of 
three  other  licensees  Wuliger  original- 
ly wanted  to  acquire. 

Wuliger's  position  in  this  ongoing 
family  feud  is  as  firm  as  his  top-of- 
the-line  $1,200  Sealy  Posturepedic. 
He  wants  to  make  Ohio-Sealy,  already 
the  largest  independent  licensee  in 
the  Sealy  group,  even  larger,  partly  by 
acquiring  other  Sealy  licensees.  That 
makes  him  the  black  sheep  in  the 
dispute  because  the  other  members  of 
the  family,  particularly  the  three  or 
four  other  largest  licensees  who  con- 
trol privately  held  Sealy,  Inc.,  regard 
him  as  a  threat. 

Since  1970  Sealy  has  thwarted  Wu- 
liger's attempts  to  buy  five  additional 
manufacturing  licensees  by  exercising 
a  right-of-first-refusal  clause  in  its  li- 
censing agreements  and  gobbling  up 
Wuliger's  carefully  courted  acquisi- 
tion candidates  itself.  So  the  litiga- 
tion— now  in  its  11th  year — contin- 
ues with  no  end  in  sight. 

"It's  like  disarmament,"  says  Wu- 
liger, his  fists  jabbing  the  air  around 
him.  "They  have  the  licensing  agree- 
ments, and  we  have  the  litigation.  If 


It's  not  "like  the  Carlton  in  Cannes'.' 
It  is  the  Carlton  in  Cannes. 


we  were  to  disarm,  we  might  find 
ourselves  in  more  litigation  only  a  few 
years  later  just  trying  to  protect  our 
own  licensing  agreements  with  them. 
It's  a  necessary  exercise  to  try  to 
break  out  of  the  straitjacket  they've 
put  on  us." 

With  the  maneuvering  skill  of  a 
Houdini,  however,  Wuliger  has 
squirmed  and  fought  to  make  the 
mattress  company  his  grandfather 
founded  in  Cleveland  in  1907  one  of 
the  most  successful  companies  in  the 
home-fumishings  business.  Despite 
the  Sealy  troubles,  the  company's 
earnings  have  jumped  by  142%  in  the 
past  five  years  on  a  nearly  99%  rise  in 
sales.  In  1981,  with  the  crucial  hous- 
ing industry  suffering  one  of  its  worst 
years  ever,  Ohio-Sealy  chalked  up  an 
impressive  38%  advance  in  earnings 
to  $5.9  million,  on  a  23%  increase  in 
sales  to  $64.1  million. 

Things  haven't  always  been  so 
good.  When  Wuliger  dropped  out  of 
the  University  of  Chicago  in  his  soph- 
omore year,  in  1939,  to  join  his  fa- 
ther's business,  the  mattress  com- 
pany was  sagging  from  (pardon  the 
pun)  bed  to  worse.  His  first  year  was 
memorable  for  the  daily  trips  he  made 
to  the  Cleveland  Trust  to  deposit 
what  incoming  checks  the  mail  would 
bring  to  at  least  reduce  Ohio-Sealy's 
overdraft  for  the  day.  Often,  Wuliger 


would  make  an  extra  trip  to  warn  the 
bank's  loan  officer  that  the  company 
would  be  overdrawn  "for  just  a  few 
days." 

Wuliger  applied  himself  to  the  ad- 
ministrative and  financial  side  of  the 
business,  and  the  business  quickly 
sprang  back  to  life.  After  all,  in  1924 
Wuliger 's  father  was  among  the  first 
to  get  a  license  to  put  the  Sealy  trade- 
mark on  his  products  for  virtually  all 
of  Ohio.  The  mattress  business  was 
and  still  is  basically  a  marketing  busi- 
ness. That's  why  Ohio-Sealy  last  year 
forked  over  more  than  $2.1  million  in 
royalty  payments  to  Sealy,  Inc.  as  its 
share  of  the  massive  advertising  bud- 
get— at  least  $15  million  last  year  by 
Sealy,  its  licensees  and  retailers — de- 
signed to  keep  the  Sealy  name  promi- 
nent. Sealy  outspends  all  its  competi- 
tors— Serta,  Simmons,  Van  Vorst  and 
Spring  Air. 

By  the  early  1950s  Wuliger 's  father 
began  to  turn  the  company  over  to 
him,  and  things  began  to  change  at 
Ohio-Sealy.  "My  dad's  dream  was 
limited  to  running  a  good,  solid  busi- 
ness that  would  provide  an  excellent 
livelihood  for  his  family,"  says  Wu- 
liger. "My  dream  was  to  have  the 
most  successful  mattress  business  in 
the  country." 

To  boost  volume  Wuliger  started 
underpricing    his     product.  Sales 


climbed,  but  profits  disappeared  and 
the  once-successful  company  sank 
into  a  $25,000  loss  in  1955.  His  father, 
still  president  of  the  firm,  let  him 
make  his  own  bed  and  lie  in  it.  Wu- 
liger retained  his  aggressive  market- 
ing style,  revised  his  pricing  sched- 
ules, and  the  business  swung  back 
into  the  black. 

In  1956  Wuliger  made  the  family's 
first  acquisition.  He  acquired  a  Sealy 
licensee  in  Brenham,  Tex.,  with  sales 
of  $500,000  a  year,  for  a  mere 
$180,000.  He  still  calls  it  "one  of  the 
best  decisions  I  ever  made  in  the  whole 
history  of  the  company."  Wuliger 
bought  the  business  himself,  borrow- 
ing money  on  his  life  insurance  as  well 
as  from  his  father  and  a  supplier  friend 
in  New  York.  Today  the  Brenham 
plant  remains  the  company's  largest 
and  most  profitable,  accounting  for 
more  than  $20  million  in  sales,  nearly 
a  third  of  O-S's  business  last  year. 

In  1960,  after  paying  off  his  debt  on 
the  new  plant,  he  started  a  Sealy  man- 
ufacturing licensee  in  Puerto  Rico,  fol- 
lowing that  up  with  the  acquisition  of 
a  Sealy  licensee  in  Ft.  Worth,  Tex.  in 
1967.  It  was  about  then  that  Wuliger 
said  he  noticed  that  Sealy,  Inc.  was 
somewhat  reluctant  to  give  its  stamp 
of  approval.  In  spring  1970,  just  after 
Wuliger  took  the  company  public  on 
the  o-t-c,  the  trouble  began. 


in  the  Carlton  be  any  more  memorable? 

in  the  Cote  d'Azur  be  any  more  blue? 

)me  in  June  or  September  when  it  seems  to  be  yours  alone. 


Great  aircraft  don't  just  happen . . . 
Their  beauty  must  be  more  than  skin  deep! 

The  HS  1 25  Series  700  business  jet  is  beautiful  under  the 
skin,  too.  Superb  cabin  amenities.  Uncrowded.  Complete 
galley  ...  plus  a  roomy  private  lavatory.  Quality  throughout. 

The  Series  700  is  the  largest  of  the  Garrett-powered 
twins  with  standup  headroom  in  service  today.  We 
designed  it  that  way.  Another  inch  of  headroom  or  mile  of 
range  would  add  well  over  $3  million  to  the  cost! 

In  our  70  years  of  air  transport  and  military  experience, 
we've  learned  how  to  cut  costs  without  cutting  comers. 
And  that  your  time  in  flight  is  just  as  valuable  ...  can  be 
jus  as  productive,  as  in  your  conference  room. 

To  this  fine  balance  of  comfort  and  reliability,  low 
capital  and  operating  costs— we  add  continuous 
engineering  refinement  and  product  improvement.  A 
superb  'benefit  package'  for  your  treasurer,  your  flight 
department  and  yourself. 

Six  Completion  Centers  in  North  America  work  closely 


requirements.  Our  Spares  Support  Center  at  Dulles 
International  Airport  provides  you  with  a  dependable  | 
supply  from  a  $5  million  inventory  ...  the  same  deper 
service  that  satisfies  all  the  US  airlines  now  operating 
British  Aerospace  equipment. 

It  is  this  type  of  dedicated  effort  that  keeps  our  bu 
jets  operating  with  an  average  scheduled  departure 
reliability  of  99+%. 

Call  us  for  further  information  ...  or  to  arrange  for 
demonstration  flight.  Kenneth  C.  Spinney,  Vice  Presid 
Marketing  at 
703/433-9100. 
Or  write 

British  Aerospace, 
Box  17414,  Dulles 
International  Airport, 
Washington,  DC 
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Wuliger  had  signed  a  $  1  million  deal 
to  buy  a  Sealy  licensee  in  Florida,  but 
for  the  first  time  ever  Sealy,  Inc. 
stepped  in  to  block  the  deal  and  to 
attempt  its  own  takeover.  Caught  in 
the  middle,  the  seller  took  his  busi- 
ness off  the  market.  A  few  months 
later  Wuliger  quickly  made  a  contract 
to  buy  the  Philadelphia  licensee.  Sealy 
rushed  in  again,  and  again  the  seller 
refused  to  sell  out. 

An  angry  Wuliger  hired  the  presti- 
gious Chicago  law  firm  of  Sidley  & 
Austin  and  promptly  filed  suit  against 
Sealy  in  May  1971,  charging  it  with 
an  array  of  antitrust  violations  includ- 
ing kickbacks  and  a  move  to  restrain 
competition  among 
Sealy  licensees  by 
thwarting  its  takeover 
attempts.  Sealy,  in 
turn,  cried  foul,  con- 
tending that  Wuliger 
and  the  Florida  and 
Philadelphia  licensees 
conspired  to  prevent 
Sealy  from  successfully 
acquiring  them.  The 
fight  was  on. 

"Here  we  are  run- 
ning a  successful  mat- 
tress business,"  says 
Wuliger.  "They  [Sealy] 
saw  our  success  and 
figured  that  maybe 
they  could  do  the  same 
thing.  They  really 
weren't  out  to  expand 
their  own  businesses  as 
much  as  they  were  out 
to  have  Sealy,  Inc.  own 
as  many  of  the  licens- 
ees as  it  could.  They 
feared  the  tail  wagging 
the  dog." 

Still,  unlike  many  of  the  other  li- 
censees, Wuliger  didn't  hold  more 
than  1%  of  Sealy's  common  because 
he  didn't  want  to  own  a  mattress 
manufacturing  business  he  couldn't 
run.  Sealy,  however,  quickly  proved 
him  wrong.  Since  1969  Sealy  has 
snapped  up  12  licensees.  It  now  manu- 
factures nearly  one-third  of  the  esti- 
mated $308  million  of  Sealy-marked 
product  sold  in  the  U.S.,  compared 
with  less  than  5%  in  1969.  Wuliger, 
for  his  part,  managed  to  pick  up  the 
Boston  and  Atlanta  licensees  in  1973 
and  1974. 

During  the  height  of  the  jury  trial  in 
late  1974  and  early  1975,  Wuliger  took 
an  apartment  in  Chicago  so  he  could 
be  in  the  courtroom  every  day  for  four 
months.  Then  he  would  fly  back  to 
Cleveland  on  weekends  to  take  care  of 
business.  For  at  least  two  years  lead- 
ing up  to  the  trial,  Wuliger  figures 
about  50%  of  his  time  was  spent  on 


The  Up-And-Comers 

litigation. 

Although  the  jury  returned  a  $6.8 
million  verdict  against  Sealy  in  1975, 
with  the  award  trebled  to  $20.4  mil- 
lion under  antitrust  law,  the  judge, 
shocked  by  the  award,  halved  it  to 
$10.2  million. 

"You  violate  the  antitrust  laws, 
the  jury  socks  it  to  you,  then  the 
judge  cuts  the  award  in  half  and  they 
[Sealy]  get  a  tax  deduction  on  half  of 
it,"  grouses  Wuliger.  When  Ohio- 
Sealy  finally  got  the  money  in 
1979— along  with  $2.8  million  in  in- 


Ohio-Sealy's  Ernie  Wuliger 

"It's  like  disarmament.  They  have  licensing,  we  have  litigation. 


terest  and  court  costs — he  notes 
sourly,  the  company  had  to  pay  al- 
most half  of  it  to  Uncle  Sam. 

The  latest  ruling,  which  has  Haas 
smiling,  declined  Ohio-Sealy's  at- 
tempts to  get  the  full  award  restored, 
to  recover  damages  since  the  verdict, 
to  force  Sealy  to  divest  itself  of  three 
acquisitions  and  to  rule  that  Sealy's 
exclusive  manufacturing  agreements 
are  a  violation  of  antitrust  law.  These 
agreements  prevent  Wuliger  from 
opening  up  a  Sealy  plant  in  an  area 
where  another  licensee  operates.  He 
can  still  ship  into  the  area,  but  the 
further  he  transports  the  bulky  mat- 
tresses and  box  springs,  the  lower  the 
profit  margin  becomes.  Wuliger  says 
he  will  appeal  to  the  Supreme  Court  if 
necessary.  He  also  has  two  other  suits 
against  Sealy  in  the  courts.  All  of  this 
is  getting  expensive.  Ohio-Sealy's  le- 
gal fees  now  amount  to  more  than  $3 
million,  some  of  which  will  eventual- 
ly be  paid  by  Sealy. 


What  does  Haas  have  to  say  about 
all  of  this?  Nothing.  "You  won't  get  a 
helping  hand  from  Sealy,  Inc.  on 
this,"  advises  Robert  K.  Fickes,  a  Sea- 
ly spokesman. 

Despite  the  distractions,  Ernie  Wu- 
liger has  built  an  enviable  record. 
While  sales  of  Sealy  products  by  other 
licensees  and  Sealy  itself  have  tripled 
since  1969,  Ohio-Sealy's  total  sales 
have  risen  fivefold.  He  not  only  out- 
paced the  overall  bedding  industry — 
whose  total  unit  sales  have  fallen 
since  reaching  a  1977  peak — he  has 
beaten  Sealy's  record  as  well,  and  not 
at  the  expense  of  profit  margins.  He 
has  averaged  a  return  on  equity  of 
better  than  20%  in  the 
past  five  years. 

Wuliger  has  done 
that  by  paying  atten- 
tion to  service  and  by 
personally  wooing  cus- 
tomers. He  has  beefed 
up  sales  by  shipping 
more  Sealy  merchan- 
dise into  other  licensee 
areas,  by  more  aggres- 
sive marketing  in  the 
areas  he  already  covers 
and  by  persuading 
Sears  in  1977  to  allow 
him  to  make  mattress- 
es and  box  springs  un- 
der private  label  for 
nine  of  the  retailer's  re- 
gional distribution  cen- 
ters (which  last  year  ac- 
counted for  17%  of 
Wuliger's  sales). 

Wuliger  still  hopes  to 
buy  more  Sealy  licens- 
ees. If  he  can't  get  a 
court  to  force  the  sale 
of  some  by  Sealy,  he  may  be  able  to 
pick  up  other  independent  licensees 
on  his  own.  Wuliger  also  could  acquire 
a  license  to  make  a  well-known  com- 
peting brand  such  as  Serta  or  Spring 
Air,  but  that's  an  option  he  places  last 
on  his  list. 

Meanwhile,  61 -year-old  Wuliger, 
who  with  his  family  holds  more  than 
40%  of  Ohio-Sealy,  is  grooming  his 
executive  vice  president,  Ron 
Trzcinski,  37,  as  his  successor.  His 
three  sons  don't  have  an  active  interest 
in  the  business.  Wuliger  says  he  has  no 
intention  of  retiring  early,  though.  He 
doesn't  want  to  miss  any  of  the  fun. 

"This  whole  story  is  like  something 
out  of  a  movie,"  he  says.  "We're  the 
good  guys  and  they're  the  bad  guys. 
But  they  violated  the  law  and  they're 
coming  out  on  top.  Does  it  pay  to 
violate  the  antitrust  laws?  You  bet 
your  boots  it  pays!" 

Will  Haas  smile  again?  Not  if  the 
lead  player  in  this  epic  has  his  way.  ■ 


Our  X-ray  film  treats  your  kid's 
arm  as  if  it  were  worth  millions 

already. 


3M  we've  developed  an  x-ray  film 
at  creates  a  sharper,  clearer  image 
lile  reducing  radiation  by  more 
an  fifty  percent.  It's  our  3M  brand 
imax'  Medical  X-ray  Film 

\  listening  to  people's  needs, 
i've  been  able  to  develop  new  ideas 
d  breakthrough  products  like  the 
imax"  system  so  that  less  radiation 
ly  touch  our  lives.  In  fact,  we've 
>neered  over  700  products  to  serve 


the  needs  of  the  health  care  field. 

We've  developed  everything  from 
new  lightweight  casts  to  tiny  radioactive 
iodine  seeds  that  deliver  a  high 
radiation  dose  to  a  tumor,  but  a  low  dose 
to  nearby  healthy  tissue. 

All  because  at  3M  we  re  in  the  business 
of  hearing.  So  let  us  hear  from  you. 

3M  hears  you... 


For  your  free  3M  Health  Care  Brochure, 
write:  Department  010203/3M, 
PO.  Box  4039,  St.  Paul,  MN  55104. 

Name  

Address  

City  State  &  Zip  

Or  call  toll-free:  1-800-323-1718, 
Operator  361.  (Illinois  residents  call 
1-800-942-8881.) 
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Buddy  LeRoux  used  to  be  a  Boston  Red 
Sox  trainer.  Noiv  he's  a  wealthy  real  estate 
man  who  owns  the  team — but  lots  of  fans 
would  rather  he  didn't. 

"The  skunk  at 
the  lawn  party" 


Buddy  LeRoux,  owner  of  the  Boston  Red  Sox 

"You  can  still  accomplish  things  you  think  are  impossible. 


By  Thomas  O'Donnell 


Buddy  LeRoux  is  one  of  the 
most  misunderstood  business- 
men in  America,"  says  an  asso- 
ciate about  the  owner  of  the  Boston 
Red  Sox.  "People  still  think  of  him  as 
the  little  guy  who  ran  out  to  second 
base  with  a  Band-Aid  when  a  ball- 
player skinned  his  knee." 

That's  because  the  49-year-old  Le- 
Roux spent  much  of  his  life  as  trainer 
for  three  Boston  teams — the  Red  Sox, 
Bruins  and  Celtics.  The  questions  are 
obvious:  Does  he  really  have  enough 
money  to  run  a  ball  club?  Or  is  he 
playing  out  of  his  league? 

These  questions  have  haunted  Le- 
Roux since  he  formed  the  ten-person 


syndicate  that  bought  the  team  in 
1978,  after  the  death  of  Tom  Yawkey, 
a  well-liked  aristocrat  who  inherited  a 
fortune  and  for  43  years  ran  the  Red 
Sox  as  if  it  were  part  of  his  family. 
Since  taking  over,  LeRoux,  a  graduate 
of  both  high  school  and  the  school  of 
hard  knocks,  has  been  vilified  by  the 
local  media,  some  members  of  the 
Boston  establishment  and  countless 
fans.  Some  say  he  is  running  the  team 
into  the  ground.  Others  complain  that 
he's  boorish  and  brash.  Still  others 
wonder  if  he  has  the  brains  to  run  a 
ball  club.  "How  did  rubbing  liniment 
into  John  Havlicek's  calves  prepare 
him  for  this?"  asks  radio  personality, 
novelist  and  lifelong  Red  Sox  fan 
Jonathan    Schwartz.    "I   think  the 


man's  a  baggy-suited  bubblehead." 

Actually,  LeRoux  is  a  shrewd  real 
estate  investor  and  anything  but  a 
banjo  hitter  in  the  brains  league.  Sure, 
he  lacks  polish,  and  his  suits  come 
right  off  the  rack.  In  fact,  he  usually 
looks  like  a  rumpled  small-town  busi- 
nessman, the  sort  you  underestimate 
until  it  ends  up  costing  you  money. 

Over  the  past  decade  LeRoux,  who 
arrives  at  his  Fenway  Park  office  in  a 
chauffeur-driven  Lincoln,  has  put  to- 
gether real  estate  deals  in  Florida  and 
Massachusetts  valued  at  over  $80  mil- 
lion. He  says  his  net  worth,  if  he  liqui- 
dated tomorrow,  would  easily  top  $12 
million.  And  he  owns  a  real  estate 
development  company,  the  E.G.  Le- 
Roux Group,  with  assets  of  $35  mil- 
lion and  300  employees. 

LeRoux  began  building  that  empire 
at  age  19  when  he  bought  a  gas  station 
for  $2,000.  He  hired  his  brother  to  run 
it,  spruced  it  up  and  sold  it  three  years 
later  for  $12,000.  That  money  went 
into  a  driving  range  and  several  Dunk- 
in'  Donuts  franchises  around  Boston. 

He  also  had  a  streak  of  luck.  During 
one  stretch  the  Celtics  won  eight  con- 
secutive world  championships,  and 
LeRoux,  as  trainer,  pulled  down  a 
share  of  play-off  money.  Average 
slice:  $5,000.  (Celtics  coach  Red  Auer- 
bach  once  said  LeRoux  won  him  at 
least  six  games  a  year.)  In  the  mid- 
1960s  LeRoux  signed  with  the  Red 
Sox  and  was  with  them  at  the  World 
Series  in  1967.  That  gave  him  an  addi- 
tional $13,000.  Every  penny  went 
right  into  real  estate. 

Still,  LeRoux  was  strictly  a  minor 
league  investor  until  1968.  That's 
when  he  formed  the  syndicate  that 
built  the  New  England  Rehabilitation 
Hospital,  a  200-bed  facility  that  reha- 
bilitates the  severely  disabled,  such  as 
amputees  and  spinal  injury  victims. 
The  idea  for  the  profitmaking  venture 
came  from  hospitals  LeRoux  had  seen 
in  Eastern  Europe  on  basketball  tours. 
He  built  it  with  two  partners  for  $2 
million.  Today  the  complex,  which 
includes  housing  units  for  the  elderly, 
in  suburban  Woburn,  LeRoux's  home- 
town, is  worth  $9.5  million.  The  busi- 
ness itself  is  valued  at  $8  million. 

To  get  started,  LeRoux  mortgaged 
himself  to  the  hilt.  And  why  not? 
Interest  rates  were  low,  and  real  estate 
went  only  one  way:  up.  Today,  how- 
ever, he  believes  in  debt-free  financ- 
ing because  rates  have  skyrocketed. 

In  fact,  LeRoux  and  his  associates 
paid  cash  for  the  Red  Sox,  some  $15 
million.  Originally,  he  planned  to  put 
down  $10  million  and  borrow  $5  mil- 


And  some  of  our  Uuicks  use  none. 


A  Buick  that  uses  very  little  gas  is  a 
description  which  most  certainly  befits  our 
Skylark,  as  you  can  readily  see  in  the  chart 
at  right. 

And  the  ones  which  use  none  are,  of 
course,  our  diesel-powered  Buicks. 

Since  we  don't  feel  that  the  economies 
of  diesel  power  should  be  offered  only  to  the 
buyers  of  a  limited  number  of  Buick  models, 
we  make  the  5.7  liter  diesel  engine  available 
on  Buick  Riviera,  Electra,  LeSabreand  Regal. 
And  we  offer  the  4.3  liter  diesel  as  an  option 
on  Regal  and  Century.  The  mileage  and  range 
estimates  for  these  cars  tell  their  own  persua- 
sive story  about  the  thriftiness  of  diesel  power. 

The  point  is,  you  can  pick  out  whichever 
Buick  you  like,  knowing  it  can  be  a  very 
economical  diesel-powered  Buick  if  you  so 
choose.  All  except  for  our  Skylark,  which, 
after  all,  uses  very  little  gas  to  begin  with. 

Use  the  estimated  MPG  for  comparison  Your  mileage  and 
range  may  differ  depending  on  speed,  distance,  weather  Actual 
highway  mileage  and  range  lower  Estimated  driving  and  high- 
way range  obtained  by  multiplying  mileage  estimates  by  fuel 
tank  capacity  Estimates  and  range  lower  in  California  Some 
Buicks  are  equipped  with  engines  produced  by  other  GM  Divi- 


sions, subsidiaries,  or  affiliated  companies  worldwide  See  your 
Buick  dealer  for  details  *Buick  projection  of  1982  EPA  V-6  diesel 
estimates  See  your  dealer  for  actual  EPA  estimates 
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Skylark  41 

Diesel  Riviera  35 

Diesel  Electra  36 

Diesel  LeSabre  36 

Diesel  Regal  36 
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Diesel  Century*  42 
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Wouldn't  you  really  rather  have  alBuick? 


Profiles 

lion.  But  then  rumors  began  circulat- 
ing that  the  group  couldn't  pay  cash. 
So  the  other  American  League  owners 
put  the  kibosh  on  the  bid  when  it 
came  before  them. 

At  that  point  everyone  but  LeRoux 
thought  the  deal  was  dead.  Five  other 
syndicates — all  strongly  capitalized 
and  some  with  bigger  baseball 
names — wanted  the  team.  But  Le- 
Roux, the  son  of  a  laborer,  had  two 
things  going  for  him:  The  first  was  an 
old  friendship  with  Heywood  Sulli- 
van, an  ex-catcher  and  longtime  Red 
Sox  executive  whom  Yawkey's  wid- 
ow wanted  to  have  run  the  team.  (To- 
day Sullivan  handles  the  baseball,  and 
LeRoux  is  the  money  man.)  The  sec- 
ond was  the  gritty  determination 
that,  his  enemies  concede,  is  his 
greatest  strength. 

LeRoux  quickly  restructured  by  bor- 
rowing $1  million  from  the  Provident 
Bank  in  Cincinnati  after  several  Bos- 
ton banks  refused  to  back  him.  He  put 
up  his  share  of  the  Sox  as  collateral. 
When  that  news  leaked  out  in  1979, 
LeRoux  was  accused  of  endangering 
the  team's  financial  stability  and 
drew  heavy  criticism  from  the  press. 
One  year  later,  when  three  star  play- 
ers became  free  agents  and  left  for 


other  teams  because  the  Red  Sox 
would  not — or  could  not — meet  their 
demands,  booing  the  management  be- 
came even  more  popular. 

Sitting  in  a  Fenway  Park  office  that 
looks  as  if  it  were  furnished  at  a 
Zayre's  end-of-summer  sale,  LeRoux 
says  he  still  carries  the  scars  from  all 
the  "dirty  pool"  that  critics  played 
against  him.  He  claims  he  hasn't  read 
a  newspaper  in  six  years.  "I'm  used  to 
being  treated  like  the  skunk  at  the 
lawn  party,"  he  says  quietly. 

But  things  are  finally  moving  his 
way.  Last  year  his  team  was  in  the 
pennant  race — despite  the  loss  of  the 
three  stars — right  through  the  final 
week  of  the  season.  The  Red  Sox  are 
also  young  and  aggressive.  Both  team 
and  owner  now  have  the  image  of 
underdogs  battling  heavy-hitting  and 
heavily  financed  Goliaths.  So  far  this 
year,  season  ticket  sales  are  up,  and 
LeRoux  hopes  to  duplicate  what  he 
accomplished  in  1978,  his  first  year  at 
the  helm:  a  profit  of  $3.5  million. 

Even  if  critics  were  still  laying  on 
the  heavy  lumber,  LeRoux  would  not 
much  care,  so  long  as  the  turnstiles 
were  spinning  and  the  seats  filled. 
Business,  not  baseball,  is  his  life.  "You 
can't  be  a  fan  and  a  successful  owner," 
he  says.  "Some  owners  are  hero-wor- 
shipers. That's  why  they  bought  the 
teams.  I'm  different  because  I  worked 


with  these  guys  for  years.  A  baseball 
team  must  be  run  like  a  business." 

How  well  is  LeRoux  doing?  Look  at 
some  numbers.  He  bought  the  team 
(and  park)  five  years  ago  for  $20  mil- 
lion. Today  they're  worth  nearly  $35 
million  by  some  estimates.  Last  year, 
when  other  teams  lost  bundles  be- 
cause of  the  eight-week  strike,  the 
Red  Sox  lost  about  $250,000.  If  Le- 
Roux had  signed  the  three  stars  who 
got  away,  the  loss  could  have  been  $3 
million  or  more. 

LeRoux  has  long  claimed  it  makes 
little  sense  to  sign  free  agents.  Own- 
ers in  Anaheim  and  San  Diego  have- 
certainly  gotten  few  wins  in  return  for 
the  millions  they  have  paid.  Even  so, 
the  free-agent  mania  is  heating  up 
again  and  pulling  up  all  salaries.  Today 
the  circragc  major  league  player  salary 
is  $192,000  per  year,  not  bad  for  seven 
months  in  the  sunshine  playing  a  lit- 
tle boy's  game.  According  to  a  mem- 
ber of  LeRoux's  syndicate,  that  figure 
could  approach  $300,000  next  year. 

"I  don't  blame  the  athletes,"  says 
LeRoux.  "I  blame  the  owners  for  giv- 
ing in  to  them."  Still,  LeRoux  is  aware 
he  can't  have  financial  success  in  the 
long  run  without  success  on  the  ball 
field.  But  for  now,  he  claims  to  be  in 
the  catbird  seat.  "Don't  forget,"  he 
reminds,  "we  paid  cash  for  this  team 
and  this  park."  As  for  the  personal  $1 


The  F-15  Eagle. 

An  airplane  so  versatile, 

so  suited  to  the  defense  needs  of  the  nation, 

that  if  it  did  not  exist,  it  would  have  to  be  invented. 


WSGDONMELL  DOUGLAS 


LeRoux putting  on  the  tape  in  his  clays  as  a  trainer 
Did.  rubbing  liniment  prepare  him  to  own  a  team? 


million  loan  from  the  Provident  Bank, 
"It's  almost  paid  up,"  he  says. 

That  financial  prowess  allows  Le- 
Roux and  his  wife  of  20  years  to  live 
permanently  in  Florida  and  to  keep  a 
penthouse  apartment  in  Boston's 
Ritz-Carlton  Hotel.  In  addition,  he  is 
planning  to  finance  an  $8  million  ren- 
ovation of  Fenway  Park  with  industri- 
al revenue  bonds.  That  will  boost  seat- 


ing capacity  by  3,000,  to  36,000,  and 
provide  52  private  suites  for  corporate 
fans.  He  claims  the  construction  will 
boost  revenue  nearly  30% . 

Why  not  throw  on  a  second  deck 
and  seat  60,000?  LeRoux  smiles  and 
gives  another  lesson  in  baseball  eco- 
nomics: "If  people  knew  they  could 
always  get  a  seat,  advance  sales  would 
suffer."  There's  another  reason  as 


well.  Small,  courtly  Fenway  Park  is 
ideally  suited  for  television,  where 
LeRoux  expects  to  make  most  of  his 
money  in  coming  years.  He's  negoti- 
ating with  Storer  Broadcasting  and 
the  Bruins  to  establish  a  pay-TV  net- 
work, possibly  50%  owned  by  the  Red 
Sox.  As  in  real  estate,  he's  going  after 
equity  and  a  piece  of  the  action. 

LeRoux's  unexpected  success  has 
taken  the  sting  out  of  some  critics' 
brickbats,  and  the  Red  Sox  owner  can 
now  afford  to  be  philosophical.  He 
likes  to  tell  the  story  of  how  he  got 
started  in  sports.  At  age  18  he  was 
working  as  a  grocery  stacker  at  a  local 
A&P  for  $50  per  week  when  he  got  an 
offer  to  become  a  baseball  trainer  for 
less  money.  The  store  manager  ad- 
vised him  to  stay  on  because  of  the 
higher  pay  and  the  security.  "If  I  had 
followed  his  advice,  I'd  be  unem- 
ployed today,"  LeRoux  says.  "Or  I'd 
be  waiting  for  my  pension.  What 
could  be  sadder  than  doing  a  job  you 
don't  like  to  get  a  pension?" 

If  he  were  starting  over  again,  Le- 
Roux says  he  would  do  things  much 
the  same,  even  though  the  financial 
world  has  changed  markedly  since  he 
began  investing.  "Sure,  things  are  dif- 
ferent today,"  he  says.  "But  if  you 
work  hard  and  believe  in  yourself,  you 
can  still  accomplish  things  even  you 
think  are  impossible."  ■ 


Congress,  in  its  concern  for  U.S.  trade,  is 
recruiting  the  banks  to  back  and  own 
export  trading  companies. 

No  Glass  Steagall 
over  there 


By  Beth  Brophy 

CONGRESS  SEEMS  DETERMINED  tO 
do  something  about  the  bleak 
U.S.  trade  picture.  A  bill  that 
would  allow  U.S.  banks  to  participate 
as  owners  in  export  trading  compa- 
nies passed  the  Senate  unanimously 
last  April,  and  a  bill  along  similar  lines 
is  expected  to  clear  the  House  of  Rep- 
resentatives by  spring. 

Consideration  of  such  laws  as 
Glass-Steagall,  which  prohibits  banks 
from  investing  in  corporate  equities 
and  commercial  enterprises,  is  being 
overwhelmed  by  concern  about  the 
big  deficits  in  U.S.  trade.  To  boost 
exports,  Congress  has  hit  upon  the 
idea  that  American  banks,  with  their 
networks  of  overseas  branches  and 
vast  lending  power,  could  influence 
the  purchase  of  U.S.  goods  and — not 
incidentally — help  offset  the  advan- 
tages that  trade  competitors  have 
through  the  close  relationships  of 
their  banks,  governments  and  export- 
ing companies.  Congress,  in  short, 
has  discovered  the  century-old  power 
of  the  Japanese  trading  companies. 

Why  now?  Because  the  trade  out- 
look is  worsening.  U.S.  merchandise 
imports  outpaced  exports  by  $28  bil- 
lion last  year.  By  1983  the  trade 
deficit  will  grow  to  S40  billion,  esti- 
mates Data  Resources,  Inc.,  an  eco- 
nomic forecasting  firm.  It  isn't  that 
U.S.  exports  have  been  laggard.  As 
the  chart  here  shows,  exports  have 
in  fact  grown  dramatically  in  the 
last  seven  years.  But,  paced  by  an 
oil  bill  that  now  runs  $78  billion  an- 
nually, imports  have  grown  faster. 
Last  year  the  problem  wasn't  only 
the  oil  bill,  which  was  down  2%, 
but  the  strong  dollar,  which  pulled 
in  "cheap"  imports. 

Whatever  the  reason,  the  U.S. 
share  of  world  trade  has  declined, 
from  21%  in  1970  to  17.4%  last 


year,  and  the  U.S.  share  of  exports 
has  declined  as  well — in  part  be- 
cause of  the  exporting  success  of  Ja- 
pan and  Korea.  The  Japanese  trading 
companies,  business  combinations 
owned  partly  by  Japanese  banks  and 
manufacturers,  account  for  more 
than  half  of  Japan's  $295  billion  an- 
nual trade.  And  the  Japanese  govern- 
ment subsidizes  their  activities  with 
low-interest  loans. 

The  U.S.  Congress  is  not  thinking 
of  anything  so  grand,  but  reckons  that 
bank-owned  or  supported  export  trad- 
ing companies — larger  than  the  small 
and  undercapitalized  trading  outfits 
that  U.S.  law  now  allows — could  pro- 
vide export  services  cheaply  to  small 
and  medium-size  U.S.  companies. 
Under  the  Webb-Pomerene  Act  of 
1918,  the  joint  activities  of  export 
trade  associations  are  exempt  from 
certain  antitrust  laws.  But  service 
companies  are  excluded  from  that  ex- 
emption. The  Commerce  Depart- 
ment estimates  that  20,000  U.S.  com- 


panies that  could  export  are  not  now 
selling  overseas. 

Bankers  say  they  can  help.  "The 
finance  component  of  an  export  trans- 
action is  sometimes  its  most  crucial 
element,"  President  J.  Hallam  Daw- 
son of  Crocker  National  Bank  told  the 
Senate.  Exporter  David  DeVore,  inter- 
national vice  president  of  fragrance 
manufacturer  Shaw  Mudge  &.  Co., 
agrees.  "Small  exporters  just  don't 
have  the  financing  available  to  our 
foreign  competitors,"  says  DeVore. 
"Short-term  financing  is  catch-as- 
catch-can." 

Can  we  then  look  forward  to  a  trim- 
ming of  the  trade  deficit?  A  mighty 
surge  in  U.S.  exports?  Patricia  Barrett, 
director  of  trade  policy  for  the  Nation- 
al Foreign  Trade  Council — which  rep- 
resents major  U.S.  corporations — is 
skeptical.  "It  is  questionable  whether 
bank  ownership  will  do  anything 
more  than  cause  a  shuffling  of  exist- 
ing U.S.  trading  patterns — not  an  in- 
crease in  the  size  of  that  deck,"  says 
Barrett. 

And  frequent  bank  critic  Senator 
William  Proxmire  |D— Wis.)  termed 
the  bill  "major  bank  and  antitrust  leg- 
islation," calling  his  colleagues'  atten- 
tion to  the  awesome  precedent — dat- 
ing to  the  Civil  War — of  separating 
banks  and  commercial  business.  Yet 
Proxmire  saw  the  export  bandwagon 
coming  and  voted  for  the  bill. 

With  President  Reagan  firmly  be- 
hind the  legislation,  U.S.  export  trad- 
ing companies  with  more  financial 
muscle  behind  them  could  become  a 
reality  by  the  end  of  1982.  The  Com- 
merce Department  is  estimating  that 
such  companies  will  almost  immedi- 
ately add  $1 1  billion  to  the  total  U.S. 
exports  of  $236  billion.  That  is  less 
than  5%,  but  every  little  bit  helps.  ■ 


The  gap  that  has  Congress  worried 

The  U.S.  trade  deficit  widens  as  imports,  led  by  oil,  outpace  commendably 
growing  exports.  Now  Congress  wants  to  give  exports  a  hand  by  allowing 
banks  and  exporters  to  cooperate  in  trading  companies  a  la  Japanese. 
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Want  to  startle  your  creditors?  Pay  your 
nils  with  checks  from  your  account  in  the 
3ank  of  China  (member  FDIC). 


The  Red 
and  the  green 


By  Ben  Weberman 


alk  into  the  newly  opened 
mMm  New  York  branch  of  the 
WW  Bank  of  China  and  it's  like 
talking  into  a  bygone  banking  age: 
tark  desks,  Hollywood  teller  cages 
nd  glass-topped  tables  for  depositors, 
"he  office  of  manager  Zhang  Xueyao 
)ronounced  chang  shoo-yeeow)  is 
qually  spartan,  with  bare  walls,  a 
esk  angled  in  the  center  of  the  room 
nd  two  hard  chairs  for  visitors. 
Perhaps  the  Bank  of  China  is  so  old- 
tshioned  because  it's  one  of  the  few 
istitutions  in  the  People's  Republic 


that  predates  the  Revolution.  It  was 
founded  in  1912,  reorganized  after  the 
Communists  came  to  power  in  1949 
and  assigned  the  specific  role  of  inter- 
national banking. 

Today  it  is  one  of  the  world's  largest 
banks,  with  assets  of  $42.7  billion, 
114  domestic  offices — a  total  of 
15,000  branches,  sub-branches  and 
other  offices  in  every  county  and  city 
in  the  People's  Republic.  In  1980  net 
profit  was  $261  million  on  revenues  of 
$1.06  billion.  And  where  else  but  in 
China  does  the  staff  work  six  days  a 
week  and  depositors  accept  5%  on 
one-year  savings? 


ank  of  China's  New  York  branch 
ust  an  old-fashioned  bank. 


Like  his  bank,  Zhang,  56,  is  a  cap- 
italist who  made  the  transition — he 
has  been  at  the  bank  since  1944,  five 
years  before  the  Communists  came  to 
power.  In  addition  to  his  banking  du- 
ties, he  has  been  a  member  of  the 
People's  Republic  of  China's  Perma- 
nent Mission  to  the  United  Nations 
and  from  1977  to  1979  headed  the 
U.N.'s  Fifth  Committee,  which  han- 
dles the  world  body's  budget  and  fi- 
nances. (Zhang's  biography  is  appropri- 
ately ambivalent  about  all  this.  He 
graduated  from  Peking  University,  it 
says,  and  was  subsequently  educated  at 
the  Foreign  Trade  Institute  in  Beijing.) 

Zhang's  U.S.  branch  office,  opened 
late  last  year,  does  not  differ  that 
much  from  any  other  U.S.  bank.  It 
conforms  to  regulations  of  the  Federal 
Reserve  and  Comptroller  of  the  Cur- 
rency; and  deposits  are  insured  by  the 
Federal  Deposit  Insurance  Corp. 

"We  want  to  be  like  a  wholesale  and 
retail  bank  in  the  U.S.,  along  the  lines 
of  Morgan  Guaranty  Trust,"  Zhang 
says.  And,  indeed,  in  many  ways  it  is. 
The  Bank  of  China  accepts  deposits 
from  individuals  in  the  U.S.  Checking 
accounts  require  a  $300  minimum 
balance.  Passbook  savings  ($30  mini- 
mum) pay  5'/4%,  while  the  market 
rate  is  paid  on  30-,  60-,  90-day  and 
one-year  nonnegotiable  time  deposits. 

But  there  are  no  six-month  savings 
certificates,  small-saver  certificates, 
All  Savers  or  IRAs,  no  Master  Charge 
or  Visa  affiliation,  no  American  Ex- 
press Travelers  Cheques — yet. 

For  businessmen,  the  bank  has  a 
foreign  exchange  service  and  foreign 
trade  department  that  offers  import 
and  export  financing,  including  letters 
of  credit  and  interbank  loans. 

Zhang  hopes  for  a  growing  retail 
business  in  the  U.S.,  where  there  are 
about  806,000  ethnic  Chinese.  He 
points  out  that  Chinese  national  cor- 
porations already  are  joint-venture 
participants  in  two  New  York  compa- 
nies, China  Resource  Products,  Ltd. 
and  Huafang  Trading  Co.  Inc.  "As 
more  Chinese  national  corporations 
find  locations  in  midtown  Manhat- 
tan, we  will  be  able  to  provide  retail 
banking  services  to  their  Chinese  em- 
ployees," he  says  optimistically. 

The  visitor  will  not  come  away 
from  a  chat  with  Mr.  Zhang  with  too 
many  startling  revelations.  Wearing 
banker's  gray  and  puffing  at  a  pipe,  he 
holds  imperturbably  to  the  party  line 
in  most  matters.  What  about  the 
Chase  Manhattan  Bank  study  predict- 
ing larger  trade  deficits  for  China  in 
1981  and  1982?  "That's  their  opin- 
ion," he  says.  What's  his  opinion?  "I 
believe  what  I  read  in  The  People's  Dai- 
ly," says  banker  Zhang.  ■ 
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mputer,  laser  and  communications  technologies.  And 
veloping  new  ones  to  continue  expanding  the 

boundaries  or  the  state  of  the 
art  in  office  productivity. 

The  results  of  these  efforts 
are  not  only  at  work  inside  office 
buildings  but  also  in  outer  space, 
aboard  Voyagers  I  and  II,  bring- 
ing back 
pictures  of 
Jupiter  and 
Saturn. 

Meanwhile  back  on  Earth,  we 
ve  one  of  the  world's  largest  sales 
d  service  organizations— 55,000 
ong— at  your  beck  and  call.  And  they're  constantly 
ing  trained  on  our  new  products  and*  familiarized 

with  new  tech- 
nologies at  our 
international 
training  centers 
in  13  countries. 

All  this  is 
just  some  of  what 
Xerox,  Rank 
Xerox,  Xerox 
Canada  Inc.,  Fuji  Xerox  and 
the  companies  of  Xerox  Latin- 
lerican  Group  have  to  offer.  But  it  should  give  you 
ne  idea  of  the  difference  between  the  realXerox  and 
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iere  copy. 
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Forbes 
Special 

Merchandising 
for 

Consumer 
Advertisers 


Al  consumer  advertisers  running  at  least 
a  single  page  of  advertising  in  Forbes 
during  1982  qualify  for  free  merchandising  sup- 
port. Just  one  page  entitles  such  advertisers 
tp  run  in  one  of  Forbes'  direct-response,  mer- 
chandising publications,  either  Respond  or  the 
1982  Forbes  Package  of  Gift  Ideas  for  Execu- 
tives. Run  two  or  more  pages  of  consumer 
advertising  and  you  can  appear  in  both  -  at  no 
additional  cost. 

Forbes  Respond  is  a  6l/2  x  11-inch  brochure 
which  contains  self-addressed  reply  cards  fea- 
turing consumer  products  or  services,  three 
cards  per  page.  The  brochure  will  be  mailed  in 
October  to  over  120,000  highly  affluent  and 
influential  executives  who  subscribe  to  Forbes. 
Over  20,000  will  be  sent  to  corporate  officers  in 
America's  largest  companies  and  100,000  to 
subscribers  in  the  highest  income  zip  codes  in 
the  country.  Closes  August  31,  1982. 


The  1982  Forbes  Package  of  Gift  Ideas  for 
Executives  is  a  handsome  booklet,  measuring 
8%  x  11  inches,  containing  holiday  gift  adver- 
tisements printed  on  glossy  stock.  This  beauti- 
fully-produced booklet  will  be  mailed  in  late 
October  to  a  select  audience  of  top  executives 
such  as  presidents,  chairmen,  directors  and 
vice  presidents  in  America's  largest  compa- 
nies. Closes  September  3, 1982. 

Both  the  Respond  brochure  and  the  Pack- 
age of  Gift  Ideas  offer  you  an  outstanding 
opportunity  to  stretch  your  advertising  budget. 
These  free  direct  mail  publications  combine 
with  your  advertising  campaign  in  Forbes 
Magazine  to  provide  a  total  marketing  pack- 
age that  can  dramatically  add  impact  to  your 
consumer  product  or  service  sales  messages. 


For  more  information  on  how  you  can  get  more  out  of  your  advertising  dollar  with 
Forbes'  free  merchandising  support,  contact  your  local  Forbes  Representative 
or  call  Stephen  G.  Nicoll,  Director  of  Advertising  at  (212)  620-2228. 
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TO  GIVE  HENNESSY  V.S.O.P,  CALL  TOLL  FREE  800-528-6148  EXT  6639. 
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Westinghouse 
ultrasonic  cleaning 
uncorks  a  900% 
productivity  gain 
for  a  bottle  mold  maker. 


\Westinghouse  ultrasonic  cleaning  system  replaced 
nanual  cleaning  of  cast  iron  bottle  molds  for  Overmyer 
y/!ould  Company,  the  world's  largest  bottle  mold  man- 
jfacturer.  Bottle  mold  sections  are  glued  together  for 
)etter  automatic  handling.  A  glue  residue,  remaining 
)n  the  molds,  must  be  removed  before  further  processing. 

Westinghouse  ultrasonic  cleaning's  high  intensity 
sound  waves  implode  small  vapor  bubbles  that  blast  off 
:he  residue  faster  and  more  thoroughly  than  the  previous 
nanual  gas-torch  method. 

Benefits  tell  the  story. 

The  Westinghouse  system  can  clean  100,000  units  in 
Dnly  133  man-hours  for  about  $2,100  instead  of  1,300 
man-hours  at  $21,000  for  a  workman  using  a  gas  torch. 
And  getting  rid  of  exposed  flame  has  made  the  operation 
safer. 

Do  you  have  a  productivity  bottleneck? 

Ultrasonic  cleaning  provides  faster,  safer,  higher  quality 
removal  of  all  kinds  of  surface  contaminants  at  a  fraction 
of  the  cost  of  conventional  methods.  It's  one  of  the  many 
Westinghouse  technologies  that  can  help  increase  pro- 
ductivity and  save  energy  for  a  wide  variety  of  businesses 
and  industries. 


For  more  information,  call  toll  free:  800-245-4474. 

In  Pennsylvania,  call  800-242-2550.  Or  write: 

Six  Gateway  Center,  Department  10,  Pittsburgh,  PA  15222. 
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Why  St.  Regis  rolled  thousands  of  dollars  worth  c 
Waterford  crystal  down  this  90-meter  ski  jump 


The  90-meter  ski  jump  at  Steamboat 
Springs,  Colorado  is  19  stories  off  the 
ground.  It  makes  your  knees  weak  just 
to  stand  at  the  top,  let 
alone  even  consider 
going  down  it  on  skis. 
And  yet,  we  sent  thou- 
sands of  dollars  worth 
of  Waterford®  crystal 
sailing  off  the  jump 
protected  only  by 
St.  Regis  paper  packag 
ing.  And  by  the  time  it  was  airborne, 
the  package  was  going  60  miles  per 
hour. 

Each  crystal  goblet  in  the  container 
was  protected  by  a  unique  St.  Regis 
packaging  product  called  Corro-Seal. 
It's  a  self  sealing  corrugated  material 
that  forms  a  cushion,  and  makes  a  sim 
pie  package  that  you  can  even  send 


individually  wrapped  goblet  into  a 
St.  Regis  Bulkpak  that's  normally  used 
for  heavy  loose  material  like  plastic  pel- 
lets. This  container 
can  take  a  stacking 
weight  of  over  2,000 
lbs.,  because  it's  made 
from  double-walled 
corrugated. 

What  did  we  find  at 
the  bottom  of  the  hill? 
Thousands  of  dollars 
worth  of  broken  glass?  No,  we  opened 
the  container  and  joined  the  close  to  100 
spectators  in  toasting  St.  Regis'  packag- 
ing expertise. 

But  Corro-Seal  and  Bulkpaks  are 
just  two  examples  of  why  St.  Regis  is  a 
leader  in  packaging  technology. 

All  this  reflects  the  marketing  stance 
of  St.  Regis  toward  all  our  packaging, 


TO  use  the  full  weight  of  our  technoK 
in  serving  our  markets  and  in  renewi 
the  forest  resource  our  products  com 
from. 

St.  Regis— serving  Man  and  Natur 
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A  lot  of  Americans  fooled  themselves  into  thinking  the  oil  crisis 
was  a  phony;  we  are  paying  a  terrible  price  for  that  delusion. 
Many  of  the  same  people  are  now  saying  the  crisis  is  over.  They 
are  just  as  dangerously  wrong  this  time. 

The  great 
oil  swindle 


The  price 


By  James  Cook 


The  oil  shocks  of  1973  and  1979  did  more  than  multiply  the  price.  They 
dampened  down  the  economic  growth  of  the  entire  Western  World. 


World  GNF  (average  annual  %  change) 
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IVEN  DOWN  50%  AND  MORE, 

I  oil  shares  have  few  buyers. 
The  word  is  out:  The  oil  crisis 
lis  over.  In  real  and  perhaps 
I  even  in  nominal  terms  the 
price  of  crude  is  going  down.  OPEC — 
the  Organization  of  Petroleum  Export- 
ing Countries — is  a  paper  tiger,  a  vic- 
tim of  its  own  unbridled  greed. 

You  can't  pick  up  a  newspaper  or 
magazine  or  turn  on  the  tube  these 
days  without  hearing  about  plunging 
oil  prices  and  the  mounting  glut.  Fall- 
ing prices  carry  their  own  momen- 
tum, just  as  rising  prices  do.  So  prices 
may  yet  go  lower,  considerably  lower. 

Yet  the  most  dangerous  thing  in 
business  and  in  investment  is  to  draw 
long-term  conclusions  from  short- 
term  happenings,  and  in  that  respect 
the  idea  that  the  oil  crisis  is  over  will 
go  down  in  history  as  the  great  oil 
swindle  of  1982.  Don't  blame  OPEC; 
we  are  really  swindling  ourselves  with 
this  delusion.  Yet,  if  OPEC  wanted  to 
lull  its  victims  into  a  vulnerable  com- 
placency, it  could  hardly  do  worse 
than  encourage  the  notion  that  the 
world  was  choking  on  oil. 

What  has  really  happened  is  this: 
Three  circumstances  have  conjoined 
to  create  a  temporary  oversupply. 

One,  as  the  market  continues  to 
absorb  the  huge  impact  of  the  1979-80 
price  increases,  the  law  of  supply  and 
demand  is  working  to  reduce  oil  us- 
age— a  price-driven  conservation.  At 
some  point,  however,  demand  adjusts 
to  the  new  price,  and  only  further 


price  rises  will  encourage  further  con- 
servation. With  worldwide  consump- 
tion off  10%  in  two  years,  we  are 
about  at  that  point  right  now. 

Two,  for  both  political  and  econom- 
ic reasons  the  rulers  of  Saudi  Arabia 
decided  to  push  production  higher 


$26.74 


than  their  revenue  needs  require — out 
of  a  desire  to  unify  prices  and  to  maxi- 
mize their  own  long-term  advantages 
and  in  exchange  perhaps  for  a  promise 
of  U.S.  military  protection. 

Three,  a  worldwide  recession  is 
dampening  down  demand,  closing 
down  energy-consuming  factories  all 
over  the  world  and  throwing  millions 
of  workers  on  the  unemployment 
rolls.  Governments  cannot  effectively 
combat  this  recession  without  send- 
ing    inflation — and     probably  oil 

fi — soaring  again, 
or  another  year,  perhaps  for  two, 
oil  prices  will  remain  under  pres- 
>ure.  During  this  period  it  may  be 
all  the  Saudis  can  do  to  hold  prices 
steady  in  nominal  terms,  and  that 
means  real  prices,  i.e. ,  inflation-adjust- 
ed prices,  will  inevitably  decline.  But 
then  the  chances  are  high  that  once 
again  the  world  will  face  another  oil 
shock  comparable  in  severity  to  those 
of  1973  and  of  1979  and  1980.  Oil  prices 
have  not  really  permanently  peaked. 
They  have  merely  risen  erratically:  a 
sharp  thrust  upward,  followed  by  a 
leveling  off  or  even  a  decline — then, 
almost  without  warning,  another  spike 
upwards.  The  situation  is  as  unnerving 
as  it  is  economically  dangerous. 

"Oil  is  going  to  remain  the  premi- 
um, the  paramount  commercial  fuel 
for  a  very  long  time  to  come,"  says 
Melvin  A.  Conant,  a  Washington  en- 
ergy consultant  who  once  headed  the 
Federal  Energy  Administration's  in- 
ternational energy  section.  "With  the 
exception  of  a  very  few  countries— 
the  U.S.,  Japan,  possibly  Germany — 
the  energy  mix  in  the  industrial  world 
has  not  really  changed  appreciably." 
Indeed,  between  1974  and  1980,  oil's 
share  of  the  world  energy  market 
shrank  only  one  percentage  point — to 
43.6% — with  the  gains  being  made 
not  by  coal,  which  also  gave  up  1  %  of 
the  market,  but  by  natural  gas  and 
nuclear  energy. 

In  the  U.S.,  at  least,  these  gains  in 
reduced  energy  consumption  have 
been  made  at  a  devastating  price.  Im- 
port your  steel  and  your  automobiles 
and,  of  course,  you  use  less  energy. 
That's  how  a  good  deal  of  American 
"conservation"  has  come  about.  The 
saving  in  oil  consumption  has  been 
achieved  only  at  the  cost  of  the  ex- 
port, obsolescence  and  subsequent 
dismantling  of  a  substantial  portion  of 
America's  energy-intensive  industrial 
machine.  And  not  only  the  auto  in- 
dustry has  suffered,  but  those  indus- 
tries that  traditionally  support  it — 
auto  parts,  metal  working,  machine 
tools.  And  so  have  iron  and  steel,  alu- 
minum, coke,  even  petrochemicals 
and  refined  petroleum.  Gone,  much  of 


OPEC  international 


jgjy  |        rhe  13-member  OPEC  cartel,, 
the  yellow  areas  on  the  map  i 
dicate,  is  a  truly  worldwide  organ 
zation.  So  far  it  has  been  able  l 
control  the  price  of  oil  by  shutting  i 
a  substantial  amount  of  its  products 
capacity.  Even  so,  there  was  considerab 
variation  in  production  levels  from  count] 
to  country  in  1981,  with  Saudi  Arabia,  in  a 
effort  to  control  OPEC's  prices,  coming  clo! 
to  producing  full  out.  In  1982  it  may  ha^ 
to  cut  back  more  to  support  its  prices.  Bi 
in  that  discretionary  power  lit 
consumer  nations'  vulnerabilit 


Catching  up 


Higher  prices  enabled  the  world  to  develop  new  oil  production 
outside  of  OPEC,  so  that  this  year  non-OPEC  production  in  the  Free 
World  is  likely  to  exceed  OPEC's  for  the  first  time  in  20  years.  Even  so, 
with  close  to  half  the  world's  production,  OPEC  still  calls  the  tune. 
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Trouble  ahead? 


After  the  1973  price  increase,  the  oil  producers  expanded  their  economies  and 
lifestyles  accordingly  and  by  1978  had  whittled  their  foreign  trade  surplus 
down  to  close  to  nothing.  In  the  Eighties,  the  same  thing  is  happening. 


Net  revenue  ($  billions) 
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them,  and  unlikely  ever  to  return. 

Yale  University  lecturer  Philip  Ver- 
leger,  a  former  Treasury  Department 
energy  adviser,  puts  the  reduced  de- 
mand for  oil  in  chilling  perspective:  "I 
have  said  I  can  see  the  price  of  a  barrel  of 
oil  below  $25  by  the  end  of  the  year,  but 
there  is  an  economic  forecast  behind 
that  prediction  that  is  very  grim." 

Despite  this  reduction  in  demand, 
energy  costs  absorbed  12%  of  the  U.S. 
GNP  last  year,  up  from  1%  or  less  in 
the  early  Seventies.  According  to 
Bankers  Trust,  it  now  takes  twice  as 
much  capital  to  develop  the  same  vol- 
ume of  energy  as  it  did  a  decade  ago. 
You  have  to  dig  deeper,  look  harder 
and  spend  more  money.  In  economic 
terms,  the  marginal  efficiency  of  the 
extra  capital  involved  is  very,  very 
low.  The  drain  on  the  U.S.'  econo- 
my— and  that  of  the  world — has  been 
devastating.  Whether  you  put  the  pri- 
mary blame  on  oil  prices,  inflation  or 
interest  rates,  they're  part  of  the  same 
complex  of  problems.  "The  enormous 
price  hikes  in  1973-74  and  1979-80," 
says  Herbert  W.  Krupp,  Bankers  Trust 
energy  economist,  "drained  consumer 
purchasing  power  in  the  United 
States,  disrupted  international  trade, 
provoked  economic  distortions  and 
accelerated  inflation." 

In  short,  even  if  oil  drops  to  $25  a 
barrel,  the  crisis  isn't  over.  The  oil 


economy  and  the  world  economy  are 
increasingly  one  and  the  same.  With- 
out wasting  unnecessary  sympathy  on 
the  oil  companies,  this  is  something 
to  keep  in  mind  when  people  talk 
about  their  "obscene  profits."  Much 
of  that  profit  is  simply  channeled  into 
new  capital  investment,  much  of  it  at 
relatively  low  return.  For  every  dollar 
that  a  Mobil  wastes  on  a  Marcor, 
many,  many  more  dollars  go  into  the 
search  for  oil,  with  a  good  part  of  the 
oil  dollar  literally  disappearing  into 
dry  holes  in  the  ground. 

Is  there  any  wonder  that  the  world 
economy  is  in  recession,  with  so 
much  purchasing  power,  so  many 
investment  dollars  drained  away? 

In  a  decade  when  oil  prices  first 
quadrupled  and  then  tripled,  econom- 
ic growth  slowed  everywhere — in  the 
U.S.  and  Europe,  the  developing  world 
and  even  Japan.  As  against  a  5%  annu- 
al growth  rate  between  1965  and 
1972,  world  real  GNP  rose  only  3.8% 
annually  between  1973  and  1978,  only 
2.6%  between  1979  and  1981.  Pros- 
pects for  the  Eighties  as  a  whole  are 
dismal.  The  generally  optimistic 
World  Bank  doesn't  foresee  much 
more  than  a  3%  industrial  world 
growth  rate — scarcely  enough  to  keep 
up  with  a  growing  population,  to  say 
nothing  of  raising  living  standards. 
For  better  or  worse,  the  world  is  com- 


mitted to  economic  growth  and  will 
be  as  long  as  population  and  aspira- 
tions keep  expanding. 

A  few  years  ago  one  of  Royal 
Dutch/Shell's  managing  directors 
maintained  that  a  growth  rate  of  less 
than  3%  would  be  "not  far  short  of  an 
economic  disaster  for  most  of  the 
world,"  resulting  in  underemploy- 
ment, lack  of  material  progress  and 
social  unrest.  "Low  growth,"  he  said, 
"would  lead  to  a  situation  of  despair 
for  the  majority  of  the  world's  popula- 
tion." The  ingenuity  of  modern  insti- 
tutions and  the  determination  of  the 
men  who  run  them  have  so  far  kept 
catastrophe  at  bay.  But  they  may  not 
manage  to  do  so  forever.  One  day  a 
straw  may  break  the  camel's  back,  a 
stray  spark  ignite  the  tinder. 

It  would  be  a  terrible  mistake  to 
conclude  from  all  this  that  the  free 
market  has  broken  OPEC's  power. 
Tested  it  perhaps,  but  certainly  not 
broken  it.  As  long  as  Saudi  Arabia  has 
more  money  than  it  needs — that  is, 
for  the  foreseeable  future — OPEC  will 
probably  have  the  power  to  trim  pro- 
duction to  fit  demand,  setting  its 
prices  at  levels  that  will  optimize  its 
long-term  advantage.  Which  is  to  say: 
not  so  high  as  to  provoke  its  custom- 
ers to  retaliatory  violence  or  to  push 
them  into  chaos. 

Why,  then,  have  prices  weakened 
lately?  It  is  a  question,  in  part,  of  the 
delay  involved  in  responding  to  what 
has  already  happened  in  the  market. 

"From  1975  to  1981,"  says  Yale's 
Verleger,  "you  could  predict  what 
OPEC  was  going  to  do  based  on  what 
the  Rotterdam  spot  market  was  do- 
ing. OPEC  follows  the  market.  What 
happens  is  OPEC  will  take  eight 
months  to  two  years  to  catch  up.  Con- 
sumer prices  don't  rise,  so  consumers 
don't  get  a  signal  to  conserve,  and 
inventories  don't  get  liquidated." 

The  oil  market  is  anything  but  free 
and  probably  never  has  been.  It  was 
the  discovery  by  the  Libyans,  in  the 
early  Seventies,  of  how  it  could  be 
manipulated  that  brought  OPEC  to 
power  in  the  first  place  (Forbes,  Apr. 
15,  1976).  Soon  after  Qaddafi  came  to 
power  in  1969,  the  Libyans  began  to 
demand  an  increase  in  both  their  tax 
rates  on  oil  and  the  price  on  which 
those  taxes  were  based.  The  oil  com- 
panies refused.  To  enforce  their  will  at 
a  time  when  supplies  were  tight,  the 
Libyans  ordered  a  cutback  in  produc- 
tion. In  this  way,  Libya  broke  the 
international  oil  companies'  control 
of  the  price.  The  companies  knuckled 
under  to  Libya's  demands  and  they 
have  knuckled  under  to  OPEC  ever 
since.  Higher  prices  often  meant  re- 
duced supply — supply  reduced  enough 


to  support  the  increase  in  price. 

But  now,  or  so  the  theory  goes, 
OPEC  has  been  fatally  damaged,  de- 
stroyed by  its  own  greed  and  avarice. 
For,  as  OPEC  prices  moved  upward, 
production  slowly  expanded  else- 
where in  the  world — in  Egypt,  Mexi- 
co, the  North  Sea.  At  the  same  time, 
overall  oil  demand  slackened,  the  con- 
suming countries  cut  back  on  their 
purchases  from  OPEC  and  OPEC's 
market  share  began  to  decline — from 
65%  as  recently  as  1976  to  51%  last 
year.  During  the  same  period,  OPEC 
production  dropped  from  31  million 
barrels  a  day  to  roughly  22  million. 

Several  individual  OPEC  coun- 
tries priced  themselves  right 
out  of  the  market  last  year.  Al- 
geria, Ecuador,  Iran  and  Iraq  already 
have  current  account  deficits  in  their 
balance  of  payments,  and  by  1984  or 
1985  OPEC  as  a  whole  could  move 
into  the  red.  As  against  a  1980  peak  of 
$117  billion,  Bankers  Trust  London 
economist  Susan  Bluff  expects 
OPEC's  current  account  to  shift  from 
a  $51.8  billion  surplus  in  1982  to  a 
$7.1  billion  deficit  in  1985. 

To  fund  their  development  pro- 
gram, the  OPEC  countries  need  to 
maintain  a  certain  level  of  revenue, 
and  so,  as  they  move  into  deficit,  the 
financial  pressures  could  be  consider- 
able. Will  OPEC  crack  under  the 
strain?  Don't  bet  on  it.  Self-interest  is 
a  powerful  glue.  A  return  to  a  genuine 
free  market  in  oil  would  result  in  a 
level  of  income  for  most  OPEC  coun- 
tries that  would  thrust  them  back  into 
the  poverty  from  which  they  arose  and 
send  their  ruling  classes  fleeing  to  Lon- 
don, Paris  and  New  York  with  howling 
mobs  at  their  heels.  If  intelligent  self- 
interest  does  not  hold  OPEC  together, 
blind  fear  of  the  consequences  of  a 
collapse  in  its  monopoly  will. 

It  was  not  loss  of  freedom  that 
threw  Poland  into  turmoil  but  a  dete- 
rioration of  a  none-too-high  standard 
of  living.  "One  of  the  reasons  for  the 
Iranian  revolution,"  says  Bijan  Mossa- 
var-Rahmani,  a  member  of  Iran's 
OPEC  delegation  from  1976-78,  now 
an  energy  consultant  and  member  of 
Harvard's  Energy  Security  project,  "is 
that  a  cash  crunch  forced  the  govern- 
ment to  cut  back  on  some  of  its  spend- 
ing and  development  projects  at  a  time 
when  expectations  had  been  increas- 
ing at  a  rapid  rate.  One  can  see  the 
same  pressures  building  up  in  some  of 
the  other  countries — Iraq,  for  example. 
Expectations  have  been  raised,  and  if 
they  cannot  be  met.  .  .  ." 

But  even  if  the  producers  are  chary 
of  cutting  back  much  on  develop- 
ment, there  are  other  alternatives. 
They  can  live  off  their  accumulated 


financial  reserves  temporarily,  or  they 
can  even  move  into  the  capital  mar- 
kets to  finance  their  deficits  just  as 
the  nonoil  LDCs  have. 

"Events  are  going  to  test  OPEC  a 
good  bit  as  a  cartel,"  says  Exxon's 
Chairman  Clifton  C.  Garvin.  "But 
they've  had  a  remarkable  facility  in 


the  last  few  years  to  hang  together." 

Despite  the  continuing  glut  and  the 
steady  slackening  in  demand,  OPEC 
is  in  one  sense  even  stronger  now 
than  it  was  a  decade  ago.  Despite  the 
sharp  decline  in  Iranian  and  Iraqi  pro- 
duction, the  Gulf  producers — Saudi 
Arabia,  Iran,  Iraq,  Kuwait  and  the 


Catch  22:  the  Red  menace 


Whence  will  come  the  big  po- 
litical or  economic  pressure 
that  will  send  oil  prices  soaring 
again?  The  Soviet  Union  is  one 
possibility.  According  to  our  Cen- 
tral Intelligence  Agency,  the  Sovi- 
ets are  fast  running  out  of  easily 
available  oil.  The  Soviet  Union,  of 
course,  is  far  and  away  the  world's 
largest  oil  producer,  with  output 
last  year  of  about  12  million  barrels 
a  day.  That's  much  more  than  the 
Russians  need  themselves,  and  so 
the  excess  has  regularly  gone  into 
the  world  market — primarily  co 
the  Russian  satellites  in  Eastern 
Europe.  The  oil  is  sold  to  the  satel- 
lites at  well  below  world  prices  as  a 
sort  of  invisible  foreign  aid, 
strengthening  the  U.S.S.R.'s  politi- 
cal ties  to  the  region  with  econom- 
ic ones. 

In  a  controversial  1977  report, 
however,  the  CIA  concluded  that, 
by  1985,  far  from  exporting  3  mil- 
lion barrels  a  day,  the  Russians  and 
their  Eastern  European  satellites 
could  be  importing  3.5  million  to 
4.5  million  barrels  a  day.  Oilmen 
have  been  arguing  about  that  ever 


since.  The  Russians,  after  all,  have 
vast  undeveloped  oil  reserves. 
Trouble  is,  they're  concentrated  in 
the  difficult  and  inaccessible  ter- 
rain of  eastern  Siberia. 

There  is  some  indication  these 
days  that  the  CIA  may  have  been 
right.  In  January  the  Russians  were 
reported  to  have  decided  to  cut  ex- 
ports to  Eastern  Europe  by  about 
10%  over  the  next  three  years,  and 
in  mid-February  they  conceded 
that  so  far  this  year  their  oil  oper- 
ations had  not  met  production 
goals.  Certainly  any  move  by  the 
Communist  bloc  into  the  Western 
oil  markets  could  provide  unex- 
pected support  for  sagging  world- 
wide oil  prices. 

For  the  U.S.,  Russian  oil  poses 
something  of  a  Catch  22  situation. 
In  denying  the  Russians  the  deep- 
drilling  technology  they  need  to  de- 
velop their  eastern  oil  fields  and  in 
seeking  to  deprive  Europe  of  the 
Russian  natural  gas  that  it  needs  to 
reduce  its  dependence  on  imported 
oil,  the  U.S.  makes  it  much  more 
difficult  for  the  world  to  ease  its 
energy  problem. — J.C. 


Number  one 


As  Soviet  oil  production  zoomed  over  the  past  decade,  its  exports — 
mainly  to  its  satellites  in  Eastern  Europe — rose  steadily.  But  with 
Soviet  production  leveling  off  in  recent  years,  the  Communist  bloc 
may  soon  have  to  move  into  the  world  market  for  supplies. 
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Where  "conservation"  is  a  bad  joke 


OPEC  has  pushed  the  world's 
poorer  nations  to  the  brink  of 
bankruptcy — a  bankruptcy  averted 
only  by  the  banks'  willingness  to 
recycle  petrodollars  as  massive 
loans  to  the  poorer  countries.  In 
1979  the  less  developed  countries 
consumed  1 1  million  barrels  of  oil 
a  day — just  about  a  quarter  of  the 
Free  World's  42-million-barrel-a- 
day  consumption — but  the  way  de- 
mand is  growing,  the  less  devel- 
oped countries  ought  to  be  con- 
suming 1 7  million  barrels  a  day  by 
the  end  of  the  1980s,  about  a  third 
of  the  world's  total. 

Can't  they  conserve?  Can't  they 
restrain  growth?  Hardly.  Their 
populations  are  growing  alarm- 
ingly, and  their  standards  of  living 
are  already  perilously  low.  "What 
drives  oil  demand  in  the  develop- 
ing world,"  says  Ernest  Stern,  vice 
president  of  the  World  Bank,  "is 
simply  the  growth  of  the  econo- 
my— the  development  process  it- 
self, not  the  individual  consumer's 
purchasing  power." 

As  for  the  nonoil  LDCs,  their 
balance  of  payments  deficits  rose 
from  $1.9  billion  in  1971  to  $64 
billion  in  1980,  and  they  went  on 
buying  oil  only  because  the  banks 
had  lent  them  nearly  $300  billion  by 
1 980,  up  from  $54  billion  in  1 97 1 . 

In  addition  to  having  to  pay 
some  15  times  as  much  for  oil,  the 
poor  countries  now  have  to  pay  8 
to  9  times  as  much  in  debt  service. 
They  are,  all  of  them,  still  solvent 
only  because  declaring  them  in  de- 
fault would  just  make  a  bad  situa- 
tion worse.  What  is  a  banker  to 


do — take  over  the  country? 

Can  this  kind  of  thing  go  on  for- 
ever? The  commercial  banks  claim 
to  be  at  the  end  of  their  tether,  and 
the  World  Rank  lacks  the  resources 
to  finance  more  than  10%  of  what 
will  be  needed.  Even  OPEC's  sur- 
pluses— which  have  provided  a 
continuing  source  of  financing — 
are  expected  to  disappear  in  a  cou- 
ple of  years. 

Is  there  any  way  out?  The  best 
hope  is  that  the  poorer  countries 
could  develop  oil  on  their  own. 

In  terms  of  energy,  the  less  de- 
veloped countries  are  still  unex- 
plored territory.  In  1979,  64  wells 
were  drilled  in  the  nonoil  LDCs,  vs. 
14,000  in  the  OECD  countries,  so 
the  potential  has  to  be  consider- 
able. Morocco,  Egypt,  Peru  and 
some  of  the  West  African  countries 
have  already  found  oil,  and  the  Su- 
dan may  turn  out  to  have  one  of 
the  world's  giant  oilfields.  Stern 
thinks  that  LDCs  ought  to  be  able 
to  generate  1.5  million  to  2  million 
barrels  a  day  within  a  decade.  The 
World  Bank  had  wanted  to  set  up  a 
$25  billion  special  lending  agency 
to  finance  energy  development  in 
the  LDCs,  but  it  got  no  encourage- 
ment from  the  U.S.,  which  wants 
to  let  private  industry  do  the  job. 
Private  industry  is  willing — if  the 
terms  are  fair. 

But  here's  the  rub:  It  will  be  ex- 
pensive oil — hard  to  find,  costly  to 
develop.  Finding  it  and  developing 
it  is  only  practical,  therefore,  if  oil 
prices  remain  high.  The  oil  glut,  it 
seems,  is  as  bad  for  OPEC's  cus- 
tomers as  for  OPEC  itself. — J.C. 


Emirates — still  generate  roughly  two- 
thirds  of  OPEC's  total  output.  The  U.S. 
especially  has  become  more  vulner- 
able, buying  over  22%  of  its  imports 
from  the  Middle  East,  vs.  10%  in  1973. 

In  the  end,  Saudi  Arabia  is  the  key. 
It  produced  43.7%  of  OPEC's  total 
output  last  year,  vs.  28%  in  1976,  and 
still  boasts  the  world's  richest  re- 
serves. But  that  is  only  half  of  the 
country's  strength.  With  a  native  pop- 
ulation of  perhaps  5  million,  Saudi 
Arabia  does  not  have  the  huge  eco- 
nomic demands  of  an  Indonesia,  a  Ni- 
geria or  a  Mexico.  A  poor  man  with 
no  money  and  lots  of  kids  can't  afford 
to  be  unemployed;  a  rich  man  with  a 
few  kids  and  a  fat  bank  account  can. 

As  proprietor  of  the  world's  largest 
oil  reserves,  Saudi  Arabia  has  a  vested 
interest  in  seeing  the  oil  era  extended 
for  as  long  as  possible.  That  means 
pricing  its  product  at  a  level  that  will 
prevent  the  development  of  alterna- 
tive fuels.  It  means  trying  to  maintain 
stable,  if  steadily  rising,  prices  as  well, 
so  the  customer  can  absorb  them 
without  damaging  his  economy. 

The  Saudis'  objectives  were  neat- 
ly distilled  a  year  or  two  back  in 
a  report  of  OPEC's  long-term 
strategic  policy  committee  (Forbes, 
Jan.  19,  1981 ).  The  report  advocated  a 
program  of  steadily  increasing  the"  real 
price  of  oil  in  the  face  of  inflation. 
Intelligent  greed,  enlightened  self-in- 
terest even.  Milking  the  cow,  but  not 
starving  her  to  death.  That  would 
mean  an  annual  price  increase  of  may- 
be 10%,  a  doubling  in  prices  every  7Yi 
years.  That  orderly  and  rational  pro- 
gram is  now  in  the  "deep  freeze,"  as 
Saudi  Oil  Minister  Ahmed  Zaki  Ya- 
mani  puts  it,  the  victim  of  the  present 
oil  surplus.  In  its  place  is  uncertainty 
and  prospective  disaster.  "You're  not 
going  to  get  a  long  period  of  steady 
movement  of  oil  prices  in  one  direc- 
tion or  the  other,"  says  Philip  Ver- 
leger.  "The  world  just  doesn't  work 
that  way." 

But  to  mistake  this  instability  as 
the  prelude  to  the  collapse  of  OPEC  or 
a  long-range  oversupply  of  oil  is  like 
maintaining  the  climate  is  changing 
because  we  happen  to  have  a  warm 
day  in  January.  In  oil,  we  may  have  a 
series  of  warm  days,  but  the  basic 
climate  still  has  not  changed. 

To  sustain  the  price  at  current  levels 
of  demand,  Saudi  Arabia  has  already 
cut  back  production  in  the  last  six 
months,  from  1 0  million  to  8.5  million 
barrels  a  day,  and  Yamani  has  said 
repeatedly  that  his  country  may  well 
cut  even  further.  The  kingdom  needs 
6.5  million  barrels  a  day  to  finance  the 
$235  billion  development  program  it 
expects  to  complete  in  1985,  and  it 


Staying  afloat 

As  oil  prices  shot  up,  so  did  the  balance  of  payments  deficits  of  nonoil 
less-developed  countries.  But  so  far  the  LDCs  have  been  able  to  plug 
the  gap  with  borrowed  money  and  keep  both  their  development 
programs  and  their  emerging  economies  growing  briskly.  Many  have 
been  unable  to  service  the  debt  they  have,  however,  and  the  big 
question  is:  How  much  longer  can  the  banks  keep  them  going? 
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Under  control 

Not  even  the  1973  price  runup  could  diminish  the  U.S.'  hunger  for  imported 
oil.  But  since  the  second  runup  in  1979,  all  that  is  changing.  But  not 
changing  enough  to  give  the  U.S.  the  energy  security  it  needs. 
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also  needs  6.5  million  barrels  a  day  to 
provide  the  associated  gas  it  needs  to 
support  its  new  petrochemical  indus- 
tries. Thus,  some  analysts  argue,  that 
6.5  million  constitutes  an  irreducible 
production  minimum. 

But  Yamani  dismisses  such  simplifi- 
cations. The  kingdom,  he  has  said, 
could  conceivably  cut  back  to  as  little 
as  3  million  or  4  million  barrels  a  day  if 
it  had  to.  And  maybe  it  will.  Nobody 
knows  at  this  point,  including  the  Sau- 
dis very  probably.  But  by  the  end  of 
this  year  Saudi  Arabia's  financial  sur- 
plus will  probably  run  around  $200 
billion.  Given  the  factions  among  Ibn 
Saud's  progeny  that  are  opposed  to 
rapid  development,  a  cut  in  production 
might  not  be  entirely  unwelcome. 

Tl  he  world's  current  oil  surplus 
seems  to  be  somewhat  less 
than  2  million  barrels  a  day, 
maybe  4%  of  world  production,  but 
the  Saudis  might  have  to  cut  back 
much  further  than  2  million  barrels  to 
eliminate  the  present  surplus  entirely. 
Last  November's  cutback  has  already 
been  offset  by  increases  in  Nigerian 
production,  and  a  cut  to  6.5  million 
barrels  a  day  might  simply  enable  Ku- 
wait, Libya  and  Algeria  to  recover 
their  earlier  production  levels.  Some 
optimists  have  read  into  this  situa- 
tion a  loss  of  control  by  OPEC  over 
price  and  production. 


"Saudi  Arabia  could  defend  the 
price  on  its  own,"  Yale's  Verleger 
says.  "They  could  go  down  to  4  mil- 
lion barrels  a  day  temporarily  and 
bring  the  whole  [glut]  process  to  a 
stop — on  their  own — right  now." 

"It's  maintaining  the  price  when 
there's  a  surplus  that  requires  real  cartel 
power,"  says  John  Lichtblau,  head  of 
New  York's  authoritative  Petroleum 
Industry  Research  Foundation.  "And 
they  have  been  able  to  do  that.  I  don't 
think  anybody  in  OPEC  is  deliberately 
going  to  undermine  the  floor  price." 

Why,  then,  the  current  glut? 
OPEC's  problem  is  in  part  a  matter  of 
timing.  OPEC  has  never  succeeded  in 
formally  prorationing  production 
among  its  membership,  and  so  lacks 
the  ability  as  yet  to  respond  quickly  in 
pricing  situations,  the  way  the  Federal 
Reserve  or  the  Bank  of  England  can  in 
a  currency  crisis.  But  it  is  learning. 

This  is  not  to  minimize  the  strains 
within  OPEC.  In  the  past  few  years 
the  pressures  within  the  cartel  have 
grown  increasingly  complex,  mixing 
politics  and  economics  in  bewildering 
and  even  contradictory  ways.  Tradi- 
tional price-hawks  like  Libya,  Nigeria 
and  Iran  want  a  larger  share  of  the  oil 
market,  even  at  the  cost  of  lower 
prices.  Saudi  Arabia's  neighbors  and 
cohorts  in  the  Persian  Gulf  tend  to 
resent  Saudi  dictation:  Kuwait  com- 


plains that  Saudi  Arabia  has  reduced 
its  market  from  1 .2  million  to  600,000 
barrels  a  day,-  the  Emirates  have  plans 
to  increase  production  by  900,000  bar- 
rels a  day  at  a  time  when  Saudi  Arabia 
itself  is  planning  to  add  1.5  million 
barrels  a  day  of  capacity. 

Most  important  of  all:  The  Iranian 
revolution  has  shifted  the  power  bal- 
ances within  the  region  and  within 
OPEC  itself,  widening  the  abyss  be- 
tween Saudi  Arabia  and  its  ancient 
enemy,  Iran,  drawing  Saudi  Arabia 
and  leftist  Iraq  much  closer  together. 
One  analyst  even  argues  that  Saudi 
Arabia's  refusal  to  increase  prices  a 
year  ago  had  less  to  do  with  econom- 
ics than  with  a  desire  to  deprive  Iran 
of  badly  needed  additional  revenues 
and  to  discipline  Libya  for  its  outspo- 
ken opposition  to  Iraq. 

W1  hat  happens  if  all  that  Iraqi 
and  Iranian  oil  comes  sudden- 
ly flooding  back  into  the  world 
markets?  The  Iranian  revolution  and 
then  the  Iraqi-Iranian  war  took  close 
to  7  million  barrels  of  oil  off  the  world 
market.  Though  the  war  still  rages, 
both  countries  want  to  raise  their  pro- 
duction to  4  million  barrels  a  day,r.\  1 
million  or  fewer  currently,  and  Iraq  has 
ambitions  of  going  to  6  million  barrels 
a  day  within  a  few  years. 

Won't  all  this  extra  oil  more  than 
offset  any  Saudi  cutbacks?  In  the  real 
world,  restoring  Iraqi  and  Iranian  pro- 
duction will  be  easier  said  than  done. 
Neither  Iran  nor  Iraq  has  hesitated  to 
attack  the  other's  oil  facilities.  The 
Iranians  have  blown  up  Iraq's  ship- 
ping terminal  in  the  Gulf,  while  ter- 
rorists have  periodically  shut  down  its 
pipeline  access  to  the  export  market 
through  Turkey,  Syria  and  Lebanon. 

Peace  would  not  necessarily  restore 
order  and  discipline  to  Iran,  however, 
nor  end  the  threat  of  an  internal  up- 
heaval in  Iraq.  Dictator  Saddam  Hus- 
sein has  scarcely  covered  himself  with 
glory  in  the  war,  and  Iran's  sectional 
interests  threaten  it  with  chaos. 

Saudi  Arabia  sees  Iran  as  a  major 
force  for  trouble  in  the  region.  Along 
with  Kuwait,  Qatar  and  the  Emirates, 
it  loaned  $14  billion  to  Iraq  to  tide  it 
over  its  present  financial  difficulties, 
at  a  time  when  Iran's  own  reserves 
have  dwindled  to  under  $2  billion. 
Last  May,  Saudi  Arabia  and  the  other 
Gulf  states  organized  the  Gulf  Coop- 
eration Council  to  ensure  security  and 
stability  in  the  region.  There's  no 
question  that  the  council's  principal 
villain  is  Iran,  and  with  good  reason. 
Three  times  Iran  has  bombed  Ku- 
wait's territory  to  discourage  its  sup- 
port for  Iraq,  and  it  supposedly  pro- 
moted an  unsuccessful  coup  in  Bah- 
rain in  December  that  was  engineered 


Mega-project  lending 
isa  balancing  act 
few  banks  have  mastered. 

has  yours? 


If  you  have  ever  been 
involved  in  project 
financing  which  requires 
loan  syndication,  you  know  it's 
not  a  two-step  process.  Rather,  it  is 
a  simultaneous,  creative  inter- 
action between  two  spheres  of 
knowledge  which  must  be  brought 
into  balance. 

Simply  put,  a  project 
loan  must  be  designed  to  meet  the 
criteria  of  both  buyer  and  seller, 
at  a  price  which  fulfills  the  objec- 
tives of  both.  It's  a  balancing 
process  -  both  an  art  and  a  science 
-  at  which  Bank  of  Montreal 
excels.  We  have  compiled  an 
impressive  record  of  syndi- 
cated financings  for  major  projects. 
But,  more  importantly,  we  have 
earned  the  respect  of  our  peers 
among  international  lenders  who 
have  consistently  voted  us  one  of 
the  most  professional  syndicate 
managers  in  the  business. 

On  one  side,  we  have  the 
proven  expertise  required  to 
accurately  assess  technical  risk,  the 


financial  engineering  skills  to 
structure  the  loan,  and  a  capital  base 
large  enough  to  make  a  major 


underwriting  commitment. 

On  the  other, 
Bank  of  Montreal  specialists  in 
loan  syndication  have  the  global 
experience  and  professional  re- 
spect of  key  project  banks,  as  well 
as  up-to-the-minute  awareness 
of  their  current  lending  posture. 

That's  where  the  balanc- 
ing comes  in.  Our  team  carefully 
weighs  all  these  factors  to  custom 
design  a  proposal  which  meets  the 
requirements  of  acceptable  risk  and 
yield.  Then  they  select  a  banking 
group  so  that  it  forms  a  broad, 
flexible  base  of  support  which  is 
compatible  with  both  your  short- 
term  needs  and  your  longer 
term  relationship  objectives. 

Which  is  good  to  remem- 
ber when  you're  weighing 
the  capabilities  of  a  project  bank. 
Contact  your 
Bank  of  Montreal' Account 
Manager,  or  Project  Finance, 
Merchant  Banking  Group,  First 
Canadian  Place,  Toronto,  Canada. 
Telex:  06524041. 


in  part  by  pro-Iranian  Saudi  Shiites. 
It's  a  safe  bet,  then,  that  OPEC  will  be 
prepared  to  cope  with  the  situation 
when  Iranian  oil  and  Iraqi  oil  start 
flowing  copiously  again — if  and  when 
it  does  start  flowing  copiously. 

Actually,  Mideastern  dissension 
could  ps  easily  lead  to  cutbacks 
i  and  disruptions  in  supply  as  to 
a  breakup  of  OPEC.  Whatever  current 
pressures  supply  and  demand  may 
bring  on  price,  they  are  nothing  be- 
side the  impact  another  political  up- 
heaval could  have,  including  the  oft- 
predicted  overthrow  of  the  present 
S^udi  regime.  Harvard's  Mossavar- 
Rahmani  expects  such  an  interrup- 
tion to  occur  in  the  mid-Eighties,  ei- 
ther because  of  a  political  disruption 
or  because  of  a  decision  to  cut  back 
production,  a  shock  he  figures  could 
send  prices  into  the  $70-to-$80  range. 

So  the  U.S. — and  the  world,  for  that 
matter — has  become  more  vulnerable 
rather  than  less.  We  are  all  more  de- 
pendent on  the  Middle  East  than  we 
used  to  be  and  can  no  longer  count  on 
the  international  cil  companies  to  al- 
locate supply  as  efficiently  as  they  did 
during  the  1973-74  embargo.  Then 
they  marketed  over  90%  of  the 
world's  oil;  today  they  handle  no 
more  than  50%.  The  International 
Energy  Agency  has  inherited  the  re- 
sponsibility, but  it's  unlikely  to  have 
either  the  expertise  or  the  political 
authority  necessary  to  do  the  job. 

The  conclusion  seems  inescapable: 
Whether  it  lasts  six  months  or  three 
years,  the  so-called  glut  is  only  a  cor- 
rection and  not  a  change  in  the  funda- 
mental conditions  of  supply.  It  is  not 
the  coming  of  spring,  but  that  rare 
sunny  day  in  January. 

And  that  is  where  the  great  oil 
swindle  comes  in,  the  great  self-delu- 
sion. The  current  price  weakness  is 
not  necessarily  good  for  us.  Ever  since 
1974,  production  outside  of  OPEC  has 
been  steadily  rising,  increasing  by 
nearly  a  third  in  under  eight  years. 
What  has  made  much  of  that  increase 
possible  is  the  sharp  rise  in  the  inter- 
national oil  price.  Only  last  Decem- 
ber, for  example,  Atlantic  Richfield 
conceded  t  was  the  1979-80  price  in- 
creases that  really  justified  putting  its 
new,  high-cost  Kuparuk  field  in  Alas- 
ka into  full  production.  The  result  is 
that  there  are  now  plenty  of  compa- 
nies— and  countries  outside  OPEC — 
that  are  vulnerable  to  any  decline  in 
the  price  of  oil. 

The  U.S.  government's  interest  in 
avoiding  prolonged  price  weakness  in 
oil  is  especially  strong.  Some  $24  bil- 
lion of  its  fiscal  1982  tax  revenues  will 
come  from  the  windfall  profits  tax, 
and  every  $1  drop  in  the  price  of  oil, 


Philip  Verleger  calculates,  will  cost 
the  Treasury  $1.4  billion. 

Higher  prices  are  also  the  best  hope 
of  preserving  what's  left  of  the  U.S. 
synfuels  program — oil  shale,  coal  gas- 
ification and  liquefaction.  The  truth  is 
we  still  need  a  synfuels  program  every 
bit  as  much  as  we  ever  did.  Not  only 
does  such  a  program  serve  to  warn 
OPEC  that  there  really  are  limits  to 
how  high  its  prices  can  go,  it  also 
offers  hope  of  providing  the  U.S.  with 
the  energy  security  it  needs  in  the 
event  of  a  disruption  in  worldwide 
supplies.  "Oil  is  so  essential  to  our 
economic  and  strategic  well-being," 
says  New  York  oil  consultant  Walter 
Levy,  "that  we  would  be  unwise  not 
to  try  to  reduce  or  eliminate  our  de- 
pendence on  oil  imports." 

With  its  very  national  existence  at 
stake,  South  Africa  has  been  prepared 
to  pay  the  price  for  energy  autonomy, 
through  its  Sasol  coal-gasification 
project.  The  price  of  a  U.S.  synfuels 
program  could  be  equally  high,  but  it 
would  still  probably  be  a  lot  cheaper, 
more  productive  and  more  reliable 
than  the  billions  the  U.S.  is  commit- 
ting these  days  to  defending  the  Per- 
sian Gulf.  At  today's  prices,  oil  shale 
at  least  seems  to  be  just  at  the  point  of 
becoming  economic,  but  who  is  going 
to  put  up  hundreds  of  millions  of  dol- 
lars without  some  protection  against 
a  drop  in  price?  Exxon,  Union  Oil  and 
Occidental  are  going  ahead  with  their 
Colony,  Parachute  Creek  and  Logan 
Wash  projects,  but  Occidental,  Ten- 
neco  and  Exxon,  among  others,  have 
postponed  or  abandoned  various  other 
long-standing  proposals. 

Higher  prices  have  also  been 
crucial  in  enabling  the  U.S.  to 
stabilize  its  declining  domes- 
tic oil  production,  making  it  econom- 
ic to  undertake  projects  that  were  too 
costly  to  attempt  before — small  reser- 
voirs, secondary  recovery,  deep-drill- 
ing prospects.  The  long-delayed  de- 
control of  U.S.  oil  prices  three  years 
ago  touched  off  a  drilling  boom  of 
unprecedented  proportions.  Investors 
funneled  billions  into  oil  and  gas  drill- 
ing programs,  and  domestic  drilling 
soared  21%  in  1980,  29%  in  1981.  But 
it  now  seems  only  a  matter  of  time 
before  weakening  oil  prices  affect 
drilling  as  they  already  have  U.S.  oil 
company  profits.  Drilling  costs  are 
rising  more  rapidly  than  prices,  de- 
mand is  weakening  and  a  squeeze  is 
inevitable. 

Mitterrand  came  to  power  in  France 
promising  an  end  to  unemployment 
and  an  increase  in  government  pro- 
grams. In  the  U.S.  the  pressures  mount 
daily  on  President  Reagan  and  Federal 
Reserve  Chairman  Paul  Volcker  to 


stimulate  the  economy,  to  cease  in- 
flicting the  relatively  modest  amount 
of  pain  their  anti-inflation  policies 
have  caused  so  far.  In  time,  in  the 
democracies  at  least,  these  pressures 
will  become  irresistible.  And  when 
they  do,  good-bye  to  the  oil  glut. 

T limed  properly,  a  U.S.  tax  on 
imported  oil  would  help;  it 
would  further  encourage  conser- 
vation and,  by  putting  pressure  on  the 
world  price,  make  it  more  difficult  for 
OPEC  to  raise  its  own  prices  later  on. 
But  how  does  the  government  tell  the 
American  people  that  oil  prices  are 
going  up,  just  when  some  relief 
seemed  in  sight?  Forbes  recently 
asked  a  prominent  U.S.  senator  what 
he  thought  of  such  an  import  tax.  He 
replied,  in  all  honesty,  that  he  thought 
it  would  be  good  for  the  country  but 
he  would  vote  against  it  anyhow:  His 
constituents  need  oil  to  stay  warm 
and  gasoline  to  drive  to  work. 

New  York-based  consultant  Walter 
Levy  is  one  of  the  world's  shrewdest 
observers  of  the  oil  scene.  Levy  warns 
against  a  return  to  the  complacency 
that  beset  the  U.S.  in  the  late  Seven- 
ties, when  consumption  recovered 
from  the  first  oil  shock  and  again  re- 
sumed its  rise.  "It  is  quite  certain,"  he 
says,  "that  if  there  is  any  substantial 
recovery,  demand  to  a  considerable 
extent  will  go  up  again." 

Therefore,  before  you  sell  your  last 
share  of  oil  stock,  *rade  your  compact 
for  a  gas-guzzler  and  heave  a  sigh  of 
relief  at  the  end  of  the  oil  crisis,  con- 
sider the  realities. 

Any  way  you  look  at  the  situation, 
it  is  an  unholy  mess.  Far  from  fading 
away,  the  energy  problem  is  as  threat- 
ening as  ever.  Long-term  supplies  are 
limited,  and  control  of  most  of  the 
world's  crude  reserves  remains  con- 
centrated in  a  few  Middle  Eastern 
countries.  And  the  damage  the  oil 
price  increases  have  done  to  the  world 
economy  is  still  unrepaired.  The  ener- 
gy problem  explains  in  good  part  why 
the  U.S.  savings  rate  has  fallen  so  far; 
why  capital  investment  has  become 
less  profitable;  why  the  current  reces- 
sion is  so  intractable. 

"We  read  there  is  no  longer  an  oil 
gap,"  says  Ulf  Lantzke,  executive  di- 
rector of  the  International  Energy 
Agency.  "But  there  is  still  an  oil  gap, 
only  now  it  is  expressed  in  the  num- 
ber of  unemployed." 

"Price  changes  in  oil  will  not  be 
gradual,"  says  energy  expert  Melvin 
Conant  philosophically,  "not  orderly 
or  gradual.  There  will  be  the  same 
kind  of  surging  we  experienced  in  the 
Seventies." 

The  oil  crisis  is  over?  Who's  kid- 
ding whom?  ■ 
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THE  PITNEY  BOWES  ELECTRONIC  MAIL-PROCESSING  SYSTEM, 


It's  a  totally  integrated,  totally  electronic  mail-processing 
system.  The  most  dramatic  advance  in  mailroom  technology 
since  Pitney  Bowes  introduced  the  postage  meter  61  years 
ago.  You  get  more  control,  more  accuracy,  more  speed, 
more  economy  than  ever  before  possible. 

There's  an  electronic  postage  meter  and  mailing 
machine.  Fast,  simple  push-button  keyboard.  Quickly 
gives  you  meter-stamped  and  sealed  mail.  Modular  weighing 
and  accounting-interface  capability  for  easy  expansion,  if 
needed.  Provides  a  moistened  tape  for  parcels  shipped  via 
U.S.  PS.  Add  the  Pitney  Bowes  electronic  parcel  register 
for  shipping  parcels  via  private  shipping  companies  such  as 
U.PS. 

You  get  built-in  remote  meter  resetting.  Buy  any 

amount  of  postage  by  phone.  One  toll-free  call*  is  all  it  takes 
— no  more  extra  trips  to  the  post  office. 

Accurate  electronic  scales.  Have  decision-making 


capability.  Central  operator  control  saves  time,  minimizes 
errors,  and  provides  total  communications  between  weigh- 
ing, metering,  accounting  and  documenting  functions. 

Electronic  postage  accounting  system.  Gives 
accurate,  trouble-free  accountability  on  postage  expendi- 
tures by  department  or  account,  by  batch,  and  by  day,  week, 
month.  Supplies  a  printed  record. 

The  super  efficient,  cost-saving  Pitney  Bowes  Elec- 
tronic Mail-Processing  System.  There's  never  been  any- 
thing like  it  before.  And,  it  comes  to  you  from  Pitney  Bowes, 
the  reliable  company  that  services  what  it  makes  in  119 
countries  throughout  the  world. 

#  Pitney  Bowes 

World  leader  in  mailing  systems. 


For  more  information,  call  toll  free  anytime  (except  Alaska  and  Hawaii)  800-621-5199  (in  Illinois  800-972-5855)  Or  write  Pitney  Bowes,  1 721  Pacific  Street,  Stamford 


It  isn't  just  the  autoworkers  who  are  mak- 
ing wage  concessions.  So  are  the  building- 
trades  unions — although  you  aren't  likely 
to  hear  too  much  about  it. 

Hard  hats 
soften  up 


By  Anne  Field 

Dale  Marr  is  business  manager 
of  Operating  Engineers  Local 
3,  and  he  isn't  a  happy  man 
these  days.  His  California-based 
35,000-member  local  is  the  largest  in 
the  AFL-CIO's  powerful  building- 
trades  department.  Employment, 
however,  is  down  more  than  3  million 
man-hours  since  1980 — and  Marr  has 
picked  up  a  refrain  that  is  now  all  too 
familiar  among  labor  leaders.  "The 
guys  hate  to  give  up  anything,"  he 
explains,  "but  when  times  get  tough 
enough,  you  change." 

Indeed  you  do,  for  two  reasons.  The 
recession  has  brought  the  steepest  de- 
cline in  building-trades  demand  since 
1975.  And  this  slump  accelerates  the 
recent  swing  toward  open-shop  oper- 
ations. High  wage  demands  and  re- 
strictive work  rules  led  many  employ- 
ers to  set  up  nonunion  affiliates  even 
in  good  times.  But  now  organized  la- 
bor may  have  only  40%  of  the  total 
construction  market — down  10% 
from  the  early  Seventies. 

By  some  measures  the  15  often- 
feuding  unions  that  make  up  the 
Building  &  Construction  Trades  De- 
partment (AFL-CIO)  still  look  invinci- 
ble. In  spite  of  economic  difficulties, 
1981  bargaining  won  an  average  first- 
year  wage  increase  of  a  whopping 
13.5%,  according  to  the  Bureau  of  La- 
bor Statistics.  That's  4.5%  more  than 
the  average  for  all  other  industries. 

There's  a  dark  side  to  these  gains, 
however.  "Unemployment-inducing 
high  wage  bargains  have  been  ram- 
pant in  the  industry  for  the  past  three 
years,"  says  Audrey  Freedman,  a  labor 
economist  at  the  Conference  Board, 
an  economic  think  tank.  Building- 
trades  employment  is  off  11%  from 
its  high  in  1980.  This  can  put  Marr 
and  other  once-unassailable  local  la- 


bor officials  squarely  on  the  defensive. 
Just  like  the  United  Auto  Workers, 
they're  making  concessions.  But 
much  of  what  happens  in  the  building 
trades  occurs  piecemeal  and  without 
publicity. 

In  September,  for  example,  Marr's 
local  negotiated  a  "custom  contract" 
in  California,  similar  to  agreements 
previously  negotiated  in  Utah  and 


Worker  at  open-shop  construction  site 


When  times  get  tough, youchange. 


northern  Nevada.  This  reduces  the 
number  of  work  classifications  from 
260  to  6  and  cuts  wages  and  fringe 
benefits  by  about  15%.  The  agree- 
ment, signed  with  the  several  dozen 
California  contractors,  applies  only  to 
smaller  jobs  in  the  northern  part  of 
the  state — where  open-shop  construc- 
tion has  grown  by  100%  in  the  last  six 
or  so  years.  A  similar  agreement  in 
Utah,  Marr  says,  turned  things  around 
for  his  local.  Seven  years  ago  the  oper- 
ating engineers  reported  no  private 
work  there  at  all,  but  in  1981  they 
logged  500,000  man-hours. 

Similar  agreements  are  now  on  the 
books  from  Maine  to  Washington, 
D.C.,  but  these  sporadic  concessions 
are  not  the  only  reaction  to  the  cur- 


rent challenge.  Labor  is  also  flexing  its 
pension  muscle.  Building-trades  locals 
will  invest  some  $5  billion  in  pension 
funds  over  the  next  year.  "We're  going 
to  be  darn  sure  that  the  money  loaned 
by  our  managers  is  not  going  to  people 
who  are  doing  nonunion  work,"  says 
Al  Silverman,  of  the  Building  &  Con- 
struction Trades. 

In  some  places,  of  course,  construc- 
tion unions  retain  their  turf  using 
more  direct  means  of  persuasion.  In 
urban  fortresses  like  New  York,  Phila- 
delphia and  Chicago,  the  threat  of  vio- 
lence— often  with  no  intervention 
from  the  police — is  a  powerful  moti- 
vator. Schnabel  Associates,  for  exam- 
ple, is  an  open-shop  suburban  Phila- 
delphia contractor.  It  recently  video- 
taped picketing  at  five  projects  and 
recorded  an  explosive  being  hurled  at 
the  hood  of  a  pickup  truck.  "In  lots  of 
places,  you  can't  build  nonunion,  be- 
cause whatever  you  build  will  be  de- 
stroyed," says  one  labor  expert. 

Such  tough  tactics,  however,  are 
useful  largely  as  a  way  of  keeping  jobs 
in  areas  where  the  building  trades  are 
powerful.  They  don't  help  penetrate 
new  markets  such  as  Sunbelt  cities. 
There,  a  more  imaginative  approach 
to  organizing  is  necessary  and,  with 
today's  competitive  pressures,  unions 
show  signs  of  getting  the  message. 

The  AFL-CIO,  for  example,  is  run- 
ning a  new  organizing  campaign  in 
Houston,  a  major  nonunion  center. 
To  tackle  this  market,  an  array  of 
unions — ranging  from  building  trades 
to  hospital  workers — is  staging  a  joint 
organizing  effort.  That  kind  of  team- 
work is  unusual  in  the  labor  move- 
ment. "They're  pitching  in  together 
and  that's  a  first,"  says  the  Confer- 
ence Board's  Freedman. 

For  such  creative  organizing  to  pay 
off,  construction  unions  will  have  to 
emphasize  their  economic  selling 
points — not  the  threat  of  violence. 
Under  competitive  conditions,  many 
contractors  actually  prefer  a  closed 
shop.  It's  quick  and  easy  to  tell  the 
union  hiring  hall  to  round  up  workers. 
What's  more,  construction  unions 
have  traditionally  conducted  training 
programs  of  a  much  higher  quality 
than  the  schooling  provided  by  open- 
shop  companies. 

The  significance  of  all  this  isn't  just 
that  the  once-autocratic  building 
trades  are  now  frequently  on  the  de- 
fensive. The  pressures  of  recession  are 
forcing  these  elite  unions  to  respond 
realistically  to  the  demands  of  the 
marketplace.  That's  a  healthy  situa- 
tion all  around — for  contractors  be- 
cause it  helps  keep  costs  down,  and 
for  union  members  because  it  helps 
them  hold  on  to  their  jobs.  ■ 
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When  a  family  keeps  making 
all  the  right  moves... 

It  must  be  USLIFE. 

In  the  quest  for  growth,  some  companies 
move  haphazardly  to  where  they  want  to  go. 

But  not  USLIFE.  Because  behind  every 
move  of  USLIFE  is  a  carefully  conceived  game 
plan.  A  strategy  directed  by  a  management  team 
that  knows  precisely  which  move  to  make.  And 
helped  by  an  uncanny  ability  to  outmaneuver 
the  competition. 

Result:  After  just  15  years  of  existence, 
USLIFE  now  has  assets  of  more  than  $3  billion. 
USLIFE  ranks  as  one  of  the  largest  life  insurers 
in  the  nation.  What's  more,  USLIFE  is  widely 
recognized  as  an  innovative  force  in  the  business 
it  knows  best — life  insurance.  And,  even  in  times 
like  these,  USLIFE's  momentum  continues  to 
be  nothing  short  of  surprising. 

How  else  is  USLIFE  meeting  the  challenges 
head-on?  Get  our  annual  report  and  latest  quar- 
terly earnings  by  writing  to  Dept.  M,  USLIFE 
Corporation,  125  Maiden  Lane,  New  York,  NY 
10038.  Or  call  212-709-6226. 


Our  family  of  companies. 
Life  Insurance  Financial  Services 


The  United  States  Life 
Insurance  Company 
USLIFE  Life  Insurance 
Company  of  California 
USLIFE  Credit  Life 
Great  National  Life 

Old  Line  Life  

All  American  Life 
Lincoln  Liberty  Life 


USLIFE  Advisers,  Inc. 

USLIFE  Credit  Corporation 

USLIFE  Equity  Sales 

USLIFE  Realty  

USLIFE  Real  Estate  Services 

USLIFE  Systems  

USLIFE  Title  Insurance 
Company  of  Dallas 


Sooner  Life   USLIFE  Title  Insurance 

Security  of  America  Life         Company  of  New  York 


U3.IFE 

life  is  a  family  affair 


'They  don't  teach  you  about  bankruptcies 
in  business  school"  says  one  accountant. 
Too  bad.  That  sort  of  knowledge  could 
make  you  a  lot  of  money. 

Congratulations, 
you're  bankrupt 


By  Richard  Greene 
with  Aaron  Bernstein 

Bobbie  Brooks.  McLouth  Steel. 
Morton  Shoe.  Sambo's  Restau- 
rants. With  such  companies  fil- 
ing for  bankruptcy,  joining  giants  like 
Itel,  City  Stores  and  White  Motor,  the 
number  of  business  failures  is  now  at 
a  20-year  high. 

As  more  and  more  firms  join  the 
black  roster  of  bankruptcies,  it  has 
become  just  as  important  for  inves- 
tors to  understand  corporate  closings 
as  startups.  Stories  abound  of  inves- 
tors who  made  fortunes  in  the  Inter- 
state Stores  bankruptcy,  from  which 
emerged  successful  Toys  'R'  Us,-  Day- 
lin,  which  was  bought  out  by  W.R. 
Grace  several  years  after  it  went  into 
Chapter  11;  and  of  course  Penn  Cen- 
tral, which  enriched  a  number  of 
lucky  bondholders. 

But  the  path  to  such  riches  is  rid- 
dled with  pitfalls.  Only  the  investor 
who  understands  what's  going  on  as  a 
company  moves  through  Chapter  1 1 
can  hope  to  come  out  a  winner. 

"They  don't  teach  you  about  bank- 
ruptcies in  business  school,"  says 
Robert  Swartz  of  the  accounting  firm 
Main  Hurdman,  who  has  worked 
with  such  major  Chapter  11  cases  as 
Miller- Wohl,  Daylin  and  Arlan  Retail- 
ers. "You  only  learn  the  rules  by  going 
through  one." 

Swartz  gets  up  from  behind  his  desk 
and  gestures  at  two  books  on  his 
shelves.  "You  see  those?  One  of  them 
has  all  the  old  bankruptcy  law  in  it, 
and  the  other  has  all  the  new  bank- 
ruptcy law.  I  never  look  at  either  of 
them.  This  is  a  business  of  negotia- 
tions more  than  anything  else." 

That's  for  sure.  The  real  action  in 
bankruptcies  rarely  happens  inside  a 
courtroom.  It  happens  in  rough-and- 
tumble  negotiations  where  bankers, 


trade  creditors,  bondholders,  stock- 
holders, management  and  labor  battle 
one  another  over  the  corporate  corpse. 

Take,  for  example,  the  heated  argu- 
ments that  have  gone  on  in  the  Allied 
Supermarkets  case.  Allied,  once  the 
eleventh-largest  supermarket  chain  in 
the  country,  filed  for  bankruptcy  sev- 
eral years  ago.  Management  was  able 
to  come  up  with  a  plan  that  suited  the 
banks  and  the  trade  creditors.  But  a 
group  of  bondholders  rebelled  because 
they  were  getting  only  30  cents  on  the 
dollar.  They  sued.  They  lost.  They  ap- 
pealed. They  lost.  And  on  and  on. 
These  bondholders  are  now  appealing 
a  judge's  decision  not  to  take  up  their 
last  appeal. 

Debates  like  this  can  drag  on  for 
years.  Look  at  the  W.T  Grant  case. 
Squads  of  lawyers  are  still  involved  in 
disposing  of  the  assets  of  the  huge 
retailer  that  went  under  in  1975.  The 
trade  creditors  who  sold  Grant  a  large 
portion  of  its  inventories  were  eager 
to  keep  the  company  going.  After  all, 
a  dead  Grant  wouldn't  buy  any  more 
toaster  ovens,  Monopoly  sets  or  lawn 
furniture.  For  a  while  it  looked  as  if  a 
restructured  Grant  was  going  to  come 


out  of  the  bankruptcy,  but  then,  the 
story  goes,  the  banks  chickened  out  at 
the  eleventh  hour.  Frederick  Ballon  of 
Ballon  Stoll  &.  Itzler  represented  the 
trade  creditors,  and  he  is  still  bitter: 
"There  are  a  lot  of  people  out  there 
who  think  that  W.T.  Grant  could 
have  survived  as  a  successful  com- 
pany if  only  the  banks  hadn't  pulled 
the  plug  out,"  he  says. 

The  new  bankruptcy  laws  have 
solved  all  these  problems,  right?  Not 
by  a  long  shot.  While  the  new  laws 
have  changed  things  for  the  lawyers 
and  accountants,  they  really  have 
changed  little  for  investors. 

The  three  main  changes  in  the  law: 

1)  Gone  is  the  old  Chapter  10, 
which  mandated  the  appointment  of 
a  trustee  and  a  specific  order  of  pay- 
ment in  a  bankruptcy.  This  effective- 
ly puts  an  end  to  the  time-consuming 
ploy  in  which  lawyers  would  try  to 
force  the  case  from  Chapter  1 1  to 
Chapter  10  in  order  to  get  a  trustee 
appointed. 

2)  The  company  involved  no  longer 
has  the  exclusive  right  to  come  up 
with  a  plan  for  restructuring.  Now 
management  has  only  120  days  to 
make  up  a  plan  acceptable  to  credi- 
tors. After  that  time  the  creditors  can 
propose  their  own  plans  to  the  court. 

3)  Through  a  good  part  of  the  coun- 
try there  are  now  U.S.  trustees  ap- 
pointed in  every  bankruptcy  proceed- 
ing. That  should  eliminate  the  politi- 
cal favoritism  that  only  too  frequently 
damaged  investor  interests  in  court- 
appointed  bankruptcy  trusteeships. 

A bankruptcy,  however,  is  still  a 
bankruptcy  and  trying  to  make 
money  from  it  is  a  tricky  game.  The 
stockholder,  of  course,  can  get  wiped 
out,  but  those  who  buy  common 
stock  after  the  bankruptcy  has  sharply 
depressed  the  price  can  sometimes 
make  a  handsome  killing.  For  exam- 
ple, investors  who  bought  stock  in 
Miller- Wohl,  the  apparel  retailer,  just 
before  it  went  under  in  1972,  could 


have  gotten  shares  in  the  company  for 
about  13  cents.  The  stock  is  now  sell- 
ing for  $24  a  share.  That  means  a  $100 
investment  ten  years  ago  would  be 
worth  about  $19,000  today. 

But  that's  rare.  When  the  Chase 
Manhattan  REIT  went  under  about 
four  years  ago,  a  clever  investor 
named  Anthony  Walsh  decided  that 
this  was  the  opportunity  of  a  lifetime. 
He  already  had  a  sizable  position  in 
the  company's  bonds,  and  was  able  to 
use  this  to  set  himself  up  as  repre- 
sentative of  the  bondholders'  com- 
mittee. From  here  it  was  a  short  step 
to  a  $96,000  consultant's  fee  in  the 
reorganized  Triton  Group,  as  well  as  a 
trusteeship  in  the  company.  Unfortu- 
nately, Triton  itself  is  now  in  bank- 
ruptcy, but  Walsh  still  did  okay. 

Tlhe  bondholder,  you  might  think, 
has  a  much  better  chance  of  com- 
ing out  even  in  a  bankruptcy.  But  that 
is  far  from  the  case  unless  the  bond  is 
a  mortgage  secured  by  specific  proper- 
ties.  Otherwise,   bondholders  have 
I  very  little  seniority  in  terms  of  corpo- 
rate debt.  The  bankers  and  trade 
I  creditors  usually  come  first;  the  loans 
i  and  contracts  are  written  that  way. 

Fortunately  for  them,  bondholders 
i  get  to  vote  on  the  approval  of  a  reorga- 
nization plan,  and  that  gives  them  the 
'  leverage  necessary  to  wring  some- 
thing out  of  the  company.  If  the  com- 
pany has  been  drained  of  all  its  cash, 
the  bondholders  will  frequently  be 
given  a  small  cash  settlement  plus  a 
:  hunk  of  stock.  Bondholders  who  are 
able  to  form  a  united  front  are  able  to 
extract  better  settlements  from  the 
company,  of  course,  but  that  rarely 
happens.  It  did  happen  in  the  giant 
Penn  Central  bankruptcy,  however, 
and  as  a  result  the  bondholders  fared 
very  well  indeed. 
The  infamous  Food  Fair  bankruptcy 
'  showed  how  complex  these  matters 
i  can  become.  "The  biggest  battle  was 
i  the  insistence  of  the  trade  creditors 
that  they  be  paid  in  full  over  a  short 


period  of  time,"  says  attorney  Mi- 
chael Crames,  who  represented  the 
company.  "They  wanted  to  be  paid  in 
full  for  everything." 

The  solution?  A  compromise. 
Crames:  "The  trade  was  eventually 
negotiated  down  to  taking  something 
like  70%,  with  a  part  of  that  being 
contingent  on  there  being  enough 
cash  to  pay  it.  The  banks  will  wind  up 
with  their  100%,  plus  interest,  but 
they  will  have  to  wait  a  much  longer 
time  for  it." 

The  main  sticking  point  between 
banks  and  trade  creditors,  on  which 
the  investors'  interests  often  hang,  is 
that  the  banks  often  have  secured 
debt,  with  some  form  of  collateral, 
while  the  trade  creditors  are  frequent- 
ly unsecured.  Trade  creditors  fear 
what  they  call  "funny  money."  Main 
Hurdman's  Swartz  illustrates,  taking 
a  gold  pen  out  of  his  shirt  pocket: 

"Would  you  give  me  a  million  dol- 
lars for  this  pen?"  he  asks. 

Of  course  not. 

"Well    then,    how    about  $2.50, 
cash?" 
Sure. 

"All  right.  One  last  offer.  Will  you 
give  me  a  million  dollars — at  a  penny 
a  year?" 

That's  the  best  yet. 

"Well,"  says  Swartz,  "that's  funny 
money.  The  company  in  Chapter  1 1 
will  give  you  anything,  only  you  may 
never  see  any  of  it,  or  it  will  take  years 
to  get."  Generally,  trade  creditors 
have  cash-flow  problems  of  their  own, 
and  they  cannot  afford  to  wait.  The 
banks,  on  the  other  hand,  can.  What's 
more,  bank  loan  officers  want  to 
avoid  writing  off  anything  as  a  bad 
debt — even  it  it  takes  years  to  get 
100%  of  their  money  back. 

One  rule  of  thumb  in  trying  to  de- 
termine whether  a  company  will 
emerge  from  Chapter  11  in  reorga- 
nized form  is  to  ask  yourself  if  you,  as 
a  trade  creditor,  would  want  the  com- 
pany as  a  client  in  the  future:  If  a  trade 


creditor  has  a  choice  of  getting  70%  of 
his  money  from  a  liquidated  firm,  or 
35%  from  an  ongoing  concern,  he  will 
almost  always  take  the  latter  choice. 

Bankers  sometimes  delay  putting  a 
company  into  bankruptcy  as  long  as 
possible.  Says  one  banker:  "Bank- 
ruptcy is  always  a  pain  in  the  tail, 
and  we  would  rather  try  to  work 
things  out  if  we  can."  Certainly  that 
seems  to  be  the  attitude  of  bankers 
involved  with  International  Harvest- 
er and  Chrysler. 

Lately,  however,  there  have  been 
signs  that  banks  may  be  increasingly 
willing  to  go  to  Chapter  11  sooner. 
Take  the  case  of  Farah  Manufactur- 
ing. Three  banks  and  an  insurance 
company  handed  over  $19  million  in 
court-ordered  penalties  to  Farah,  the 
$169  million-sales  apparel  firm,  for  in- 
terfering with  the  management  of  the 
company  and  nearly  pushing  it  into 
bankruptcy — in  their  effort  to  keep  it 
out  of  bankruptcy. 

The  banks  had  effectively  taken 
control  of  the  company  from  the 
Farah  family,  in  exchange  for  keeping 
it  out  of  Chapter  11.  In  1978,  after 
about  a  year  of  bank  control,  the  Far- 
ahs  took  back  their  company,  sued 
the  bankers  and  proceeded  to  start 
making  money  again. 

Tlhere  are  psychological  problems 
involved,  too.  Says  a  banker:  "Sev- 
enty percent  of  the  problem  is  getting 
management  to  agree  that  there  is  a 
problem.  Especially  in  sales-oriented 
companies,  management  tends  to  say, 
'All  I  need  is  more  sales.  Give  me  a 
few  more  months.  Another  year.'  " 

Political  problems:  As  soon  as 
there's  talk  of  closing  down  a  plant  or 
an  office,  politicians  are  on  the  scene, 
applying  pressure  in  subtle  ways. 

A  case  in  point  is  First  Hartford 
Corp.,  which  owned  Wyandotte  Mills, 
a  large,  Maine-based,  wool-manufac- 
turing operation.  When  First  Hartford 
filed  for  Chapter  11,  it  decided  to  sell 
off  the  division  in  chunks,  since  no- 
body else  really  wanted  to  make  wool 
in  Maine.  The  political  repercussions 
were  instant  and  pointless.  Recalls 
Frederick  Ballon,  lawyer  for  First 
Hartford,  "The  local  judge  was  del- 
uged with  letters  from  the  governor, 
mayor,  state  senators  begging  him  to 
keep  the  factory  going.  We  said  that 
we'd  be  willing  to  do  that  if  they  could 
come  up  with  a  buyer.  They  couldn't 
find  one,  so  we  closed  the  plant  and 
sold  it  piecemeal." 

Remember  all  this  before  trying  to 
speculate  in  the  stocks  and  bonds  of 
bankrupt  or  near-bankrupt  business- 
es: To  succeed  in  this  kind  of  specula- 
tion you  need  more  than  a  lucky 
hunch  and  a  rising  stock  market.  ■ 


The  University  of  Texas  hopes  to  put  Har- 
vard and  Stanford  in  the  shade.  It  will  take 
more  than  money — but  Texans  know  that. 


Great 
expectations 


By  Toni  Mack 

Iate  in  1979  Harvard  Professor 
_  Steven  Weinberg  had  just  won 
I  the  Nobel  Prize  in  physics. 
Across  the  campus,  another  interna- 
tionally known  scholar,  William  W. 
Cooper,  was  helping  to  overhaul  the 
doctoral  program  at  Harvard's  busi- 
ness school.  Today  they  still  work  on 
a  common  campus,  but  not  in  Boston. 
They  have  been  lured  to  the  Universi- 
ty of  Texas. 

Texas  is  a  school  with  ambitions  to 
rival  Harvard  and  the  University  of 
California  as  one  of  the  premier  U.S. 
centers  of  research,  the  hallmark  of 
greatness  among  universities  today. 
UT  is  doing  what  those  other  schools 
did  in  the  past:  using  money  to  attract 
the  best  brains  and  build  the  best  fa- 
cilities. It  has  a  lot  of  money  to  use. 

Officially,  Texas'  $1.5  billion  en- 
dowment places  second  to  Harvard's 
$1.7  billion.  But  Texas'  endowment  is 
understated.  The  university  owns  2.1 
million  acres  of  oil  lands  in  west  Tex- 
as— ceded  to  the  university  system  by 
the  state  in  1876  and  1883 — which  it 
carries  on  its  books  at  a  mere  $10 
million.  The  true  present  value  of  its 
endowment  is  well  over  $3  billion.  So, 
Texas'  endowment  is  probably  worth 
twice  Harvard's  (though  Texas'  must 
stretch  to  cover  seven  times  the  stu- 
dents). Every  year  the  oil  lands  yield 
their  bounty — $250  million  or  so — 
which  is  invested  in  a  portfolio  of 
stocks  and  bonds.  "We're  exhausting 
a  depletable  resource,"  says  Texas 
Land  Commissioner  Bob  Armstrong, 
"but  we're  banking  the  money." 

And  spending  the  income  to  build 
up  the  university.  One-third  of  the 
portfolio  income — $120  million  pro- 
jected for  the  current  school  year — 
goes  to  Texas'  second  flagship  school, 
Texas  A&M  University  (see  box,  p. 
120).  First  priority  on  the  other  two- 
thirds  is  to  retire  debt  on  buildings 
and  other  permanent  improvements 
at  4  of  the  University  of  Texas'  14 
campuses  and  hospitals.  Then  the  re- 
mainder may  be  used  by  the  Universi- 
ty of  Texas  at  Austin,  the  system's 
48,000-student  main  campus,  as  it 
sees  "fit.  This  year  Austin's  share  will 
come  to  roughly  $42  million,  which 
will  provide  12.5%  of  its  $193  million 
operating  budget  plus  funds  for  en- 
dowed chairs  and  other  projects.  Tu- 
ition provides  only  2%  of  that  operat- 
ing budget;  Texans  pay  just  $120  for 
two  undergraduate  semesters,  out-of- 
staters,  $1,200.  The  balance  comes 
mostly  from  state  appropriations. 

Endowment  income  "makes  all  the 
difference,"  says  President  Peter 
Flawn  of  UT  Austin,  bringing  his 


"Yes,  he's  kind  of  a  jack-of -all-trades. 
What  gets  me  is  that  he's  master  of  them  all." 


Precious  few  of  us  do  everything  well, 
and  it's  a  pretty  rare  trait  among  copiers,  too.  In 
fact,  the  only  ones  we  know  of  that  can  do 
every  job  from  the  smallest  to  the  largest  with 
top  efficiency  are  called  Kodak  Ektaprint 
copiers. 

The  right  Kodak  copiers  in  the  right 
places  can  mean  more  productivity  for  you. 
And  we  offer  advanced  computer  analyses  to 
help  you  choose  the  right  mix,  with  the  right 
pricing  plans.  There  are  a  lot  of  copier  combi- 
nations to  choose  from,  with  even  more  on  the 
way! 

May  we  demonstrate? 


Write:  Eastman  Kodak  Company, 
CD2339,  Rochester,  N.Y.  14650. 


EXPORT  COUNTRY 


■I  


A  shrinking  world  has  put  South  Africa's  wealth  of 
raw  materials  and  competitively  priced  finished 
goods  almost  at  your  doorstep.  Our  computer  link 
puts  you  in  direct  touch  with  exporters  of  products  you 
need.  Modern  transportation  facilities  speed  your 
order,  insuring  confirmed  delivery  dates.  Write  or 
call  one  of  our  offices  to  learn  how  your  competitors 
are  taking  advantage  of  our  strategic  minerals,  agri- 
cultural and  mining  machinery,  auto  parts,  oil  drill- 
ing equipment,  foundry  products,  a  range  of  items 
from  fine  footwear  and  knockdown  furniture  to  excel- 
lent wines,  exotic  food  products  and  high  fashions. 

Investment  Inducements 

A  healthy  economy,  competitive  labor,  an  excellent 
infrastructure,  a  fine  banking  system  and  an  abun- 
dant supply  of  most  raw  materials  are  only  a  few  of 
the  reasons  why  you  should  invest  in  South  Africa. 
In  1980  foreign  investors,  including  260  major  U.S. 
companies,  made  an  average  profit  of  20%.  One  of 
our  U.S.  offices  can  provide  complete  information 
on  all  aspects  of  investment,  including  the  generous 
incentives  that  are  available  to  investors. 

SOUTH  AFRICA 


Contact  an 
office 

listed  at  right. 
Your  inquiry 
will  receive 
our  personal 
attention. 


Deputy  Consul  General  (Commercial) 

South  African  Consulate  General 

425  Park  Ave. ,  New  York,  NY  10022  (212)  838-1700 

The  Consul  (Commercial) 

South  African  Consulate  General 
1980  S.  Post  Oak  Blvd. ,  Suite  1520 
Houston,  TX  77056  (713)  850-0150 

444  N.  Michigan  Ave.,  Suite  3100 
Chicago,  H  60611  (312)  828-9200 

9107  Wilshire  Blvd. ,  Suite  400 
Beverly  Hills,  CA  90210  (213)  858-0380 


Don't  make  your  mail 
come  looking  for  you. 


If  you  don't  notify  everybody  at 
least  one  month  before  you  move, 
some  of  your  favorite  mail  may 
spend  a  lot  of  time  looking  for  your 
new  address. 

You  can  pick  up  a  free  Change- 
of- Address  Kit  at  the  Post  Office  IM" 


to  make  notifying  even  easier. 

Also,  be  sure  to  look  in  magazines 
and  use  the  convenient  change-of- 
subscription  form  as  well. 

Moving  should  be  an  enjoyable 
experience.  But  it  won't  be  fun  if 
your  mail  gets  left  behind. 


Let  everybody  know  where  you're  moving  to. 

©  USPS  1981 


long,  elegant  fingers  together  in  a 
steeple.  "The  first  and  critical  part  of 
building  a  great  university  is  to  get  the 
people,  and  you  have  to  support  them, 
which  means  equipment,  travel  mon- 
ey, time  off  from  teaching  to  pursue 
research.  .  .  .  And  then  the  young 
ones  come,  and  the  product  begins  to 
show  up  around  the  world,  and  then 
you  have  conferences  here.  Eventually 
you  become  an  international  center 
for  a  particular  research  program." 

Flawn,  whose  field  is  geology — an 
area  of  perennial  expertise  at  99-year- 
old  Texas — became  president  of  the 
main  campus  in  1979,  after  25  years 
on  the  UT  faculty.  He  has  continued 
to  bolster  the  physics  department, 
which  has  been  a  particular  focus  of 
UT's  efforts  since  1976,  when  it  be- 


Did  physicist  John  Wheeler 
get  a  raise  when  he  left 
Princeton  for  Texas?  "Of 
course,"  he  replies.  The  top 
salary  at  UT  is  $110fOOO. 


gan  courting  John  Wheeler,  a  38-year 
veteran  of  Princeton's  much  revered 
physics  department.  Wheeler,  a  gra- 
cious man  of  70,  helped  develop  the 
atom  and  hydrogen  bombs  and  has 
since  concentrated  on  those  celestial 
phenomena  known  as  black  holes,  a 
term  Wheeler  corned.  Now  he's  pon- 
dering the  origin  of  the  universe  for 
UT.  Why  at  UT?  The  school  will  let 
him  continue  teaching  past  retire- 
ment age,  and  Wheeler  likes  "being 
involved  in  a  winning  thing.  It's  an 
institution  on  the  make." 

Did  he  get  more  money?  "Of 
course."  How  much?  Wheeler  smiles. 
"I  told  them  I  didn't  want  to  be  at  the 
top,  because  your  colleagues  get  jeal- 
ous, but  I  did  want  to  be  in  the  next 
five."  The  top  professor's  salary  at  UT 
is  $110,000  for  the  academic  year. 
Harvard  says  it  pays  at  most  $70,000. 

In  1980  the  eminent  Princeton  fu- 
sion specialist  Marshall  Rosenbluth 
was  persuaded,  after  much  wooing,  to 
follow  Wheeler.  "I  knew  him,"  says 
Rosenbluth,  "and  it  was  another  sign 
to  me  that  this  was  a  solid  institution 
that  attracted  high-class  people." 
More  important,  UT  wanted  Rosen- 
bluth to  direct  a  new  research  center 
it  hoped  to  establish  to  study  atomic 
fusion  theory.  The  school  was  already 
building  a  $25  million  fusion  device 
called  a  tokamak,  and  Rosenbluth 
agreed  to  come  when  UT  won  a  $5 
million  federal  fusion  grant  over  com- 
petitors like  MIT,  Yale  and  the  Uni- 
versity of  California  at  Los  Angeles. 

Patronage  as  well  as  money  won  the 
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"his  dynamic  supplement,  wrinen  by  insurance 
Dnalysr/journalisr,  John  Cosgrove,  offers 
n-deprh  perceptions  of  business  insurance  in 
1 982 .  The  distribution  sysrem . . .  markers . . . 
>roducrs... available  options.  Quotes.  Opinions. 
Dbservarions  expressed  by  many  of  the 
nost  knowledgeable  people  in  the  country. 

Everyone  involved  in  protecting  corporate 
assets  -  especially  FORBES  unexcelled,  top 
management  audience  -  will  be  reading  this 
upplement  from  cover  to  cover,  including  the 
advertisements! 

In  the  last  FORBES'  insurance  supplement 
October,  1 981 )  virtually  every  type  of  supplier 
o  the  insurance  industry  was  represented  with 
)owerful  advertising.  Don't  miss  this  outstand- 
~ig  opportunity  to  speak  directly  to  your  most 
mporrant  audience  in  this  perfecr  editorial 
?nvironmenr. 


w     the  ^ 
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FOR  BUSINESS... 
IT'S  SUPER!  / 


by  John  N.  Cosgrove  vice  President 

RICHARD  L.  DOYLE  ASSOCIATES,  INC.^ 


Closing  dare.  March  29,  1982 
Call  Arnold  Prives  at  21 2-  620-  2224 
or  your  local  FORBES  representative 
to  make  a  reservation. 
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CapitalistTool 


What  do  you  call  six  Aggies  standing 
in  a  circle? 
A  dope  ring. 

An  Aggie  joke  is  to  Texans  what 
an  ethnic  joke  is  anywhere  else — 
Aggies  being  students  of  Texas 
A&M  University  on  the  flatlands 
of  College  Station,  90  miles  north- 
west of  Houston.  Texas  A&M  be- 
gan in  1871  as  an  agricultural  and 
mechanical  school  for  farmers' 
sons  too  poor  or  too  dumb  to  get 
into  the  University  of  Texas,  and 
for  a  century  or  so  it  was  regarded 
as  the  bumpkin  of  Texas  academia. 

In  the  last  decade,  though,  Texas 
A&M's  enrollment  has  doubled,  to 
35,000,  and — with  the  help  of  its 
one-third  share  of  UT's  endow- 
ment— the  school  has  gained  rec- 
ognition as  "one  of  the  country's 
most  progressive  colleges  of  agri- 
culture," says  fane  Coulter  of  the 
U.S.  Department  of  Agriculture's 
Science  &  Education  Office. 

Texas  A&M  spends  half  of  its 
$84  million  research  budget  on  ag- 
riculture or,  as  President  Frank 
Vandiver  puts  it,  "battling  the 
'Four  Horsemen'  problems  of  the 
world" — famine  and  pestilence. 
The  school  developed  a  high-yield- 
ing insect-resistant  hybrid  that  last 
year  helped  Texas  grow  31%  of  the 
nation's  grain  sorghum,  a  staple 
that  is  second  only  to  corn  for 
cheap  cattle  feed.  A&M,  which 
owns  55,000  acres  of  farmland,  also 
aided  Texas'  $1.5  billion  cotton 
crop  with  a  weevil-resistant  strain 
that  has  cut  pesticide  use  by  10% 
since  the  mid-1960s. 


Engineering  is  Texas  A&M's 
second-favorite  child,  and  billow- 
ing smokestacks  make  the  cam- 
pus look  industrial.  The  school 
claims  the  most  nuclear  equip- 
ment and  the  largest  petroleum 
engineering  department  (1,450 
graduate  and  undergraduate  stu- 
dents) of  any  U.S.  university.  Late- 
ly Aggie  engineers  have  been 
working  on  a  way  to  gasify  Texas' 
lignite  underground  and  pump  it 
out — yielding  enough  energy,  if 
they  succeed,  to  supply  Texas  for 
140  years. 

An  all-male  military  school  until 
1969,  A&M  now  has  13,000  female 
students  but  remains  true  to  its 
conservative  rural  roots.  None  of 
its  dormitories  is  coed,  nor  are 
guests  of  the  opposite  sex  allowed 
in  rooms  after  1:30  a.m.  The  ma- 
jority of  the  students,  reckons  one, 
"consider  themselves  religious." 

And,  as  elsewhere  in  Texas,  one 
religion  is  football.  Aggie  alumni 
recently  put  up  most  of  the  money 
for  a  six-year,  $1.7  million  con- 
tract to  lure  football  coach  Jackie 
Sherrill  from  the  University  of 
Pittsburgh.  There  is  a  great,  full- 
throated  longing  for  a  Southwest 
Conference  championship — the 
last  one  was  in  1967. 

Yet  times  change  even  at  College 
Station.  Says  one  student,  exasper- 
ated at  the  nationwide  publicity 
over  Sherrill's  contract:  "Look,  they 
paid  almost  as  much  to  get  my 
department  chairman  from  Cornell. 
They're  just  trying  to  keep  things 
balanced." — Jessica  Greenbaum 


Aggie  cadets  and  colleagues  screaming  on  the  grid 

A  full-throated  longing  to  he  the  best  in  the  Southwest  Conference. 


day.  Texas,  unlike  the  others,  could 
offer  ten  new  faculty  positions  for  fu- 
sion theorists  and  put  up  $5  million  in 
matching  funds.  A  few  months  later 
Nobel  laureate  Steven  Weinberg  left 
Harvard  to  teach  at  UT,  which  ac- 
commodated his  wife  by  hiring  her  to 
teach  in  its  respected  law  school. 

In  its  devotion  to  research — "Uni- 
versities are  where  the  research 
strength  of  the  country  begins,"  says 
Flawn — the  Texas  system  is  rather 
consciously  following  the  post-World 
War  II  example  of  the  University  of 
California,  generally  recognized  as  the 
best  public  higher  education  system 
in  the  U.S. 

George  Kozmetsky,  cofounder  of 
Teledyne  Corp.,  had  a  part  in  the  Uni- 
versity of  California's  rise  to  emi- 
nence. In  the  Fifties  and  Sixties,  he 
recalls,  men  like  Charles  (Tex)  Thorn- 
ton of  Litton  and  others  at  Rand  and 
Hughes  Aircraft  wanted  to  "bring  the 
brain  talent  of  the  world  into  the  de- 
fense industry  in  southern  Califor- 
nia." So  they  lectured  at  the  local  col- 
leges; they  hired  bright  young  re- 
search engineers  and  put  them  into 
local  doctoral  programs;  they  helped 
lure  the  stars  of  eastern  academia  into 
industry,  including  one  who  insisted 
that  his  doorknobs  be  gold-plated  be- 
cause he  hated  to  touch  brass.  Adds 
Kozmetsky:  "We  very  deliberately 
started  discussions  on  how  to  move 
the  Athens  of  the  U.S.  from  the 
Charles  River  [meaning  Harvard  and 
MIT]  to  California." 

Aided  by  its  splendid  university 
system,  California  became  a  center  of 
electronics  and  computer  sciences, 
the  technological  disciplines  that  are 
changing  the  world. 

So  where  is  the  dapper,  silver-haired 
Kozmetsky  now?  Since  1966  he  has 
been  dean  of  the  University  of  Texas' 
11,200  business  students,  trying  to 
move  Athens  to  Austin,  a  smallish  city 
traversed  by  the  Colorado  River  and 
set  among  the  rolling  hills  of  central 
Texas.  His  efforts  impressed  William 
Cooper,  the  business  professor  who 
moved  from  Harvard  two  years  ago. 
"George  is  looking  for  innovative  re- 
search and  management — putting 
something  there  that  wasn't  there  be- 
fore, rather  than  just  looking  for  what 
is  already  there,"  says  Cooper.  "He's 
trying  to  make  this  a  great  university. 
That's  what  attracted  me." 

Yes,  but  what  about  the  students? 
Do  the  superstar  professors,  the 
gleaming  facilities,  attract  or  produce 
better  students?  On  the  attracting 
side,  UT  four  years  ago  began  provid- 
ing scholarships  to  National  Merit 
Scholars.  Today  it  boasts  361  such 
students,  making  it  ninth  among  U.S. 


1951.  HaroldS.  Mahler,  industrial  engineer,  checking  a  Hershey  bar  packaging  line. 


Harold  Mohler, 
when  did  you  start  reading 

The  Wall  Street  Journal? 


"Back  in  1951,  it  was  my  boss  who 
got  The  Journal,"  recalls  Harold  S. 
Mohler,  Chairman  of  the  Board  of 
Hershey  Foods  Corporation.  "I  read 
it  when  he  was  done.  You  see,  I've  al- 
ways been  interested  in  things  that 
have  an  impact  on  business. 

"I  get  first  crack  at  The 
Journal  these  days.  And  I 
read  it  for  a  lot  of  the  same 
reasons.  If  something  impor- 
tant happens  in  business,  I 
know  it'll  be  covered— and 
covered  thoroughly  — 
in  The  Journal." 

Page  after  page, 
Monday  through 
Friday,  The  Wall 
Street  Journal  is 
packed  with  im 
portant  business 
news,  informa- 


tion, facts  and  insights  you  need.  Re- 
liable information.  Complete  infor- 
mation. Usable  information. 

The  Journal  gets  the  business 
news  to  you  faster  than  any  weekly, 
biweekly  or  monthly. 

And  it  gives  you  the  news  in 
more  detail— more  significant,  use- 
ful detail — than  any  newspaper's 
business  section. 

Harold  Mohler  knows  exacdy 
where  to  find  the  important 
business  news.  And  so 
should  you.  Start 
reading  The  Wall 
Street  Journal  every 
business  day. 


Today.  Harold  S.  Mohler, 
Chairman  of  the  Board  of 
Hershey  Foods  Corporation. 


The  Wall  Street  Journal. 

All  the  business  news  you  need.  When  you  need  it. 

Have  The  Journal  delivered  every  business  day.  One  year,  $89.  Or  26  weeks  for  $47.  Call  toll-free  800-358-9999  except  in  Hawaii  and  Alaska.  (In  California, 

-  umai  onnoiirnoitDnaH  rhirnnep  Maccarhi iQcttQ  mn?1      1QR7  Dnw  Jones  &  ComDanv.  Inc.  All  Riahts  Reserved. 


Wholesome 


College  life  doesn't  change  much  from  one  genera- 
tion to  another  at  the  University  of  Texas  at  Aus- 
tin. But  there  is  more  of  it  currently,  with  48,000 
students  enrolled. 

Jester  Center,  a  dormitory/academic  complex  opened 
in  1969,  holds  3,000  students  and  is  a  microcosm  of  the 
modern  megauniversity.  Jester 
boasts  two  cafeterias,  linen  ser- 
vice, mailboxes  with  their  own  zip 
code,  a  movie  theater,  classrooms, 
64  lounges,  typing  rooms  and  two 
voting  precincts.  Students,  natural- 
ly, remain  unimpressed.  "It's  like 
living  in  the  projects,"  says  Bar- 
bara Benner,  a  19-year-old  sopho- 
more from  Missouri  City,  near 
Houston.  Typical  of  student  humor 
is  the  remark  that  a  prison  archi- 
tect designed  Jester. 

Like  Benner,  who  studies  busi- 
ness, Jester's  occupants  are  over- 
whelmingly white,  mostly  middle 
class  and  generally  clean-cut.  Men 
and  women  alike  live  in  the  com- 
plex, supposedly  in  separate  wings. 
But  a  woman  on  Benner's  floor,  she 
says,  has  "a  guy  from  the  golf 


A  student  relaxes  after  class 
Molotov  cocktails  aren't  in  vogue. 


team"  living  with  her.  "We're  all  pretty  blase'  about  it," 
comments  Benner,  a  bright,  dark-haired  young  woman. 
"He's  just  one  of  the  girls." 

Demonstrations  and  Molotov  cocktails  were  never  a 
big  feature  on  the  UT  campus,  and  pranks  today  are 
innocuous  enough  to  recall  the  1950s.  Benner,  for  in- 
stance, keeps  five  pennies  on  her 
desk  to  "penny  people  in" — wedge 
pennies  between  door  and  frame, 
so  the  door  won't  open,  then  call 
the  victim's  phone  so  he  or  she 
can't  call  for  help.  "It's  the  most 
fun  when  you  get  someone  on  the 
way  to  a  test  or  a  real  hot  date," 
says  Benner  with  a  grin. 

Her  room,  some  167  square  feet 
shared  with  a  roommate,  sports 
several  empty  wine  bottles  as  deco- 
ration. Alcohol,  she  explains,  is  al- 
lowed in  the  dorm  in  any  form 
except  beer  in  kegs,  which  requires 
a  permit.  Naturally,  students  in 
Jester  like  to  smuggle  up  a  keg,  set 
it  in  a  shower  stall  and  throw  a 
"keg  party."  UT  police  sometimes 
patrol  the  halls  to  ferret  out  such 
iniquity.  Ah,  college  days. — T.M. 


schools.  Its  graduate  schools,  too,  at- 
tract national  notice  and  thus  better 
students,  if  admissions  applications 
are  any  measure.  This  year  71%  of 
graduate  school  applications  came 
from  non-Texans. 

The  university  is  also  trying  to  raise 
the  overall  caliber  of  its  undergrad- 
uates. On  the  widely  accepted  Scho- 
lastic Aptitude  Test,  this  year's  fresh- 
men had  a  median  score  of  1,018  (out 
of  a  possible  1,600).  That's  respectably 
above  the  national  average  of  890,  but 
it  can  hardly  compare  to  Yale's  1,348. 
This  fall  UT  is  tightening  admission 
requirements  in  hopes  of  raising  the 
median  to  1,100. 

But  in  traditionally  populist  Texas 
the  university  must  not  appear  too 
elite.  Paul  Kelley,  who  directs  UT's 
Measurements  &  Evaluations  Center, 
explains  the  school's  goals  this  way: 
"We're  trying  to  have  top  programs  for 
the  top  students,  but  also  a  broad  aca- 
demic program  for  the  middle  range  of 
students  to  satisfy  our  public  obliga- 
tion." What  he  means  is  that  UT  can- 
not afford  to  shun  any  part  of  the 
constituency  that  votes  for  the  repre- 
sentatives who  manage  the  school's 
funds.  In  California  and  Michigan,  Kel- 
ley explains,  the  best  go  to  Berkeley 
and  Ann  Arbor  and  lesser  students  are 
relegated  to  lesser  state  schools. 

Unlike  UT  and  Texas  A&M,  some 
Texas  colleges — like  Corpus  Christi 
State  University — must  beg  the  legis- 


lature every  time  they  want  to  build  a 
new  building,  and  some — like  the 
University  of  Houston — have  no  regu- 
lar source  of  building  funds  at  all. 
Schools  like  these  have  been  agitating 
to  get  part  of  UT's  endowment  for 
themselves.  But  so  far  the  regents, 
who  are  appointed  by  the  governor, 
have  responded  mostly  by  keeping  en- 
dowment income  tied  up  with  build- 
ings and  permanent  improvements 
for  the  Austin  campus.  As  a  result,  it 
boasts  a  world-renowned,  5-million- 
volume  library  with  treasures  that 
range  from  a  Gutenberg  Bible  to  the 
drafts  oiLady  Chatterley's  Lover . 

The  campus  is  also  chockablock 
with  shiny  new  buildings,  like  a  $6.6 
million  swimming  center  big  enough 
for  kayaking  and  water  polo  classes, 
and  five  new  fine  arts  buildings 
opened  last  year  at  a  cost  of  $41  mil- 
lion. "I  think  they've  built  just  about 
everything  they  can  build,"  says  a  for- 
mer UT  administrator.  "They're  go- 
ing to  have  to  find  other  things  to 
spend  their  money  on." 

The  issue,  of  course,  is  what  consti- 
tutes greatness  in  a  university.  There 
seems  little  argument  in  academic  cir- 
cles that  research  capability  is  at  the 
heart  of  it  today.  John  Buckhoff,  ex- 
ecutive vice  president  of  the  Research 
Foundation  of  the  State  University  of 
New  York,  knows  what  a  difference 
money  can  make.  Says  he:  "There's 
an  old  saying  that's  true  even  in  aca- 


demia:  It  takes  money  to  make  mon- 
ey. A  school  like  the  University  of 
Texas  is  in  a  better  position  to  hire 
the  people  and  build  the  equipment  to 
attract  the  research  grants." 

UT  President  Flawn,  56,  makes  no 
bones  about  the  value  of  research  to 
society  at  large.  "An  industrial  society 
like  the  U.S.  has  to  do  research  and 
development  work,  and  the  capability 
to  do  it  is  generated  in  universities," 
he  declares.  But  UT  also  understands 
what  a  great  university  will  mean  to 
Texas  itself.  "Fine  minds  are  like  the 
rabbit  in  front  of  the  greyhounds: 
They  give  students  the  challenge  of 
seeing  the  frontiers  of  knowledge  ex- 
panded," says  Kenneth  Ashworth, 
commissioner  of  the  state's  Coordi- 
nating Board  of  Colleges  &.  Universi- 
ties. "And  here  in  Texas,  we  need  to 
move  toward  a  postindustrial,  service- 
oriented  economy — into  the  knowl- 
edge industries.  One  major  scientific 
or  technological  discovery  can  move 
us  great  leaps  beyond  what  oil  and  gas 
have  done  for  the  state." 

The  merchant  Medicis  of  15th-cen- 
tury Florence  understood  that  very 
well,  as  did  Charles  W.  Eliot,  who 
from  1869  to  1909  turned  Harvard 
into  a  great  modern  university  by  tap- 
ping contributions  from  a  newly 
emergent  business  class.  Texans  are 
not  so  gross  as  to  think  that  money  is 
all  it  takes.  But  they  know  from  histo- 
ry that  it  is  a  sine  qua  non.  ■ 


Gould  merges  with  AMI, 
the  leading  custom 

chip  maker,  to  strengthen 
electronics  position. 


As  part  of  its  strategy  for 
continued  growth  in  electronics, 
Gould  has  acquired  American 
Microsystems,  Inc.,  a  leading 
manufacturer  of  custom- 
designed,  large-scale  integrated 
circuits.  AMI  will  continue  to 
operate  as  an  autonomous 
subsidiary. 

This  new  partnership  enables 
AMI  to  expand  their  capabilities  to 
serve  present  customers  in 
addition  to  providing  components 
for  many  Gould  products  such  as 


programmable  controllers  and 
computerized  graphics. 

The  ability  to  customize  ICs 
gives  Gould  greater  design 
sophistication  in  electronic 
products  for  many  up-and-coming 
markets,  such  as  factory 
automation.  AMI's  capabilities 
also  considerably  advance 
Gould's  technological  leadership 
in  electronic  components  and 
materials,  one  of  six  electronics 
markets  on  which  Gould  is 
concentrating. 


32-bit  minicomputers,  factory 
automation,  test  and 
measurement,  medical 
instrumentation,  and  undersea 
defense. 

For  more  information  on  our 
growth  strategy,  write  Gould  Inc. 
10  Gould  Center,  Rolling 
Meadows,  I L  60008. 


">  GOULD 


"We  did  this 
for  Digital!' 

We  make  sub  assemblies 
We  make  complete  Digital 
Computers  that  are  the  guts  of 
jet  flight  simulators, 
high-speed  tele- 
phone systems 
and  medical 
marvels  called 
CAT  scanners 


"We  did  this 
for  Bacardi!' 

America's  largest-selling  brand  of 
distilled  spirits  is  produced  entirely 
in  Puerto  Rico.  Last  year,  Bacardi's 
Puerto  Rican  distillery  shipped  over  14 
million  gallons  of  rum  to  the  mainland. 


Vfegetth 


"We  did  this 
for  Blue  Bell." 

The  world's  second  largest 
apparel  manufacturer,  makes 
Wrangler®  jeans  at  5  locations 
in  Puerto  Rico.  Blue  Bell 
first  opened  its 
/  doors  here  in 

/  1966. 


"We  did  this  for 
Hewlett  Packard!' 

Our  lower  cost  general  purpose  terminal,  with 
six  language  keyboard  options,  is  manufactured 
exclusively  in  our  plant  in  Puerto  Rico.  We 
also  turn  out  a  graphics  terminal  that's  a  whiz  for 
most  business,  technical  and  designers'  needs. 
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You  will  be  staggered  by  the  range 
and  diversification  of  American 
industry  in  Puerto  Rico.  In  the  past 
five  years  alone,  278  businesses  have 
come  here,  mostly  for  Puerto  Rico's  high 
technology  abilities. 
We  get  things  done. 

The  initial  attraction,  in  many  cases,  was 
our  extremely  low  effective  tax  rates,  the  very 
best  anywhere  in  the  United  States.  But  taxes 
on't  get  things  done.  People  do.  And  people 
are  our  greatest  natural  resource.  People 
with  the  special  skills  you  need. 

The  Puerto  Rican  government  sponsors 
training  programs  to  make  sure  every  manu- 
facturer will  have  access  to  skilled  and  productive  help.  One  program  even 
pays  qualified  manufacturers  50%  of  initial  wages  during  the  training  period. 

The  bottom  line  is  a  work  force  that  is  world  class.  They  are  skilled,  loyal, 
educated,  and  proud  of  what  they  produce.  They  are  line  workers,  probing 
scientists,  adept  managers. 

People.  People  making  an  incredible  range  of  useful  things.  They're 
another  reason  why  Puerto  Rico  is  the  ideal  second  home  for 
American  business. 


Puerto  Rico, U.S.  A, 

The  ideal  second  home  for  American  business. 


The  demand  for  uranium  isn't  exactly 
growing.  But  Atlas  Corp.  's  market  share  is. 
Earnings  could  triple  this  year. 


A  piece  of 
yellowcake 


eluding  Anaconda,  Reserve  Oil  & 
Minerals  and  Western  Nuclear — have 
closed  or  severely  curtailed  oper- 
ations. That  makes  Atlas,  which  con- 
trolled about  5%  of  the  uranium  mar- 
ket in  1981,  an  increasingly  impor- 
tant supplier.  With  annual  output 
recently  at  around  1.8  million 
pounds,  it  may  soon  be  second  only 
to  Kerr-McGee  (4.5  million  pounds) 
in  terms  of  U.S.  uranium  production. 

Profits  are  soaring.  In  fiscal  1981 
Atlas  earned  $7.9  million  on  revenues 


By  John  Dor  fin  an 


Atlas  Corp.  used  to  be  one  of 
the  nation's  premier  invest- 
i  ment  companies.  Founder 
Floyd  Odium  sold  his  stocks  just  before 
the  1929  crash  and  used  the  cash  to 
buy  big  chunks  of  American  industry. 
In  the  Thirties  and  Forties,  Atlas  hold- 
ings included  major  portions  of  Grey- 
hound, Hilton,  Paramount  Pictures 
and  RKO.  At  his  California  ranch,  Od- 
ium hobnobbed  with  celebrities  like 
Walt  Disney,  Jascha  Heifetz 
and  Edward  Teller. 

During  the  1950s  Odium's 
empire  declined;  at  the  same 
time  he  pushed  Atlas  into 
uranium  mining.  The  com- 
pany, now  based  in  Prince- 
ton, N.J.,  bounced  up  and 
down  with  the  nuclear  power 
industry  until  1978,  when  it 
hit  the  country's  richest 
known  uranium  vein. 

A  contract  driller  had  ex- 
tracted 80,000  pounds  of  ore 
from  a  mountainous  area  near 
Moab,  Utah,  and  was  ready  to 
quit.  Trouble  was,  the  con- 
tract called  for  100,000 
pounds  of  ore,  or  no  payment. 
"Our  people  resisted,"  recalls 
Edward  Farley,  a  63-year-old 
former  attorney  who  has 
headed  Atlas  since  1964. 
"The  very  next  hole  they 
drilled,  they  found  the  trend 
and  were  off  to  the  races." 

With  large  ore  deposits 
three  times  richer  than  those 
of  most  U.S.  companies,  At- 
las can  produce  yellowcake 
(uranium  concentrate)  at  well 
below  the  $35-per-pound  in- 
dustry average.  Spot  market 
prices  are  about  $23  a  pound, 
so    many  competitors — in- 


At/as  Chairman  Edward  Farley 
with  portrait  of  company  founder  Floyd  Odium, 
painted  by  Dwight  Eisenhower  in  1955 
The  clock  is  tiuking. 


of  $94.1  million,  and  many  analysts 
expect  earnings  to  triple  in  1982. 
Heady  stuff  for  a  company  that  netted 
only  about  $4.5  million  over  the  four- 
year  period  ending  in  1980.  "I'm  not 
used  to  prosperity,"  says  Farley.  He 
plans  to  pay  off  all  his  long-term  debt, 
which  has  been  as  high  as  $46  mil- 
lion, or  close  to  half  of  capital. 

Analysts,  however,  hear  a  clicking 
noise,  and  it  isn't  a  Geiger  counter. 
It's  a  clock.  Atlas'  current  prosperity 
stems  from  long-term  delivery  con- 
tracts at  prices  some  trade  sources 
think  are  as  high  as  $50  to  $55  a 
pound.  The  company's  two  major 
agreements,  with  Georgia  Power  and 
Boston  Edison,  expire  in  December 
1982  and  April  1983  respectively. 
That  is  one  reason  the  shares  have 
been  selling  for  around  $18 — less  than 
4  times  earnings. 

Farley  isn't  renegotiating  now.  He 
says  that  selling  uranium  at  current 
prices — even  under  escalator  arrange- 
ments^— "amounts  to  giving  it  away." 
Instead,  he's  counting  on  his  current 
contracts  and  betting  he  will  be  able 
to  make  a  price  increase  stick  after 
competitors  have  dropped  out. 

This  isn't  a  strategy  for  the  faint- 
hearted. With  new  nuclear  plant  con- 
struction lagging,  utilities  are  already 
oversupplied  with  uranium.  What's 
more,  foreign  producers — no- 
tably in  Australia  and  Sas- 
katchewan— have  rich  de- 
posits that  potentially  could 
let  them  undersell  just  about 
every  U.S.  producer.  But  Far- 
ley thinks  U.S.  utilities  will 
always  buy  at  least  some  of 
their  fuel  domestically  for 
"surety  of  supply." 

With  Atlas'  earnings  vola- 
tility, you  might  think  Farley 
would  be  racing  to  diversify, 
but  he  isn't.  Atlas'  four  non- 
uranium  divisions  account 
for  only  about  one-quarter  of 
revenues.  "I  still  like  the  ura- 
nium-producing business  for 
us,"  Farley  explains.  "Nucle- 
ar power  is  cheaper,  cleaner 
and  safer  than  any  of  the 
competitive  fossil  fuels." 

Perhaps.  But  nuclear 
progress  in  the  U.S.  seems 
stalled.  Not  many  firms  have 
the  stomach  to  stay  in  a  do- 
mestic uranium  market  that 
some  think  will  fall  from 
about  40  million  pounds  in 
1980  to  15  million  pounds  in 
1990  But  even  if  the  urani- 
um market  keeps  contract- 
ing, Atlas  intends  to  be  one 
of  the  biggest  frogs  left  in  the 
shrinking  puddle.  ■ 


FRANK  B. 

HALL&CQ 


Creative  insurance  services. 
WeVe  got  what  it  takes. 
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Behind  The  Figures 


Edited  by  Barbara  Ettorre 

New  matchmaker  in  town 

Richard  Sandulli,  then  vice  president 
of  investment  banking  at  Dean  Witter 
Reynolds  Inc.,  returned  from  a 
month-long  vacation  abroad  last  fall 
to  learn  that  his  employer  was  being 
acquired  by  Sears,  Roebuck  &  Co. 
Sandulli,  42,  immediately  began  to 
consider  new  opportunities. 

The  timing  was  perfect.  Continen- 
tal Illinois  National  Bank  &  Trust  Co., 
pleased  with  the  corporate  match- 
making success  of  its  mergers  and  ac- 
quisitions efforts  at  Chicago  head- 
quarters, decided  to  take  a  crack  at 
the  New  York  market.  So  Continental 
brought  in  Sandulli  to  open  and  head 
its  New  York  M&.A  office  as  vice 
president.  He  will  have  to  go  far  to 
impress  the  gang  in  Chicago:  In  the 
past  two  years  it  has  put  together 
more  than  $1  billion  in  deals. 

Then  there  is  the  hot  competition 
he  will  run  into.  As  one  competitor 
points  out:  "How  much  investment 
banking  competition  you  have  is  in- 
versely proportional  to  your  distance 
from  New  York."  In  his  new  role, 
Sandulli  is  up  against  M&A  oper- 
ations of  Bank  of  America,  Citibank, 
Manufacturers  Hanover  Trust  and 


Continental  Illinois'  Richard  suiu/u/li 
Taking  a  crack  at  the  middle  market. 


Morgan  Guaranty,  many  of  which  are 
also  staffed  with  ex-Wall  Streeters. 

Sandulli  got  hooked  on  MdkA  when 
he  had  to  interrupt  his  law  practice  to 
sell  his  family's  small  Connecticut 
manufacturing  company,  embroiled 
in  estate  problems.  He  still  has  a  pen- 
chant for  what  he  calls  smokestack 
America — industrial  and  consumer 
goods  companies — but  prefers  the 
bank's  longer-term  relationships. 
"Wall  Street  deals  are  transitional," 
he  says.  "You  sign  the  papers  and  get 
out.  But  at  a  bank,  you  continually 
call  on  an  existing  client  base." 

Sandulli  will  go  after  the  "middle 
market"  of  companies  between  $50 
million  and  $150  million:  "You  hear 
about  the  Conocos  and  Marathons, 
but  the  vast  bulk  of  deals  are  these 
smaller  ones."  He  sees  last  year's  $500 
million  sale  of  Intercontinental  Hotels 
by  Pan  Am  to  Grand  Metropolitan 
Ltd.  as  a  sign  of  things  to  come  and 
the  kind  of  deal  that  banks  are  capable 
of  handling.  "Size  is  irrelevant.  What 
banks  like  Continental  avoid  are  hos- 
tile tenders.  But  we'll  go  after  divesti- 
tures or  friendly  takeovers  of  any 
size." — Jayne  A.  Pearl 


Kaplan  con  brio 

Gilbert  Kaplan,  publisher  of  Institu- 
tional Investor,  is  not  one  to  shy  away 
from  the  grandiloquent  gesture.  To 
celebrate  the  magazine's  15th  anni- 
versary, he  has  decided  to  conduct  the 
American  Symphony  Orchestra  in 
the  difficult  Symphony  No.  2  (Resur- 
rection) by  Mahler.  He  has  booked 
Avery  Fisher  Hall  in  New  York's  Lin- 
coln Center  for  Sept.  9,  for  2,700 
guests. 

The  fact  that  Kaplan  cannot  read 
music  well  is  no  deterrent.  He  will 
conduct  from  memory  the  five-move- 
ment work,  which  requires  a  110- 
member  orchestra,  and  use  a  200- 
voice  choir  and  two  ensembles  of 
brass  and  timpani — the  ensembles  in 
the  wings  to  create  a  distant  sound. 
The  huge  work  used  to  call  for  three 
conductors;  Kaplan  will  fly  solo — us- 
ing closed-circuit  television  to  cue  his 
offstage  musicians. 

One  knowledgeable  conductor  lik- 
ened his  scheme  to  piloting  the  Con- 
corde with  three  weeks  of  flying  les- 
sons. Undaunted,  Kaplan  has  hired  a 
conducting  teacher  for  what  will  be  a 
year  of  lessons.  "I'm  sort  of  his  Eliza 
Doolittle,"  he  says.  He  also  is  travel- 
ing to  such  places  as  Japan  and  Austra- 
lia in  order  to  see  the  symphony  per- 
formed. Last  August,  Kaplan  rented  a 
cottage  in  East  Hampton,  N.Y.  for  his 
teacher  so  he  could  be  near  Kaplan's 
summer  home  for  daily  practice.  And 


Institutional  Investor's  Gilbert  Kaplan 
Maestro  Kaplan  at  rehearsal. 


he  will  host  a  reception  following  the 
performance. 

Kaplan  won't  say  how  much  his 
idea  will  cost.  One  informed  guess  is 
over  $100,000  for  the  whole  project. 
Kaplan  can  afford  it.  He  is,  effectively, 
sole  owner  of  Institutional  Investor, 
which  had  about  3,200  pages  of  adver- 
tising in  its  national  and  international 
editions  last  year.  His  magazines,  fi- 
nancial conferences  and  newsletters 
had  revenues  of  about  $25  million. 
Asked  if  the  whole  enchanted  evening 
will  be  tax-deductible,  Kaplan  con- 
firmed that  it  probably  would. 

Why  Resurrection?  Kaplan  says  it 
has  "very  special  emotional  meaning" 
and  admits  to  tears  when  he  hears  it. 
Learning  to  conduct  an  orchestra,  he 
says,  "is  nothing  like  conducting  in 
front  of  a  record  player.  When  your 
hands  go  down,  the  orchestra 
stops." — Richard  L.  Stern 


Don  patrol 

From  his  ivory  tower  at  Oxford  Uni- 
versity, David  Young,  a  don,  sees  the 
British  economy  in  1982  as  bleakly  as 
others  do:  unemployment  continuing 
at  nearly  3  million  (12%  of  the  work 
force)  and  a  "recovery"  growth  of  only 
1%  in  the  British  GNP.  The  findings 
were  published  in  Prospects  for  Private 
Enterprise  in  Britain,  an  annual  survey 
that  Young  founded. 

For  Young,  private  enterprise  in 
Britain  could  not  be  better.  As 
founder,  managing  director  and  prin- 
cipal stockholder  of  Oxford  Analytica 
Ltd.,  he  has  watched  his  consulting 
business  grow  from  nothing  in  1975 


ana 

Profit  from  accounts  you 
cant  afford  to  visit 

tmW  Today's  rising  sales  costs  may  be  pushing  many  of  your  marginal  accounts  toward 
mprofitability,  but  you  can  turn  the  tide. 

You  can  do  it  with  Telemarketing,  a  mix  of  telecommunications  technology  and 
nanagement  systems.  Since  selling  is  a  matter  of  managing  information,  it  enlists  the  world  s 
argest  and  most  advanced  information  management  system,  the  Bell  network,  to  make  your  selling 
nore  cost-effective. 

The  network  connects  you  to  virtually  every  other  business,  so  you  can  sell  to  them 
/ithout  expensive  in-person  visits.  Working  from  your  special  Telemarketing  facility,  you  establish 
schedule  of  telephone  "visits"  to  your  customer.  Your  timely,  personal  service  tells  him  you  value 
is  business.  And  you  make  a  profit. 

Many  firms  of  all  sizes  successfully  use  Telemarketing  this  way.  One  company  covers 
smote  areas  it  would  have  had  to  forfeit  as  unprofitable.  A  tire  company  caught  in  a  price-cost 
queeze  lowers  its  selling  costs.  A  nut  company  sells  directly,  increasing  its  margin.  You're  limited 
nly  by  your  imagination. 

Bell  can  discuss  programs  and  services  (such  as  Outward  WATS,  800  Service,  and 
Lemote  Call  Forwarding)  that  help  you  uncover  profits  in  marginal  accounts. 

All  you  have  to  do  is  call  1-800-82 1-2 121,       1  QHO   Q01  0101 
d11  free  right  now.  In  Missouri,  call  1-800-892-2121.  I-QUU-OZ  i"Z  IZ  I 

Put  our  knowledge  to  work  for  your  business,  mm  Bell  System. 


The  knowledge  business 


Call  Us 
Tee- 
Town 
for 

Nothing! 

Tulsa,  Oklahoma.  Site  of  the  1982  PGA 
and  the  1983  Ladies'  U.S.  Open.  One 
hundred  ninety-eight  holes  on  more  than 
56,000  yards  of  fairway.  Rated  by  Golf 
Digest  as  having  one  of  the  "top  10"  courses 
in  the  country.  We  re  even  located  in  the 
heart  of  "Green  Country." 

Executives  are  discovering  Tulsa  as  the 
perfect  site  for  corporate  headquarters  and 
regional  offices.  What  they  have  found  here 
is  a  variety  of  office  opportunities,  supported 
by  EDP  capabilities,  a  dynamic  diversified 
economy,  and  room  to  grow. 

In  fact,  Tulsa  ranks  in  the  top  25  U.S. 
cities  in  the  number  of  central  office 
locations. 

So,  whether  you're  into  metals, 
investments,  insurance,  or  artificial  divots  . .  . 
plan  to  tee  off  in  Tulsa. 

For  more  information  on  office  space 
availabilities,  write  to  John  Degitz,  Economic 
Development  Division,  616  South  Boston, 
Tulsa,  Oklahoma  741 19.  Or  call 
918/585-1201. 
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to  a  $300,000  (annual  revenues)  busi- 
ness. That's  small  change  by  U.S.  con- 
sultancy standards,  but  Young  says^ 
that  by  holding  his  overhead  low,  be 
can  keep  about  one-third  of  his  gross 
for  low-key  marketing  and  for  profits. 

Originally  from  upstate  New  York, 
Young  earned  law  degrees  from  Cor- 
nell and  Oxford  and  practiced  law  on 
Wall  Street.  He  worked  for  Henry  Kis- 
singer's National  Security  Council  be- 
fore returning  to  Oxford  in  1974  for 
his  doctorate  in  international  rela- 
tions. A  year  later  he  had  a  flash:  Why 
not  capitalize  on  Oxford's  pool  of  in- 
telligence? "Here  were  all  these  tal- 
ented dons,  yet,  no  one  had  thought  to 
put  their  expertise  together." 

Young,  45,  set  up  Oxford  Analytica 
as  a  contract  research  house.  His  cli- 
ents— usually  big  multinational  com- 
panies like  Citicorp,  ITT  and  Union 
Carbide — request  specific  studies. 
Young  forms  a  team  of  dons  with 
knowledge  on  the  subject.  By  refusing 
to  repackage  and  resell  a  study,  he 
keeps  his  prices  high:  $2,500  per 
sponsor  for  multiclient  projects  to 
$50,000  or  more  for  a  single  client's 
custom-tailored  study  plus  expenses. 

Those  costs  can  soar.  An  upcoming 
study  of  the  U.S.  economy  in  the 
Eighties  will  pull  in  $180,000— if 


Oxford  Analytica  *  David  Young 


Only  2%  more,  maybe,  but  worth  it. 


Young  and  American  Express  Co., 
which  commissioned  the  project,  can 
line  up  eight  cosponsors  at  $20,000 
each;  three  have  signed  on. 

Young  is  now  in  the  interdisciplin- 
ary Philosophy,  Politics  &  Economics 
degree  program.  "I  suppose  the  com-! 
panics  already  know  98%  of  what  [the 
studies]  say,  but  the  stakes  are  so  high 
these  days  that  that  extra  2%  is  worth 
the  money." — Lawrence  Minard 


Nose  to  nose 

Last  May,  Bruce  Edmondson  left  a 
cushy  job  as  financial  vice  president 
at  Midway  Airlines,  just  as  the  carrier 
turned  profitable — to  start  a  compet- 
ing shop  across  the  street,  so  to  speak. 
He  took  $75,000  of  his  own  cash  and 
20,000  shares  of  Midway  stock,  worth 
$400,000,  and  bet  it  all  on  Air  Chica- 
go— the  new  company  he  has  formed 
with  Brian  Campbell,  an  ex-Midway 
executive.  (CEO  Campbell  also  kicked 
in  $475,000.1 

Edmondson,  Air  Chicago's  presi- 
dent, cut  a  deal  with  Pan  Am  for  five 
Boeing  727-lOOs,  financing  for  $1.7 
million  in  spare  parts  and  training  for 
Air  Chicago's  pilots,  flight  attendants 
and  mechanics.  Part  of  the  $12.2  mil- 
lion price  will  be  paid  by  giving  Pan 
Am  4.95%  of  Air  Chicago  stock  after 
the  public  offering.  The  rest  of  the 
money  will  come  from  selling  the 
planes  to  a  leasing  company  yet  to  be 
determined.  (Air  Chicago  will  then 
lease  the  planes  back.) 

Fast  footwork  for  a  CPA  who  has 
never  piloted  a  plane  in  his  life.  No 
matter.  Edmondson's  specialty  has 
been  turning  around  sick  airlines.  He 
spent  two  years  at  Pacific  Alaska  Air- 
lines and  two  at  Caribbean  Air  Ser- 
vices doing  just  that  before  joining 
Midway  in  1979.  So,  he  says,  he  knows 
exactly  what  he  does  not  want.  "At 
Midway,  as  the  first  airline  created 
under  deregulation,  we  were  icono- 
clastic, but  we  broke  too  many  idols," 
says  Edmondson,  37.  For  instance, 
they  stayed  away  from  travel  agents. 
"A  tragic  mistake,"  he  says.  "We could 
have  broken  even  five  months  earlier 
if  we'd  worked  with  them." 

Once  Air  Chicago  gets  off  the 
ground — about  90  days  after  its  public 
offering  of  2  million  shares — the  carri- 
er's initial  route  will  be  Chicago  to 
New  York.  That's  also  Midway's  most 
profitable  route,  as  Edmondson  well 
knows.  "The  medium-haul  routes 
were  a  lot  more  successful  initially 
than  the  short-haul  routes,"  he  says. 
"That's  why  we're  buying  727s.  Their 
range  is  1,500  miles,  vs.  900  miles  for 
the  DC-9s  Midway  is  flying."  The 
727s  also  burn  20%  more  fuel  than 
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Bioethics: 
Our  competition  did  a  short  article 
on  a  life  and  death  issue. 

We  did  a  life  and  death  issue. 


It  is  a  question  so  complex,  it  warranted  nothing  less  than 
the  cover  of  Newsweek. 

In  an  era  when  machines  can  prolong  life  far  beyond  the 
time  ordained  by  God  or  nature,  who  decides  whether  the  life 
is  worth  prolonging? 

The  subject  was  bioethics.  The  stoiy  was  "When  Doctors 
Play  God."  ' 

And  the  magazine  was  Newsweek 


Air  Chicago  's  Bruce  Edmondson 

He  wont  forget  the  travel  agents. 

DC-9s,  but  Edmondson  refuses  to 
worry  about  pouring  his  profits  into 
the  gas  tank.  "The  tradeoff  between 
capital  costs  and  fuel  bum  makes  the 
plane  viable,"  he  explains.  The  plane 
also  fits  into  Edmondson's  plans  for 
Air  Chicago  to  fly  longer  routes  like 
Chicago-Phoenix  and  to  leave  the 
short  hauls  to  Midway. 

By  the  way,  how  is  Edmondson's 
relationship  with  Midway  these  days? 
"There's  no  love  lost,  but  they're  cor- 
dial," he  says. — Lisa  Gross 

Safety  net 

Under  the  Reagan  Administration, 
the  Occupational  Safety  &  Health  Ad- 
ministration is  pushing  for  companies 
to  inspect  themselves  for  safety  viola- 
tions. A  note  of  caution  is  sounded, 
however,  from  a  surprising  quarter:  A 
corporate  safety  manager  who  has  im- 
plemented just  such  a  self-inspection 
plan,  at  a  2,000-worker  construction 
site,  has  been  living  with  it  for  three 
years  and  genuinely  likes  it. 

A  self-enforcement  plan  won't 
work,  says  Joseph  Barton,  Bechtel 
Power  Corp.'s  safety  manager,  unless 
the  relationship  between  labor  and 
management  is  a  good  one  and  unless 
an  employer  is  already  willingly — 
even  vigorously — enforcing  existing 
OSHA  laws.  Furthermore,  a  voluntary 
plan  can  take  more  of  management's 
time  and  money. 

"We  may  even  be  spending  more 
than  before  on  safety,"  says  Barton, 
45.  "When  we  implemented  our  vol- 
untary compliance  plan,  we  just  sup- 
plemented our  existing  safety  plan 
with  a  committee  of  two  managers 
and   two   union  representatives  to 
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oversee  compliance  with  government 
safety  regulations." 

Barton  worked  with  James  Lee, 
president  of  the  California  Building 
and  Construction  Trades  Council,  for 
three  years  on  the  voluntary  inspec- 
tion idea,  developed  for  Bechtel's  nu- 
clear plant  construction  site  at  San 
Onofre,  60  miles  south  of  Los  Ange- 
les. In  1979  Barton  and  Lee  convinced 
OSHA  to  send  an  inspector  once  a 
month  to  meet  with  the  safety  com- 
mittee (which  meets  weekly)  as  a  sub- 
stitute for  the  usual  process  of  surprise 
spot-checks. 

"The  big  gain  is  that  we  don't  have 
the  adversarial  relationship  we  had 
before,"  says  Barton.  "Now,  instead  of 
preparing  for  litigation  the  minute  he 
walks  on  the  site,  the  OSHA  man  is 
more  in  the  role  of  a  consultant.  Be- 
fore [the  Bechtel-OSHA  agreement], 
he  was  prohibited  by  law  from  giving 
advice;  he  could  only  say  whether  we 
were  in  compliance  or  violation  "  The 
plan  has  reduced  safety  incidents 
from  75  per  million  work-hours  in 
1977  to  a  current  rate  of  30. 

To  make  the  plan  work,  Barton 
says,  there  must  be  an  environment 
in  which  workers  do  not  fear  being 
fired  if  they  complain  about  unsafe 
conditions.  At  San  Onofre,  he  says, 


Bechtel's  employees  aren't  reluctant: 
"Our  people  aren't  afraid  to  walk  right 
up  and  sign  their  names  to  a  safety 
complaint."  —Aaron  Bernstein 

Get  me  Jaworski, 
get  me  Lipton 

A.J.  (Jay)  Layden  has  something  of  a 
'Why  me,  Lord?"  air  about  him  these 
days.  For  one  thing,  he  broke  his  an- 
kle recently  walking  down  an  icy 
street  in  Breckenridge,  Colo.  For  an- 
other, there's  a  group  of  Hong  Kong 
investors  trying  to  take  over  Allright 
Auto  Parks,  the  Houston-based  park- 
ing lot  owner  and  operator  that  Lay- 
den has  headed  since  1967. 

Themvestors,  known  collectively  as 
Deanlake  Investments  Ltd.,  an- 
nounced in  January  they  had  bought 
13.8%  of  the  company  and  were  look- 
ing to  buy  up  to  51%  in  all.  Allright 's 
followers  were  hardly  astonished.  All- 
right  had  been  the  subject  of  takeover 
rumors  fora  year  orso,  helpingpush  the 
stock  to  a  1981  high  of  23%,  almost 
quadruple  its  low  the  year  before. 

Allright  (1981  revenues,  $81  mil- 
lion) is  the  world's  largest  parking  op- 
eration, parking  cars  for  the  likes  of 
the  King  Tut  exhibit  in  Los  Angeles 
and  shows  at  Billy  Bob's  honky-tonkl 
in  Ft  Worth,  Tex.  Its  prime  attraction 
is  6  million  square  feet  of  property, 
over  a  third  of  it  in  downtown  areas) 
and  a  quarter  in  the  Sunbelt.  Allright 
buys  real  estate  (usually  for  cash),  puts 
up  a  parking  lot  to  cover  carrying! 
costs  and  waits  for  it  to  appreciate. 
When  Layden  gets  an  offer  exceedingi 
what  the  property  can  make  as  a  park- 


Bechtel  Power  Corp.'s  Joseph  Barton 

Voluntary  compliance  is  not  for  everybody. 


It  doesn't  look  like  much. 

But  the  insurance  business  will  never  be  the  same. 


With  it,  independent  Travelers 
agents  across  the  nation  will  be  able 
to  provide  services  they  never  could 
before.  Or  that  often  took  them  days, 
even  weeks. 

This  sophisticated  computer  sys- 
tem, called  interACS,  allows  agents 
to  link  up  their  own  computers  to 
The  Travelers  vast  computer  files 
in  Hartford  for  all  sorts  of  necessary 
information: 

Like  on-the-spot  premium  quo- 
tations.The  latest  status  of  claims, 


payment  or  coverage.  Individualized 
proposals  for  certain  policies. 

Inter  ACS  will  also  allow  agents 
to  report  claims  electronically  to  The 
Travelers.  And  to  issue  a  new  policy 
overnight,  which  is  then  printed 
right  in  the  agent's  office. 

It  will  also  significantly  reduce 
the  amount  of  paperwork  which,  in 
the  end,  will  benefit  everyone 
concerned. 

Inter  AC'S  is  just  the  latest  rea- 
son why  you  should  consider 


The  Travelers  for  all  your  insurance 

needs. There  are  many  more. 

For  details,  just  call  an  independent 

Travelers  agent  or  broker.  To 

find  the  one  nearest  you,  consult  the 

Yellow  I 'ages. 

Considering  where  we've  been, 
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ing  lot,  he  strikes  a  deal.  For  fiscal 
( lune  30)  1 98 1 ,  property  sales  account- 
ed for  34%  of  the  company's  $5.6 
million  in  earnings;  for  the  first  half  of 
fiscal  1982,  they  accounted  for  56%  of 
$4.8  million  in  earnings. 

Layden,  an  easygoing,  heavyset 
man  of  51  who  began  parking  cars  for 
Allright  as  a  college  freshman,  views 
the  takeover  notion  with  distaste. 
"The  company's  not  for  sale,"  says 
he.  "We  just  like  it  the  way  it  is." 

Whether  Allright  can  fend  off  Dean- 
lake  is  debatable,  since  insiders  own 
only  4.9%  of  its  4.3  million  shares.  But 
Layden  has  hired  some  big  guns  to  try: 
Houston's  prominent  law  firm  Ful- 
bright  &.  Jaworski  (that's  Watergate 
prosecutor  Leon  Jaworski)  and  New 
York's  Wachtell,  Lipton,  Rosen  & 
Katz,  takeover  specialists.  They  have 
filed  suit  in  federal  court  in  Houston, 
charging  Deanlake  and  the  rest  with 
violations  of  U.S.  securities  law.  Lay- 
den hopes  it  will  be  resolved  soon. 

Didn't  Layden  get  suspicious  when 
the  investors  approached  him  last  De- 
cember, talking  of  making  a  "signifi- 
cant investment"  in  Allright?  "No, 
not  really,"  he  says  matter-of-factly. 
Then  he  pauses,  makes  a  wry  face  and 
adds  sheepishly:  "I  guess  they  sort  of 
took  us  by  surprise." — Toni  Mack 


The  wisdom  of  Solomon 

Everybody  knows  one  problem  with 
Reaganomics  is  the  push-pull  between 
monetarists  and  supply-siders:  The  ex- 
pansion expected  from  tax  cuts  is  at 
odds  with  the  Fed's  holding  down  of 
money-supply  growth.  Everybody,  that 
is,  but  Robert  Solomon,  economist  and 
guest  scholar  at  Washington's  Brook- 
ings Institution.  He  says  fiscal  policy 
has  been  restrictive,  too,  this  past  year 
and  that  the  double  squeeze  contrib- 
utes to  the  recession. 

"The  great  collision  is  ahead  of  us, 
not  behind  us,"  Solomon  says.  He 
notes  that  federal  purchases  of  goods 
and  services  last  year  ran  just  above 
1980's  ($110  billion  in  the  first  nine 
months  against  $108  billion  for  1980 
in  constant  1972  dollars),  while  the 
federal  tax  take  by  1981  's  third  quarter 
was  18%  ahead  of  1980's  at  an  annual 
rate.  That  Reagan  tax  cut  starting  in 
the  fall  also  could  not  have  had  much 
effect.  Spending  wasn't  up  but  taxes 
were,  he  says,  and  that  is  not  expan- 
sionary. He  also  uses  the  mythical 
high  employment  budget — or  what 
the  budget  income  and  outgo  would  be 
at  full  employment.  He  notes  it  moved 
from  deficit  to  theoretical  surplus  late 
last  year,  again  not  expansionary.  Solo- 
mon doesn't  think  the  outcome — the 
economy  last  year — would  have  been 
much  different  had  the  Carter  program 
continued. 

"I  can't  say  why  it  hasn't  been  more 
widely  recognized,  possibly  because 
much  of  the  debate  has  been  about 
future  budgets,"  says  Solomon,  a  for- 
mer Federal  Reserve  Board  official.  He 


Robert  Solomon  of  Brookings 

"The  great  collision  is  ahead  of  us.' 


A.J.  (Jay)  layden  of  Allright  Auto  Parks  Inc. 
Why  me.  Lord? 


thinks  the  same  squeeze — restrictive 
monetary  and  fiscal  policies — may  be 
occurring  in  the  first  part  of  1982, 
with  the  increase  in  Social  Security 
taxes  sucking  up  some  of  the  other  tax 
cuts  and  the  Pentagon's  buying  spree 
slow  to  develop.  After  midyear,  with 
the  second  tax  cut  and  with  military 
procurement  building,  he  figures  the 
push-pull  may  come. 

Solomon,  60,  believes  the  Fed's  re- 
strictive policies  are  the  greater  factor 
in  the  economy  but  also  notes  that 
some  of  the  recession's  building 
blocks  were  in  place  well  before  Rea- 
gan moved  into  the  White  House: 
Residential  construction  was  collaps- 
ing after  1978,  he  points  out,  and  the 
auto  industry's  troubles  are  much  big- 
ger than  interest  rates. 

What's  ahead?  "A  series  of  aborted 
recoveries,"  he  says  glumly.  "At  this 
rate  of  inflation  and  with  the  Fed 
sticking  to  its  guns,  we're  in  a  narrow 
margin."  Meaning:  When  business 
begins  to  get  a  foothold,  tight  money 
will  keep  tripping  it  up.  Solomon's 
solution  is  an  income  policy — wage 
and  price  controls  or  tax  laws  aimed 
at  the  same  effect.  That  would  slow 
inflation  enough,  he  figures,  to  allow 
economic  expansion  even  within  the 
Fed's  slow  money  growth  guidelines. 

If  there  is  a  cheery  note,  it  is  that 
Solomon  doesn't  put  too  much  stock 
in  those  three-  or  four-  or  five-year 
deficit  projections  of  $150  billion-plus 
that  get  flashed  around  Washington 
by  various  federal  departments. 
"These  budget  figures  depend  on 
what's  going  to  happen  to  the  econo- 
my, and  we  don't  have  that  kind  of 
crystal  ball,"  he  says. — Jerry  Flint 


Medyne  Moved  to 
ilabamafor  the  J 
irt  of  Business,  i 
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Alabama,  J.C.  Moqujri  of  Teledyne  Brown  found  the 
vrronment  for  business  growth  and  investment  at 
ite-of-the-art  perfection... and  he  found  the 
ite  of  the  arts  enhancing  the  quality  of  life.  * 
ipported  by  Alabama  s  vigorous  economic  pro-  / 
im  and  abundant  resources,  Teledyne  Brown  I 
pects  its  business  — sophisticated  space  J 
:hnolbgy— to  enjoy  continued  growth  and  | 
>gress.  I 
fhese  same  advantages  await  your  firm:  ? 


J.C.  Moquin.  President.  Teledyne  Brown  Engineering 

Division  of  Teledyne  Industries 

At  Huntsville  Ballet  in  Von  Braun  Civic  Center 


•  A  zero  tax  program  second  to  none  •  A  constitutional 
limit  on  corporate  income  taxes  •  State  grants  for 
■■—-I    industrial  site  preparation  •  State  funded  job 
1    training  to  your  specifications  •  A  total  trans- 
\    portation  network  of  roads,  rail  and  air  f  acilities, 
I      ocean  port  and  intracoastal  waterways  •  An 
■      abundance  of  technicians  and  scientists. 
%       Bring  this  state-of-the-art  industrial  devel- 
\  opment  to  your  own  plant  selection  by  writing 
I    for  details. 
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Where  can  you  go  for  help  in  finding  the  right  career?  Respond- 
ing to  a  survey,  FORBES  readers  swear  by  everything  from  $8 
paperbacks  to  $300  aptitude  tests  to  $3,000  job-changing  pro- 
grams to  trust  in  God.  Oh,  yes.  A  lot  of  talent  helps,  too. 

Choosing  a  career— 
the  agony  and  the  ecstasy 


W>  ith  unemployment  near  a 
record  high,  this  is  hardly  a 
peachy  time  to  choose  or 
shift  careers.  But  move  some  must. 
The  college  senior  ending  his  or  her 
studies,  the  recent  grad  who  realizes 
he  has  made  a  terrible  mistake  in  a 
career  choice  or  the  "born-again"  pro- 
fessional who  simply  cannot  stand 
what  he  is  doing  any  long- 
er— all  face  the  dreaded 
question:  "What  am  I  go- 
ing to  do  for  the  rest  of  my 
life?" 

It's  hard  enough  to 
choose  or  change  jobs,  let 
alone  career  fields.  Yet  the 
astonishing  thing  is  that 
so  many  otherwise  intelli- 
gent individuals  allow 
themselves  to  drift  into  a 
particular  career,  without 
much  real  thought.  As  a 
former  director  of  person- 
nel at  Gulf  &  Western  put 
it,  "How  to  go  about  seek- 
ing a  job  is  easy.  But  the 
choice  of  a  career,  or 
changing  a  career,  is 
something  else.  There  is  a 
definite  lack  of  bona  fide 
services.  To  me,  the  sad- 
dest case  of  all  is  the 
recent  liberal  arts  graduate 
who  is  looking  for  career 
advice.  I  always  feel  terribly  uneasy 
and  self-conscious  lest  I  say  some- 
thing that  will  influence  life-changing 
decisions.  It  is  idiotic  that  anyone,  on 
the  basis  of  a  60-minute  interview, 
can  make  anything  more  than  a  su- 
perficial analysis." 

In  researching  how  we  could  offer 
counsel  to  those  facing  up  to  a  career 
choice  or  change,  Forbes  decided  to 
go  to  its  readers,  as  well  as  other 
sources.  We  wanted  case  histories 
from  subscribers  who  had  wrestled 


with  the  career  choice  problem,  or 
who  were  still  wrestling  with  it. 

The  response  to  our  Help  Wanted 
ad  in  the  Nov.  23,  1981  issue  was  both 
gratifying  and  frustrating.  Pleased  as 
we  were  with  the  hundreds  of  re- 
sponses, we  were  disappointed  at  not 
finding  many  concrete  answers. 
There  was  no  one  course  or  counsel- 


agement  network,  a  former  accoun- 
tant who  found  he  "really  didn't  enjoy 
what  I  was  doing,"  perhaps  expressed 
it  best:  "During  my  first  five  years  in 
the  work  force,  I  probably  read  ten 
different  self-help  books  and  listened 
to  various  motivational  tapes.  I  also 
had  the  help  of  several  mentors  along 
the  way  and  personnel  counseling 
with  a  Big  Eight  account- 
ing firm.  All  that  input, 
combined  with  my  Ivy 
League  and  graduate  de- 
grees, taught  me  one 
thing — that  I  had  to  figure 
out  for  myself  what  I 
wanted  to  do." 

That  said,  we  report 
here  on  the  sources  our 
readers  found  most  help- 
ful, even  inspirational. 


ing  agency  or  book  or  individual  or 
program  that  turned  up  consistently 
as  a  real  help. 

The  majority  of  the  success  stories 
we  received  were  tales  of  self-growth 
and  sheer  determination  told  by  tal- 
ented people.  Outside  counsel  may 
have  played  a  role,  but  the  common 
denominator  to  success,  corny  as  it 
sounds,  was  a  solid  commitment  to 
making  an  intelligent  choice  or 
change  of  careers. 

The  president  of  a  real  estate  man- 


Career  counselors: 
good,  bad,  indifferent 

Career  counseling  has 
become  an  industry  unto 
itself.  But  the  value  of 
what  is  offered — and  the 
cost  of  receiving  it— var- 
ies enormously.  As 
might  be  expected,  re- 
spondents had  some 
harsh  things  to  say  about 
the  pricier  counseling 
services,  those  that  com- 
monly advertise,  for  example,  in  the 
Wall  Street  Journal.  "The  fee  charged 
was  $2,700.  I  did  not  get  my  mon- 
ey's worth,"  wrote  a  California  job 
seeker,  referring  to  a  job-counseling 
firm  in  California.  "The  Bernard 
Haldane  career  counseling  approach 
did  nothing  for  me,"  reported  one 
disgruntled  35-year-old  M.B.A.  from 
Washington,  D.C. 

But  a  Ph.D.  in  political  science  from 
MIT  had  quite  a  different  view  of  Hal- 
dane. "About  private  industry  I  knew 
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nothing;  not  even  whether  there  were 
positions  for  political  scientists,  let 
alone  how  to  find  one,"  he  told  us.  "I 
signed  up  with  Bernard  Haldane  Asso- 
ciates. Several  months  later,  I  was  of- 
fered my  present  dream  job — no, 
dream  career.  Investing  $2,000  in 
their  services  ranks  among  the  three 
most  important  and  best  decisions  in 
my  life." 

Another  professional — and  profit- 
making — counseling  service,  Robert 
Jameson  Associates,  rightly  anticipat- 
ed we  would  receive  angry  letters 
from  readers  dissatisfied  with  coun- 
seling agencies,  and  contacted  Forbes 
to  make  its  own  case.  "We've  helped 
thousands  of  people,  and  we  have  the 
case  histories  to  prove  it,"  said  a 
spokesman.  No  doubt  that's  true. 

But  the  moral  here  is  if 
you  go  to  such  a  service,  be 
certain  you  understand 
what  you  are  paying  for. 
Help  in  preparing  a  resume', 
in  making  contacts,  in 
handling  yourself  in  an  in- 
terview, in  negotiating  sal- 
aries, in  writing  cover  let- 
ters, etc.,  may  not  be  what 
you  are  looking  for1.  A  coun- 
seling service  can  be  very 
helpful  in  changing  jobs. 
But  if  you  are  looking  to 
choose  or  change  careers, 
such  help  might  be  of  only 
limited  use. 

If  you  are  not  even  sure 
where  your  talents  lie,  you 
need  really  basic  help.  For 
those  just  starting  out, 
comprehensive  aptitude 
testing  can  make  a  lot  of 
sense.  Some  campuses 
provide  such  testing,  but 
the  service  most  readers 
mentioned  favorably  was  the  Johnson 
O'Connor  Research  Foundation's  Hu- 
man Engineering  Laboratories. 

Clients  take  tests  to  measure  19 
distinct  aptitudes  and  one  area  of  ac- 
quired knowledge — vocabulary.  Rea- 
son? Early  in  his  own  career,  Johnson 
O'Connor,  who  pioneered  human  en- 
gineering at  General  Electric  (he 
coined  the  term),  found  that  a  large 
vocabulary  was  one  of  the  marks  of 
successful  people  in  many  vocations, 
particularly  business. 


These  labs  (there  are  14  throughout 
the  country),  which  have  been  used  by 
over  half  a  million  people,  provide 
three  testing  sessions,  each  3  Vi  hours 
long,  followed  by  an  interpretation  of 
results.  The  fee  is  $300.  The  Founda- 
tion does  no  more  than  tell  you  what 
you  are  best  suited  for.  But  for  some, 
that  is  enough. 

A  former  pilot  who  was  tested  at 
the  Ft.  Worth  center  wrote  that  his 
tests  indicated  a  career  in  physical 
science;  he  went  back  to  college  to 
study  geology  and  later  joined  the  Sun 
Co.  as  a  petroleum  geologist. 

Knowing  your  aptitudes  and  apply- 
ing them  to  the  marketplace  are  two 
different  things,  of  course.  Several 
readers  who  made  happy  midstream 
career  changes  sing  the  praises  of  the 
John  C.  Crystal  Center,  at  111  E.  31st 
St.,  New  York,  N.Y.  10016. 

"I  was  fortunate  enough  to  encoun- 
ter the  Crystal  Center  when  the  next 
step  up  the  ladder  was  clearly  not 
what  I  wanted,"  wrote  a  Louisville 
marketing  director.  "I  have  changed 
careers  and  tripled  my  salary." 

The  center  does  not  give  aptitude 
tests — it  doesn't  believe  in  them — but 


provides  workshops  where  partici- 
pants are  encouraged  to  ask  them- 
selves what  they  really  want  to  do. 
The  course  has  four  themes:  Who  am 
I?  What  is  the  truth  about  the  world  of 
work-for-pay?  What  do  I  want  to  ac- 
complish with  my  life?  How  do  I  go 
about  doing  it?  Each  participant  is 
asked  to  write  an  autobiography  that 
typically  runs  100  pages.  There  are 
intensive,  six-day  sessions.  Cost  is 
$750,  although  there  are  also  one-day 
workshops  for  $150.  Courses  are  held 


periodically  across  the  country. 

The  teacher  who  wants  to  get  into 
the  business  world  faces  unusual  prob- 
lems. It  is  only  natural  that  many  ad- 
vanced-degree holders,  who  have  spent 
so  much  time  around  a  bla:kboard, 
should  turn  to  the  campus  for  help. 

Two  programs  recommended  by 
readers  are  the  Alternative  Careers 
Program  at  Wharton  and  the  Careers 
in  Business  sessions  at  NYU.  The 
Wharton  program  is  open  only  to 
Ph.D.s  or  ABDs  ("all  but  disserta- 
tion"). The  eight-week  summer  pro- 
gram is  a  primer  on  the  business 
world,  accompanied  by  help  for  the 
job  seeker.  Note:  Most  graduates 
seem  to  lean  toward  marketing  or 
banking.  Cost  is  $1,400. 

NYU's  pioneer  program,  which 
lasts  six  weeks  over  the  summer,  is 
also  open  only  to  Ph.D.s.  Cost  is 
$1,400.  Its  objectives  are  the  same  as 
Wharton's. 

Many  campuses  have  career  coun- 
selors on  their  staffs,  of  course. 
Among  those  cited  by  graduates  as 
having  given  expert,  valuable  advice 
in  their  original  career  chokes  by 
readers  ranging  from  journalists  to  in- 
vestment bankers  was 
Bob  Ginn,  former  director 
of  the  Office  of  Career 
Services  at  Harvard.  He 
has  opened  his  own  prac- 
tice, Vocational  Advisory 
Service,  in  Templeton, 
Mass. 

The  growing  number  of 
women  entering  or  reen- 
tering the  job  market  has 
given  rise  to  many  pro- 
grams geared  especially  to 
their  problems.  Many 
campuses  now  offer 
courses,  but  one  noncam- 
pus  center  that  readers 
singled  out  was  Options 
for  Women,  8419  Ger- 
mantown  Ave.,  Philadel- 
phia, Pa.,  19118.  The  cen- 
ter offers  both  group  and 
individual  counseling. 

Lots  of  help 
on  the  bookshelf 

Books  about  finding  or  changing  ca- 
reers aren't  cheap,  but  the  advice  they 
contain  often  is  worth  a  lot  more  than 
the  cover  prices.  Richard  Bolles'  What 
Color  Is  Your  Parachute?  has  been  the 
bible  for  job-hunting  college  seniors 
for  a  decade  (see  box,  p.  144). 

After  Parachute,  there  were  no 
standouts,  but  many  readers  cited 
books  that  helped  them  change  jobs — 
if  not  careers. 

The  Professional  Job  Changing  System 
(Performance  Dynamics,  $12.95)  is 


An 

investment 
in  purity. 

When  assessing  the  true 
j  value  of  a  gold  investment, 
consider  the  question 
of  purity. 


The  recognized  fineness  of 
the  Gold  Maple  Leaf  has 
contributed  substantially 
to  its  wide  acceptance 
among  knowledgeable 
investors,  who  also  know 
that  it  can  be  bought  and 
sold  easily. 

Having  made  the  decision 
to  add  gold  bullion  coins 
to  an  investment  portfolio, 
it  then  becomes  simply  a 
question  of  purity. 

To  buy  the  Canadian  Gold 
Maple  Leaf  call  toll  free 
800-331-1750,  (In 
Oklahoma  800-722-3600), 
and  we'll  tell  you  the  name 
and  number  of  your 
nearest  dealer. 

Canada's  Gold 
Maple  Leaf. 

%jU  Royal  Canadian  Monnaie  royale 
-  Mini  -.v.  Canadienne 


if 


19 


»V  is 


kv 


Personal 
Affairs 


perhaps  the  best  in  a  crowded  field. 
Written  by  Robert  Jameson  Gerberg, 
whose  professional  counseling  firm  is 
Robert  Jameson  Associates,  it  is  a 
nuts-and-bolts  guide  to  job  hunting 
that  has  been  a  perennial  bestseller. 

Go  Hire  Yourself  An  Employer,  by 
Richard  K.  Irish  (Anchor,  $4.95),  was 
cited  by  several  readers  as  instrumen- 
tal in  making  successful  job  shifts. 
Your  Hidden  Assets — The  Key  to  Getting 
Executive  Jobs ,  by  Orrin  G.  Wood  (Dow 
Jones-Irwin,  $15.95),  is  a  new  book  by 
the  cofounder  of  a  job-changing  work- 
shop developed  for  Harvard  Business 
School  alumni.  It  is  upscale  in  direc- 
tion and  tone.  Jobsearch,  by  H.  Lee 
Rust,  an  outplacement  specialist  and 
investment  banker  (American  Man- 
agement, $13.95),  is  comprehensive 
and  intelligently  written,  if  a  little 
lifeless. 

Help  from  the 
damnedest  places 

For  some  lucky  individuals,  there  is 
never  any  doubt  about  what  they 
want  to  do  for  a  living.  For  others, 
there  was  a  chance  occurrence,  or  oc- 
currences, which  shaped  their  careers 
and  their  lives.  A  word  is  in  order, 
then,  about  "luck." 

One  cannot  reasonably  leave  the 
matter  of  a  career  choice  to  chance. 
But  there  are  circumstances  that  can 
be  fortuitous.  Here  are  only  a  few  case 
histories  from  readers  who  tip  their 
hats  to  the  fates.  But  it's  our  guess 
that  without  "luck"  they  would  have 
succeeded  anyway. 

Take  the  case  of  Elizabeth  Howard, 
director  of  corporate  public  relations 
for  National  Distillers  &.  Chemical 
Corp.  She  wrote:  "A  Bachelor  of  Arts 
in  English  literature  from  the  Univer- 
sity of  New  Hampshire  and  a  thesis  in 
progress  for  a  Masters  of  Science  in 
communications  at  Pratt  Institute 
didn't  have  the  effect  on  my  career 
that  an  eight-week  program  at  Kath- 
erine  Gibbs  School  did." 

Katherine  Gibbs-  The  school  that 
women  literature  majors  refuse  to  at- 
tend for  fear  they  will  be  permanently 
branded  as  secretaries?  It  isn't  typing 
or  office  procedures  that  are  mainly 
learned  at  Gibbs,  graduates  insist,  it's 
discipline. 

Sometimes  a  computer  gets  credit. 
While  working  at  the  University  of 


California,  E.  Scott  Wood  came 
across  SIGI.  It  is  a  career  counseling 
computer.  He  tested  the  system  on1 
himself  and  was  told  a  career  in  law 
or  public  relations  was  up  his  alley. 
He  is  now  finishing  law  school,  and 
is  a  public  relations  coordinator  for 
Rockwell  International. 

Some  of  our  respondents  thanked 
the  Lord.  Dennis  Walters  lost  his  job 
as  manager  of  a  shopping  center,  and 
turned  to  his  church  for  inspiration. 
"During  this  time  a  desire  was  placed 
in  my  heart  to  begin  a  maintenance 
service  firm  employing  men  from  my 
church  who  had  related  skills.  Our 
services  are  meeting  an  untapped  de- 
mand," he  wrote. 

The  AARP?  At  50,  M.G.  did  not  get 
the  job  of  divisional  vice  president  for 


which  he  had  been  waiting  15  years. 
(A  39-year-old  got  the  job.)  He  was 
still  national  sales  manager,  and  could 
take  early  retirement  in  five  years.  He 
joined  the  "junior  membership"  of 
the  American  Association  of  Retired 
Persons.  But  instead  of  finding  ways 
to  grease  the  rocking  chair,  he  found 
inspiration  in  AARP's  magazine 
about  second  careers.  A  year  later,  he 
was  a  successful  stockbroker. 

Can  Father  know  best?  A  district 
manager  for  a  major  oil  firm  always 
wanted  to  be  an  engineer;  his  father 
encouraged  him  and  urged  that  he  join 
a  big  corporation,  rather  than  be  self- 
employed — as  his  father  had  been  all 
his  life.  He  has  been  with  the  same 
company  over  16  years  and  has  had 
several  career  shifts  within  the  corpo- 
ration— and  is  very  happy  where  he  is. 

Finally,  there  is  the  case  history  of 
Walter  John  Marx  to  ponder.  Marx 
attributes  numerous  successes  over  a 
long  and  fascinating  career  to  "acci- 
dents." See  what  you  think. 

Attending  a  one-room  schoolhouse 
in  Teller,  Alaska,  Marx  turned  down  a 
chance  at  age  ten  to  be  a  watchmak- 
er's apprentice.  He  later  toyed  with 
becoming  a  Jesuit,  but  "had  some  idea 
I  would  like  girls  too  much." 

At  16,  he  helped  his  father,  who 
was  a  fur  trader,  but  one  day  his  father 


bu've  got  the  Card. 


In  fact,  you've  got  receipts  to  back  up  your 
receipts.  When  you  use  the  American 
Express*Card  traveling, entertaining,  or 
shopping,  you  obviously  get  a  re- 
ceipt. It  even  has  space  for  notes  on 
"who  and  why!'  But  that's  not  all.To 
back  them  up,  a  second  copy  is  usually 
returned  with  your  monthly  statement. 
So  you  can  compare  signatures,  double- 
check  expenses.  andsimnlifvraYnrenam- 


tion.  For  some  purchases.only  facsimiles 
of  your  receipts  are  returned,  or  listed 
on  the  descriptive  bill  summary  in  your 
statement.  But  it  is  a  computer  list  that 
youcan  figureout.  All  this  paperwork  of 
ours  is  designed  to  simplify  your  paper- 
work. Because  you  just  never  mPMSB 
know  whenyou  might  need  it.  | 
The  American  Express  Card. 
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Express  yourself 
past  check-in  lines  onTWA 


With  TWA's  Round-Trip  Check-In  and  Advance  Seat  Selection  you  can  express  yourself  past  check-in  lines. 
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Express  yourself  straight  to  the  gate  and 


express  yourself  straight  to  your  seat. 


It's  easy  with  TWA's  Airport  Express. 


Nothing  gets  you  past  check-in  lines 
and  through  the  airport  faster  than  TWA's 
Airport  Express;  And  that's  because  with 
TWA's  Round-Trip  Check-In,K  Connection 
Check-Insm  and  Advance  Seat  Selection 
you  can  get  boarding  passes  and  seat 
assignments  for  your  outbound,  connect- 
ing and  return  flights  before  you  depart. 

So  on  your  trip  home  you  can  go 
straight  to  your  seat  on  the  plane.  Instead 
of  straight  to  the  back  of  a  check-in  line. 

Next  trip,  ask  for  TWA's  Airport 
Express.  And  express  yourself  past 
check-in  lines.  Call  your  travel  agent, 
corporate  travel  department  or  TWA. 
Express  yourself  with 
the  American  Express®  Card. 

Traveling  is  easy  when  you  carry  the 


American  Express  Card.  Use  it  to  charge 
your  TWA  tickets,  car  rentals,  hotels, 
meals,  theatre,  shopping,  almost 


anything  you  need  while  traveling. 

If  you  are  not  already  a  Cardmember, 
call  toll-free  800-528-8000  for  an 
application. 

The  American  Express  Card. 
Don't  leave  home  without  it® 


You're  going  to  like  us 
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froze  to  death  on  the  trail.  High 
school  in  Seattle  with  a  relative  fol- 
lowed. "I  left  on  the  local  schooner  for 
Nome  with  my  fur  parka,  rifle  and  my 
dead  Dad's  hunting  knife." 

From  high  school  Marx  went  to  the 
University  of  Washington  to  become 
a  journalist.  An  English  teacher  urged 
teaching  instead.  Upon  graduation  he 
won  a  two-year  fellowship  to  study  in 
Belgium,   and   took  another  year's 


study  at  Columbia  University.  To 
print  his  thesis  would  have  cost  $300, 
which  he  lacked  So  he  bought  a  print- 
ing press  on  time  at  $14  per  month, 
set  the  type  for  his  thesis  himself  and 
also  took  in  odd  printing  jobs.  He  fi- 
nally became  an  assistant  professor  at 
a  women's  college. 

The  war  came  along.  Marx  was  ea- 
ger to  participate,  but,  he  says,  "The 
doctor  at  the  draft  board  told  me,  'The 
Germans  would  be  crawling  ashore  in 
the  Carolinas  before  the  army  would 
take  you.'  I  had  a  class  that  ended  at 
noon  and  once  in  a  while  took  a  lovely 
lady  to  lunch.  She  knew  I  came  from 
Alaska  and  told  me  her  husband  was  a 
recruiting  officer  for  the  Air  Force  and 
was  desperate  to  find  officers  who 
could  show  men  how  to  survive  in 
northern  Alaska.  Southern  boys  were 
being  sent  up  who  simply  did  not 


Collectors  Items 


Small  wonder 
Beaulieu  Vineyard 
Cabernet  Sauvignon 
wines  are  coveted  I 
collectors.  Year  after 
year  these  wines 
are  consistently 
A  merica  "s  finest 
red  wines.  The  illustrious 
BV  Cabernet  So.uvign.ons — 
when  you  know  fine  wines, 
you  know  BV. 

Napa  Valley.  California. 


The  Hamilton 

Marine 
Chronometer 


A  limited  edition  replica  of  our 

famous  timepiece  is  now  available 

for  private  subscription. 

The  historic  importance  of  the  Hamilton 
Marine  Chronometer  in  World  War  II  is 
recognized  by  its  presence  at  the  Smithso- 
nian Institution.  A  fitting  tribute  to  the 
greatest  naval  force  ever  assembled  and  the  industry 
that  supplied  it. 

Handcrafted  in  solid  brass  and  mahogany,  the  case  follows  to  exact  detail  the 
blueprint  specifications  originally  issued  to  us  by  the  U.S.  Navy.  The  replica  is 
available  in  a  choice  of  two  movements,  8-day  keywound  or  quartz.  Each 
chronometer  is  individually  tested, 


numbered  and  recorded. 

Available  by  advance  subscription 
only  for  the  limited  edition  price  of 
$1,495  which  may  be  charged  to  your 
major  credit  card.  To  receive  a  full  color 
brochure  describing  this  magnificent 
instrument,  just  use  the  coupon.  Or  call 

TOLL-FREE  800-233-0281  ext.  175. 

(PA  residents  call  717-394-7161  ext.  175) 


MAIL  TO 

THE  COLLECTOR'S  CLASSIC  EDITION 
SOCIETY,  LTD. 

A  wholly  owned  subsidiary  of  Hamilton  Watch  Company 
Dept.  265. 941  Wheatland  Ave.,  Lancaster,  PA  17604 

Please  rush  me  your  full-color  brochure  on  the 
Hamilton  Marine  Chronometer. 


Personal 
Affairs 


know  how  to  survive  in  emergen- 
cies." That's  what  Marx  did  in  World 
War  H. 

After  the  war,  married  and  with  the 
first  three  of  an  eventual  seven  chil- 
dren, Marx  could  no  longer  get  by  on  a 
teacher's  salary  and  applied  to  the 
State  Department.  "The  maid-of-hon- 
or  at  our  wedding  in  1942,  one  of  the 


most  beautiful  young  women  I  have 
ever  known,  was  working  at  State,  so 
I  took  her  to  lunch  and  she  mentioned 
that  her  office  had  recently  lost  three 
men."  There  followed  11  years  with 
the  State  Department,  and  9  years 
abroad  as  a  foreign  consul,  including  5 
as  top  man  in  Le  Havre  and  4  more  in 
Hamburg. 

First  retired  at  60,  Marx  then  "just 
happened"  to  be  hired  as  editor  of  the 
German  Press  Review,  a  newsletter. 

Here  is  how  he  sums  up  his  career: 
"I  read  Horatio  Alger  as  a  boy.  ...  I 
did  work  hard,  but  it  was  a  series  of 
accidents  that  determined  my  career 
or  careers.  If  my  father  had  not  died,  it 
is  rather  certain  I  would  have  stayed 


in  Alaska  as  a  fur  trader — he  would 
have  needed  my  help.  A  chance  meet- 
ing on  the  campus  headed  me  toward 
an  academic  career.  Every  effort  to  get 
into  the  war  failed  until  I  took  a 
charming  young  woman  to  lunch  I 
would  never  have  gotten  into  the 
State  Department  if  our  maid-of-hon- 
or  had  not  introduced  me  to  the  right 
people.  And  sheer  luck  determined 
my  last  career  as  an  editor  and  transla- 
tor. I  wish  I  could  say  that  free  will 
had  determined  my  life,  but  without 
those  breaks  I  could  not  have  attained 
those  careers  no  matter  how  hard  I 
worked  or  how  hard  I  tried." 

Humility  and  grace,  it  seems,  can 
likewise  be  assets  in  a  career  search. 


Making  a  career  of  careers 


It  is  the  granddaddy  of  career  books  and  a  publishing 
phenomenon.  It  has  been  on  the  New  York  Times  trade 
paperback  bestseller  list  longer  than  any  title  except 
The  Joy  of  Sex.  It  has  sold  more  than  1.6  million  copies, 
with  minimal  advertising  support  and  no  promotional 
tour.  Before  it  appeared,  its  publisher's  biggest  book 
was  a  bicycle-repair  manual. 

Richard  Bolles,  an  Episcopal  priest  and  author  of  this 
long-running  hit,  originally  published  and  distributed 
the  book  himself  (through  the  mail,  first  class).  He 
remembers  making  up  the  title — What  Col- 
or Is  Your  Parachute? — but  can't  really  ex- 
plain what  it  means. 

That's  okay,  it  has  a  no-nonsense  sub- 
title: A  Practical  Manual for  Job-Hunters  and 
Career  Changers.  The  mix  of  sportiveness 
and  sobriety  on  the  cover  gives  the  reader 
an  idea  of  what's  inside:  sound  informa- 
tion and  advice — loads  of  it — set  off  by 
pictures,  cartoons  and  quotations. 

"It's  playful,"  says  Bolles,  who  is  54.  "I 
think  the  reason  a  lot  of  other  books  on 
the  subject  haven't  done  as  well  as  Para- 
chute is  that  there  is  something  idiotic 
about  the  book." 

"It  provides  good  technique  for  job  hunt- 
ers," says  George  Young,  a  senior  editor  at 
Ten  Speed  Press  of  Berkeley,  Calif.,  Para- 
chute's publisher.  "It  says,  'Forget  all  the 
rules; just  get  out  there  and  do  it  this  way.'  " 

Parachute  is  packed  tight:  the  effective-   

ness  of  various  job-hunting  methods;  how  to  identify  a 
second  career  without  reschooling;  the  real  meaning  of 
"skills";  exercises  to  help  you  know  yourself;  interests 
versus  aptitudes;  what  will  ^et  you  hired. 

Three  excellent  appendices  follow  the  seventh  chap- 
ter. The  first  is  a  workbook  the  reader  can  use  to 
"inventory"  his  skills  and  interests  and  otherwise  con- 
duct a  job  search.  The  other  two  list  books,  public 
seminars,  professional  counselors  and  other  resources. 

Throughout  the  text  Bolles  coaches  and  often  prods 
the  reader.  Example:  "Turn  to  Appendix  C,  choose 
three  possible  counselors  or  places,  go  ask  them  some 
questions,  and  then  choose  one.  Pay  them,  and  get  at 
this."  The  quotations  that  kick  off  each  chapter  are 
diverse  and  quirky,  and  some  of  the  cartoons  are  pretty 


Parachute  author  Bolles 
Second  to  Joy  of  Sex. 


funny.  Man  at  desk  to  other  man:  "You  can  name  your 
own  salary  here.  ...  I  call  mine  Fred." 

Bolles'  interest  in  career  counseling  arose  from  his 
work  for  United  Ministries  in  Education,  the  Protes- 
tant church  group  that  still  employs  him.  Bolles,  who 
earned  a  master's  in  theology  at  Harvard,  had  just 
joined  UME  in  1968  when  he  was  assigned  to  help  spot 
and  solve  its  campus  ministers'  problems. 

Finding  that  one  of  his  subjects'  difficulties  was  a 
penchant  for  getting  fired,  he  decided  to  research  and 
write  a  booklet  for  them.  A  year  later 
came  Parachute,  hot  off  the  photocopier, 
162  sheets  spiral-bound  with  a  salmon 
cover.  For  $6.95  you  got  a  copy  direct  from 
the  author,  who  pocketed  $1.20  each  time 
he  put  one  in  the  mail. 

When  Phil  Wood,  owner  of  Ten  Speed 
Press,  saw  the  book  in  1972  and  offered  to 
publish  and  distribute  it,  Bolles  was  happy 
to  give  up  his  postal  chores.  Little  hap- 
pened for  about  two  years,  and  then  Para- 
chute took  off.  It  has  been  aloft  ever  since. 

That  first  edition,  all  of  201  pages,  has 
expanded  to  more  than  300  pages  (the 
1982  edition,  a  $7.95  paperback,  will  be  in 
stores  before  April).  Bolles'  present  job  as 
director  of  UME's  National  Career  Devel- 
opment Project  keeps  him  abreast  of  the 
latest  thinking  on  job  hunting  and  careers, 
and  he  accordingly  revises,  updates  and 

  expands  Parachute  each  year. 

Predictably,  he  has  published  two  follow-up  books  on 
the  subject.  Where  Do  I  Go  From  Here  With  My  Life?  (Ten 
Speed,  $9.95),  written  in  1974  with  career-counseling 
virtuoso  John  Crystal,  is  an  amplification  of  certain 
Parachute  principles.  TheThree  Boxes  of  Life,  and  How  to  Get 
Out  of  Them  (Ten  Speed,  $8.95)  is  a  philosophical  treat- 
ment of  the  material  included  in  the  first  two  books. 

Bolles  and  Ten  Speed  have  helped  put  each  other  on  the 
map.  The  privately  held  publisher  is  small  (29  employ- 
ees); but  since  Parachute  it  generally  gets  first  crack  at 
new  career  books.  Its  first  t\t\z,  Anybody's  Bike  Book,  gave 
the  company  its  name.  As  for  the  offbeat  name  of  Bolles' 
big  book,  Phil  Wood  once  quipped,  "If  this  book  had  died, 
it  would  have  been  the  title  that  killed  it.  Now  that  it 
lives,  it's  the  title  that  saved  it." — Kevin  McManus 


#1  Express  Service: 

Hertz 
announces 

the  end  of  the 


line. 


If  you're  tired  of 
standing  in  airport 
car  rental  counter 
lines,  Hertz  has  a 
way  to  beat  them. 

It's  called  #1 
Express™  Service. 

To  see  how  easy 
it  is,  pick  up  a  #1 
Express  pass  the 
next  time  you're 
at  one  of our 
counters.  Or  ask 
your  travel  agent 
or  corporate  travel 
department. 

Hertz  #1 
Express  Service. 
It's  the  end  of  the 
line. 

For  reserva- 
tions call  1-800- 
654-3131.  Ask  for 
#1  Express. 


Hertz 


#1  For  Everyone.1 

Hertz  rents  Fords 
and  other  fine  cars. 
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The  Evening  Review 
East  Liverpool,  Ohio 
November  21, 1981 

We're  American  Electric  Power. 
Were  also  Appalachian  Power, 
Columbus  and  Southern  Ohio  Electric, 
Indiana  &  Michigan  Electric, 
Kentucky  Power,  Kingsport  Power, 
Michigan  Power,  Ohio  Power, 
and  Wheeling  Electric. 

American  Electric  Power 


The  Forbes/  Wilshire  5000  Review 
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Coming  down  again.  So  far  1982  has  not  been  a  good 
year  for  Wall  Street.  The  Wilshire  index  shows  that 
securities  gave  up  over  $89  billion  in  market  capitaliza- 
tion since  the  year  started.  And  the  downward  trend 
continues:  Another  $25  billion  in  capitalization  disap- 
peared during  the  last  two  weeks. 

The  NYSE  and  NASDAQ  indexes  lost  between  3 
and  4  percentage  points  over  the  two-week  period,  but 
the  decline  was  even  worse  on  the  Amex.  It  dropped 
5.6%.  In  fact,  over  the  past  52  weeks  the  Amex  has 
been  hit  much  harder  than  the  other  exchanges: 
Amex  stocks  are  off  a  hefty  18.4%.  The  largest  per- 
centage loser  on  the  Amex  was  Data  Access  Systems, 


down  84%  over  the  last  year.  The  big  damage,  howev- 
er, came  from  52-week  declines  of  more  than  50%  in 
large-capitalization  U.S.  and  Canadian  energy  stocks 
such  as  Anglo  Energy,  Felmont  Oil,  Husky  Oil,  MCO 
Resources,  Mitchell  Energy  &  Development,  Ranger 
Oil  and  Sundance  Oil. 

Look  at  what  the  market-focus  figures  show  has 
happened  to  the  high  P/E  stocks  over  the  last  year.  They 
have  dropped  16.4%,  substantially  more  than  other 
market-focus  groups.  This  is  a  clear  indication  that 
investors  are  having  second  thoughts  about  paying  large 
premiums  on  the  expectations  of  future  earnings.  There 
is  too  much  uncertainty  over  tomorrow's  economy. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 

Dow  Jones 

NYSE 

AMEX  Market 

NASDAQ 

5000 

industrials 

Composite 

Value  Index 

Composite 

in  last  4  weeks 

-2.6 

-2.5 

-2.0 

-5.7 

-2.8 

in  last  52  weeks 

-10.2 

-11.9 

-9.6 

-18.4 

-6.0 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile! 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-2.3 

-0.6 

-4.3 

-1.9 

-0.9 

-1.2 

-0.8 

-1.8 

-2.2 

-1.2 

in  last  52  weeks 

-3.0 

9.2 

-16.4 

1.8 

6.1 

2.1 

-1.9 

2.9 

-5.9 

7.2 

^  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable 
\  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


■Jote:  All  data  for  periods  ending  2/19/82.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 


Where  The  Action  Is 


Bad  news  everywhere.  All  nine  sectors  show  a  two-week 
decline,  but  transportation  stocks,  in  a  6. 1  %  tailspin,  were 
hit  the  hardest.  With  the  fall  of  Freddie  Laker  and  a 
continuing  stream  of  negative  earnings  reports,  investors 
are  fast  losing  faith  in  the  air  transport  industry. 

The  energy  sector,  with  a  5.6%  downward  move,  con- 
tinues to  probe  for  new  depths.  Price  cuts  within  and 
outside  of  OPEC  will  put  more  pressure  on  earnings  of 


energy  firms.  Consumer  durables,  close  behind  in  the 
losers'  column,  were  off  5.2%.  The  "just  around  the 
corner"  rebound  expected  from  Detroit  continues  to  stay 
at  least  onablock  ahead  of  reality.  Capital  goods  registered 
a  4.8%  setback — reflecting  the  effect  that  economic  woes 
are  having  on  corporate  plans  to  retool  for  the  future.  In 
the  midst  of  all  this  gloom,  the  best  relative  showing  came 
from  utilities,  which  posted  only  a  1.6%  decline. 


Percent  change  in  last  52  weeks         -^j^  Percent  change  in  hut  two  weeks 


Capital  goods 


+50 


+25 


-25 
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Energy 


+50 


+25 


-25 
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Technology 


+50 


+25 


-25 


-3.5 
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Consumer  durables 


+  50 


+25 


-25 
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Finance 


+  50 


+25 


-25 
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Transportation 


+50 


+25 


-25 


-6.1 
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Consumer  nondurables  and  services 
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Raw  materials 


+50 


+25 
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Utilities 


+50 


+25 


-25 
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Note:  Al!  data  for  periods  ending  2/5/82.  Prepared  by  Wilsbire  Associates,  Santa  Monica,  Calif. 


Innovative  Technology  from  the  Grow  Group 

The  AWLGRIP®  protective  coating  system  enhances  the  look, 
performance  and  value  of  any  boat  it  covers. 


Innovation  Topside.  Keeping  a  boat  sleek  and  shiny  is 
as  important  to  the  owner  of  an  outboard  as  it  is  to  Dennis 
Conner,  skipper  of  "Freedom,"  successful  defender  of  the 
America's  Cup.  A  smoother,  more  resistant  finish  adds 
dramatically  to  a  vessel's  overall  look  and  style.  The 
AWLGRIP  polyurethane  system,  developed  by  our  U.S. 
Paint  Division,  is  the  recognized  leader  in  the  field  of 
topside  pleasure  craft  coatings.  AWLGRIP's  mirror -like 
finish  and  rugged  durability  have  made  it  the  choice  of 
the  winners  of  nearly  every  major  yachting  race  since  its 
introduction  in  1976. 

Innovation  Below  The  Surface.  Recognizing  the 
multimillion  dollar  bottom  coatings  market,  U.S.  Paint 


has  expanded  the  AWLGRIP  system  by  introducing 
AWLGRIP  ANTI-FOULING  PAINT,  a  blend  of  time- 
released  agents  which  inhibit  fouling  marine  growth.  The 
result  is  reduced  fouling,  greater  fuel  efficiency  and  less 
dry  dock  maintenance. 

The  AWLGRIP  system  represents  the  kind  of  innovative 
technology  that  has  helped  Grow  Group  increase  sales 
from  $10  million  in  1961  to  over  $230  million,  while 
paying  cash  dividends  for  the  past  17  consecutive  years 
and  over  132%  in  stock  dividends.  For  the  full  story  write 
Grow  Group,  Inc.,  Pan  Am  Building,  200  Park  Avenue, 
New  York,  N.Y.  10017.  We'll  send  you  a  copy  of  our 
annual  report. 


Statistical  Spotlight 


The  list  of  loaded  laggards  we  ran  in  July  1980  is  up  an  average 
of  56%.  That  good  news  sent  us  scurrying  back  to  the  computer 
to  crank  out  a  fresh  batch  of  potential  bargains. 


The  lovely  uglies 


By  Steve  Kicben 
and  Paul  Bornstein 


If  cute-looking  highflyers  have 
your  investment  portfolio  in  the  dol- 
drums, perhaps  it's  time  to  change 
partners.  Look,  instead,  at  some  of 
the  securities  that  sit  quietly  on  the 


sidelines.  Many  can  pay  handsome  re- 
wards with  some  careful  courting  and 
a  little  patience. 

No,  we  are  not  starting  a  dating 
service  for  ailing  handbag  or  auto 
equipment  manufacturers.  We  have 
found,  however,  that  the  prettiest  in- 
vestments aren't  always  the  best. 


Loaded  laggards  of  1980,  revisited 

If  you  invested  $1,000  in  each  of 

1980,  your  portfolio  would 

now  be 

the  25  stocks  in  the  loaded  lag- 

worth over  $39,000.  That's 

a  56% 

gards  table  Forbes  printed  in  July 

return  in  about  18  months. 

Price 

Recent 

% 

Company/principal  business 

lune  1980 

price 

change 

Adams  Drug/retail 

33/8 

4% 

30% 

American  Motors/automotive 

5% 

2% 

-49 

Bobbie  Brooks'/apparel 

3'/8 

r/s 

-40 

Ceco/construction  equipment 

13% 

16% 

21 

Cluett,  Peabody/apparel 

8% 

15 'A 

77 

Cunningham  Drug  StoresVretail 

8% 

18 

103 

Fabri-Centers  of  America/textiles 

5 

13% 

168 

First  Wisconsin/bank  holding 

23% 

27% 

19 

Hart  Schaffner  &  Marx/apparel 

12% 

18V4 

49 

Helene  Curtis  Industries/cosmetics 

6% 

13 

93 

House  of  Fabrics/textiles 

4% 

11% 

169 

Jewelcor/retail 

3% 

37s 

7 

Magic  Chef/home  appliances 

8% 

27 

McNeil  Corp/industrial  equipment 

13% 

13% 

-1 

Munsingwear/apparel 

14 

14'/2 

4 

Outboard  Marine/recreation 

10% 

19% 

89 

Oxford  Industries/apparel 

9% 

31'/8 

223 

Pamida3/retail 

3% 

6 

85 

Phillips- Van  Heusen/apparel 

11% 

ISVa 

31 

Questor/auto,  recreation  products 

5  Vz 

9 

64 

Salant/apparel 

5% 

9Vi 

65 

Sheller-Globe/auto  parts 

5% 

12% 

120 

Springs  Mills/textiles 

15 

24l/4 

62 

Triangle  Industries/metal  fabricating 

8% 

11% 

38 

Wurlitzer/musical  instruments 

7% 

4% 

-43 

'Firm  filed  Chapter  11     2Acquired  by  CD  Holding  at  $18  a  share 

'Company  sold  . 

ISSetS  and 

changed  name  to  PMD  Investment;  ottered  $6  a  share  for  all  shares. 

Regularly  we  scan  the  market  for 
companies  that  trade  well  below  book 
value  but  seem  otherwise  reasonably 
healthy.  We  call  these  wallflowers 
loaded  laggards,  and  the  list  we  pub- 
lished July  21,  1980  shows  how  they 
can  live  up  to  that  name. 

None  of  these  companies,  of  course, 
had  what  it  took  to  make  Kidder,  Pea- 
body's  list  of  Nifty  Fifty  high  P/E 
stocks.  But  look  at  the  performance  of 
the  two  groups.  Since  June  1980  our 
25  not-so-nifty  companies  posted 
gains  that  average  56%,  while  the  su- 
perstars managed  to  move  up  28%. 
Not  only  did  our  underdogs  outshine 
Wall  Street's  bathing  beauties,  they 
also  put  the  market  averages  to 
shame.  During  the  same  period  the 
S&P's  500  were  up  13%,  the  Dow  was 
down  3%  and  the  Wilshire  5000,  a 
measure  of  total  market  performance, 
was  up  a  mere  3%. 

The  adjacent  table  shows  how  our 

1980  laggards  have  fared.  The  star  was 
Oxford  Industries,  which  shot  up  by 
some  223%.  Two  other  sleeping  beau- 
ties were  Fabri-Centers  of  America 
and  House  of  Fabrics,  both  up  nearly 
170%.  Patient  investors  in  Cunning- 
ham Drug  Stores  gained  103%  when 
this  drug  chain  was  bought  by  CD 
Holding  at  $18  a  share.  And  early  in 

1981  Pamida,  which  restructured  into 
a  closed-end  investment  firm,  PMD 
Investment  Co.,  offered  to  buy  back 
all  of  its  outstanding  stock  at  $6  a 
share,  an  85%  markup  over  the  June 
1980  price. 

These  gains  sent  us  scurrying  back 
to  our  computer,  and  on  page  152 
there  is  a  list  of  50  depressed  compa- 
nies that  may  also  be  candidates  for 
strong  rebounds.  We  eliminated 
stocks  selling  for  less  than  $1  per 


share,  but  our  screening  covered  the 
New  York  and  American  Exchanges 
as  well  as  the  over-the-counter  mar- 
ket. As  in  most  compilations  of  in- 
vestment bargains,  there  is  a  liberal 
sprinkling  of  textile  and  apparel  firms. 
Several  are  repeats  from  previous  lists. 
But  there  are  also  some  surprising 
newcomers:  A  number  of  electronics 
firms  now  pop  up  on  our  computer 
printouts. 

Many  of  the  companies  in  the  table 
are  struggling  or  are  in  troubled  indus- 
tries, but  they  all  have  several  points 
in  their  favor.  For  starters,  these  se- 
curities are  selling  well  below  book 
value.  Look  at  the  leader,  Liberty  Fab- 
rics of  New  York.  For  every  dollar  you 
plunk  down  for  Liberty  shares,  you 
pick  up  $2.70  in  book-value  assets. 

Our  second  criterion  is  important 
too.  Each  of  these  firms  had  to  be 
profitable  and  selling  at  a  low  price-to- 


eamings  multiple.  In  the  case  of  Lib- 
erty, for  example,  that  figure  is  a  bar- 
gain-basement 3.5.  Only  a  few  new 
loaded  laggards  are  priced  near  the 
overall  market  multiple  of  just  over  7. 
In  fact,  60%  of  the  securities  are  sell- 
ing at  less  than  5  times  earnings. 

Each  of  the  companies  on  our  current 
list  also  shows  at  least  a  10%  return  on 
net  worth.  This  level  of  profitability 
may  not  equal  recent  rates  of  inflation 
and,  if  this  trend  continues,  won't  al- 
low a  company  to  finance  growth  out  of 
current  earnings.  Still,  if  afirm  can  earn 
a  minimum  of  10%  in  this  deepening 
recession,  this  seems  like  an  acceptable 
base  on  which  to  build  when  the  econo- 
my improves. 

All  the  companies  on  our  list  aren't 
standing  still  either.  Consider  Cy- 
clops, a  Pittsburgh-based  specialty 
steelmaker.  It  sells  at  3.6  times  earn- 
ings and  at  a  book-to-price  ratio  of 


2.24.  While  Cyclops'  operations  are 
focused  on  specialty  steel,  it  has  been 
getting  rid  of  its  less-profitable  units 
and  expanding  into  oil  and  gas  produc- 
tion. It  has  estimated  natural  gas  re- 
serves of  25  billion  cubic  feet.  Other 
laggards  in  unusual  industries  include 
Altair,  a  manufacturer  of  industrial 
equipment,  and  Kewaunee  Scientific 
Equipment,  a  manufacturer  of  labora- 
tory equipment  and  furniture. 

Unless  the  market  rewrites  the 
book  on  investment  strategy,  our 
new  group  of  undervalued  securities 
contains  several  stocks  that  are  likely 
to  win  big  over  the  next  five  years. 
At  the  moment,  many  of  the  issues 
are  selling  at  or  near  their  two-year 
lows.  For  example,  C&R  Clothiers,  a 
California-based  retail  clothing  chain, 
is  down  74%  and  Glenmore  Distill- 
eries down  53%  from  their  recent 
peaks.  In  all  likelihood,  the  group  also 


Q. 


Which  insurance  broker  takes  risk 
out  of  risk  management? 


A.  Rollins  Burdick  Hunter. 


RpLUNS  BURPICX 
HUNJEK 

Taking  Risk  Out  Of  Risk  Management 
Worldwide 


which  recently  filed  for  bankruptcy. 
When  the  market  drives  a  multiple 
down  to  ridiculous  levels  it  can  be  a 
warning  that  earnings  are  drying  up 
and  that  the  firm  is  about  to  shift  into 
the  red.  That's  why  there's  virtue  in 
diversity.  ■ 


Loaded  laggards  of  1982 


With  Wall  Street  in  the  doldrums,  this  is  an  ideal  time  to  buys.  These  companies  are  all  earning  at  least  10%  on  net 
shop  for  bargains.  The  50  stocks  listed  here  are  ranked  in  worth,  and  60%  trade  at  a  price/earnings  multiple  of  less 
termsof  the  dollars  of  book  value  eVery  investment  dollar    than  5 — well  below  the  market  multiple. 


Book 

Working 

Return 

value/ 

Recent 

Price 

ranee 

Latest  12  months 

1  ■    MM t    1  1 

\.  dill  lal 

Company/principal  business 

price 

price 

1980-present 

EPS 

P/E 

per  share 

worth 

yield 

Liberty  Fabrics  of  NY/textiles 

2.70 

8V2 

11%- 

-  4% 

$2.41 

3.5 

$10.25 

10.4% 

— 

C&R  Clothiers/retail 

2.60 

l'/4 

4%- 

-  1% 

0.43 

2.9 

1.68 

13.1 

— 

Hampton  Inds/apparel 

1  9A 

D  /8 

7%- 

-  3'/8 

1.34 

3.8 

1 1 

Cyclops/steel 

2.24 

22% 

39  - 

-18% 

6.21 

3.6 

22.86 

12.2 

6.0% 

Weldotron  Corp/industrial  machinery 

2.08 

3% 

5  - 

-  1% 

0.78 

4.8 

5.86 

10.0 

Rose's  Stores/retail 

2.07 

17% 

20V4- 

-11% 

3.81 

4.7 

26.72 

10.3 

4.5 

Ceco/construction  equipment 

2.01 

16% 

24%- 

-12% 

4.08 

4.1 

19.93 

12.1 

5.8 

century  rapcis/paper  pruuucis 

1  Qfi 

c 
0 

5%- 

-  2'/4 

1.33 

3.8 

A  73 

10.0 

Weisfields/retail 

1.96 

12l/2 

16'/2- 

-10 

2.73 

4.6 

13.67 

11.1 

6.4 

First  Wisconsin/bank  holding 

1.88 

27% 

35%- 

-19'/2 

6.65 

4.2 

59.31 

12.7 

7.2 

Canrad-Hanovia/electrical  equipment 

1.87 

2% 

4  - 

-  1 

0.80 

3.3 

5.74 

16.3 

— 

Glenmore  Distilleries/distilling 

1.87 

I6V4 

34'/2- 

-15'/2 

3.23 

5.0 

20.31 

10.5 

6.2 

A  i  ri  in v  Mnio/TPtii  1 
\Ucllll>  1 J I  uty  (  L  L  ■  \  1 1 

l.OJ 

't  /a 

6%- 

-  2% 

0.81 

5.4 

A  QC, 
t./j 

1 0  n 

n  0 

Michigan  Sugar/food  processing 

1.79 

14% 

32"/8- 

-  7% 

3.77 

3.9 

17.18 

14.2 

8.3 

Noel  Industries/apparel 

1.78 

3% 

6%- 

-  1% 

1.12 

3.2 

4.12 

17.3 

Altair/industrial  equip 

1.77 

4% 

8V2- 

-  3'/8 

1.60 

3.0 

6.53 

18.9 

— 

Ronco/household  prods 

1.77 

3% 

5%- 

-  2% 

1.34 

2.7 

6.40 

20.8 

vjuruun  j  c  wciry/retaii 

1  7A 

21  - 

-11% 

3.02 

4.3 

lU.JJ 

Ij.o 

A  3 

Littlefield,  Adams/apparel 

1.70 

4% 

8V4- 

-  3 

1.18 

3.9 

4.67 

14.9 

6.9 

Commercial  Metals/metal  proc 

1.69 

14 

26  - 

-13 

2.52 

5.6 

16.62 

10.6 

3.1 

Movie  Star/apparel 

1.67 

12V8 

13%- 

9 

2.42 

5.2 

15.22 

11.4 

4.8 

Spang  Industries/electronics 

1.67 

10 

13  - 

-  8% 

1.99 

5.0 

12.11 

11.8 

3.6 

In f*  1  i/ti  /  ri  ■innn'iijc 
Janyil/  lldllUUdg> 

1  Ms 

D  /8 

-  4 

1.04 

4.9 

7  90 

/  .Z7 

1 9  1 

1  z..  1 

7  8 

Hastings  Mfg/auto  equipment 

1.65 

12% 

13%- 

-  8V4 

2.66 

4.8 

16.77 

12.5 

5.0 

Fab  Industries/textiles 

1.60 

12'/4 

16'/8- 

-  8 

3.03 

4.0 

16.13 

15.4 

4.1 

Blue  Bell/apparel 

1.57 

21% 

37%- 

-20V2 

3.45 

6.2 

21.87 

10.2 

8.4 

Frank  Paxton/forest  products 

1.56 

29 

30  - 

-22 

5.86 

4.9 

30.70 

12.9 

5.1 

v  aiu/cicLiiUiiic  equip 

1  .JO 

O  /4 

15V2- 

•  6% 

1.32 

5.1 

7  in 

1  9  A 

c,  0 

Kewaunee  Scientific  Equip/lab  equip 

1.55 

11  Vz 

12%- 

5% 

1.74 

6.6 

12.52 

11.5 

5.4 

North  Amer  Philips/electronics 

1.53 

34 

59%- 

-23  Vz 

7.67 

4.4 

36.23 

14.7 

5.0 

Olla  Industries/handbags 

1.53 

12'/2 

15  - 

-  7% 

2.05 

6.1 

16.30 

10.6 

3.2 

Coast  Mfg/luggage 

1.50 

2>/2 

SVs- 

2l/2 

0.52 

4.8 

2.80 

13.8 

Esquire  Radio  &  Electron/electronics 

2U  74 

24%- 

•10% 

4.76 

4.4 

t  1   a  r 
0  1.4o 

ID. A 

O.l 

Baker  Brothers/climate-control  equip 

1.44 

7% 

9%- 

-  4% 

1.12 

6.8 

9.07 

10.1 

3.1 

Intercontl  Dynamics/aerospace 

1.43 

5% 

llMt- 

4 

1.20 

4.4 

6.31 

15.9 

1.9 

Cluett,  Peabody/apparel 

1.41 

15'/4 

16%- 

7% 

2.25 

6.8 

16.97 

10.4 

5.0 

Allen  Organ/musical  instr 

1.38 

20 

lOVz- 

12% 

3.76 

5.3 

21.96 

13.5 

2.8 

Armatron  Intl/electronics 

1.38 

4% 

SVb- 

•  2% 

0.45 

9.7 

4.75 

17.1 

Kennington/  apparel 

1.38 

8 

13%- 

7% 

1.91 

4.2 

10.39 

17.2 

Central  Maine  Power/elec  utility 

1.36 

12% 

14%- 

10% 

2.13 

5.8 

177.20 

12.6 

14.5 

Kiddie  Products/infant  products 

1.34 

15>/2 

2OV2- 

7% 

2.62 

'5.9 

17.50 

12.5 

Russ  Togs/apparel 

1.33 

12% 

16'/8- 

9 

2.86 

4.5 

14.82 

16.6 

7.8 

Tonka/toys 

1.33 

25  Vi 

34%- 

7% 

4.38 

5.8 

38.60 

13.2 

1.6 

GI  Export/exports  vehicles 

1.30 

3% 

5%- 

-  1% 

0.66 

5.1 

4.33 

15.0 

Pat  Fashions  Industries'/apparel 

1.25 

18 

187/s- 

5»/8 

4.94 

3.6 

20.02 

21.8 

0.8 

Barton  Brands/distilling 

1.19 

10'/2 

12'/2- 

7 

3.11 

3.4 

11.05 

24.8 

11.9 

Aceto  Chemical/spec  chemicals 

1.15 

15% 

16V2- 

10% 

2.66 

5.9 

15.91 

14.5 

Palm  Beach/apparel 

1.13 

15'/8 

29%- 

13 

4.64 

3.3 

16.02 

26.9 

7.9 

Weyenberg  Shoe  Mfg/footwear 

1.12 

27'/2 

29  - 

14'/2 

3.83 

7.2 

31.45 

12.3 

4.2 

Dynascan/electronics 

1.11 

6% 

ll'/s- 

2V2 

0.91 

7.4 

7.55 

12.1 

Statistical  Spotlight 

contains  one  or  more  candidates  for 
acquisition,    leveraged   buyouts  or 
share  repurchases. 
Beauty,  they  say,  is  in  the  eyes  of 


the  beholder.  So  why  not  embrace  an 
overlooked  textile  or  apparel  com- 
pany? Keep  one  thing  in  mind,  how- 
ever, before  you  tear  out  this  list  and 
dash  off  to  your  stockbroker.  Play  the 
field.  One  of  the  four  losers  on  our  last 
list  was  apparel  maker  Bobbie  Brooks, 


'Company  is  considering  sale  of  assets  and  reorganizing  into  an  investment  firm. 


Source:  Standard  &  Poor's 


/Vb  one  wants  to  buy  stock  in  the  big  oil 
companies  these  days.  So  it's  a  great  time 
to  shop  the  industry  for  bargains. 

In  Union 
is  there 
opportunity? 


By  Paul  Bornsteic 


Wall  Street  is  hitting  the  en- 
ergy stocks  with  a  battering 
ram — a  logical  response  if  you 
believe  the  current  oil  glut  is  the  be- 
ginning of  a  long-term  decline  in 
crude  oil  prices.  But  suppose  you  have 
read  our  cover  story  (see  p.  99)  and 
aren't  ready  to  declare  the  energy  cri- 
sis over.  Then  shopping  the  oil  indus- 
try for  investment  bargains  may  be 
timely  indeed.  Consider 
Union  Oil,  an  $1 1  billion-a- 
year  integrated  producer 
that  is  outperforming  its 
counterparts  by  a  wide  mar- 
gin. Earnings  of  most  big  oil 
companies  slumped  last 
year,  but  Union  posted  a 
22.3%  increase,  to  $4.56 
per  share.  That's  more  than  double 
1978's  results,  and  most  analysts  ex- 
pect the  trend  to  continue.  A  gain  of 
it  least  15%  in  1982  is  likely. 

Still,  investors  are  more  impressed 
:hat  gasoline  prices  are  falling  and  oil 
:onsumption  isn't  growing  as  it  once 
was.  Since  November  1980  Union's 
[stock  has  fallen  by  48%,  to  $29.50  per 
I  share.  Fred  Hartley,  the  strong-willed 
bhairman  and  president  who  has  run 
|:he  California-based  company  for  the 
past  17  years,  doesn't  spend  a  lot  of 
ime  image-polishing,  but  many  on 
The  Street  who  have  studied  Union 
i  hink  that  at  current  prices  its  shares 
lire  very  attractive. 

i  Much  of  the  allure  of  Union  has  to 
ilo  with  natural  gas.  The  company  has 
inajor  domestic  reserves  in  California 
md  the  Gulf  of  Mexico.  Indeed,  its 
otal  reserves  per  share — perhaps  33.4 
housand  cubic  feet  (mcf) — are  among 
he  largest  of  any  oil  company.  Last 
rear  gas  accounted  for  more  than  50% 
if  Union's  production  income,  and 
inder  the  current  phased  decontrol 
>rogram,  Union's  selling  prices  should 


increase  by  at  least  30%  annually  for 
the  next  several  years.  Bruce  Lazier  of 
Paine  Webber,  for  example,  estimates 
the  company  will  sell  its  gas  for  an 
average  price  of  about  $2.40  per  mcf 
this  year,  but  he  feels  Union  will  be 
getting  $4.50  within  the  next  five 
years.  That  increase  would  add  $3.60 
per  share  to  the  bottom  line. 

Union  has  foreign  gas  reserves,  too. 
Production  is  beginning  at  its  Erawan 
field  in  the  Gulf  of  Thailand.  Daily 
output  is  presently  around 
120  million  cubic  feet,  a  fig- 
ure that  should  rise  to  250 
million  by  the  end  of  this 
year.  Presto:  as  much  as  75 
cents  per  share  in  new  earn- 
ings for  1982. 

All  this,  however,  isn't 
happening  without  a  suc- 
cessful exploration  effort.  "Union  is 
one  of  the  few  oil  companies  that  is 
replacing  its  reserves  and  increasing 
production,"  says  William  Craig  at 
E.F.  Hutton.  Aside  from  its  Thai  oper- 
ations, Union  is  working  to  develop 
its  acreage  in  the  Santa  Barbara  Chan- 
nel. It  also  has  what  experts  think  are 
choice  positions  in  the  North  Sea. 

Now  for  some  added  kickers:  Union 
is  a  leader  in  developing  geothermal 
energy,  and  its  operations,  though 
small,  are  highly  profitable.  Net  in- 
come in  this  area  grew  to  $50.7  mil- 
lion in  1981,  up  some  526%  from 
1979.  The  company  estimates  that  it 
has  proven  geothermal  reserves  equiv- 
alent to  315  million  barrels  of  oil.  On 
top  of  that,  Union  does  not  include  in 
its  proven  petroleum  reserves  an  esti- 
mated 300  million  barrels  of  Califor- 
nia heavy  oil.  Techniques  to  lift  this 
oil  profitably  are  under  development. 

Despite  these  advantages,  Union 
now  sells  for  less  than  7  times  1981 
earnings.  "It's  a  supercheap  com- 
pany," says  Lazier,  who  estimates  the 
real  value  of  Union's  reserves  at  $85  a 


The  Streetwalker 


share.  The  John  S.  Herold  appraisal 
service  pegs  the  estimated  breakup 
asset  value  at  around  $124  a  share. 
With  its  shares  now  trading  at  one- 
fourth  that  amount,  there  have  al- 
ready been  takeover  rumors  involving 
Union — but  most  professionals  dis- 
count them.  "It's  a  bell  of  a  prize,  but 
too  expensive,"  says  one  analyst. 
Even  if  Union  commanded  only  $63 
per  share,  the  cost  would  be  a  whop- 
ping $11  billion. 

Any  opportunity,  of  course,  has 
drawbacks.  Union's  biggest  negative 
at  the  moment  is  its  relatively  stingy 
20%  payout  ratio.  That  leaves  it  with 
a  dividend  yield  of  around  3% — hardly 
enough  to  attract  income-oriented  in- 
vestors when  shares  of  many  multina- 
tionals offer  10%  or  more.  There  is  a 
good  chance,  though,  that  Union  prof- 
its will  grow  by  14%  annually  over  the 
next  five  years,  says  Laurence  Tween 
at  Kidder  Peabody.  That's  at  least  a 
50%  better  performance  than  analysts 
expect  from  the  oil  industry,  and  it 
could  leave  plenty  of  room  for  divi- 
dend increases. 

As  we  said,  whenever  a  group  of 
stocks  is  in  Wall  Street's  bargain  base- 
ment, there  are  usually  some  good 
buys.  If  you  believe  petroleum  prices 
are  about  to  rise,  nearly  every  oil  com- 
pany looks  cheap  these  days.  And 
with  Union's  bright  prospects,  it  may 
be  among  the  cheapest. 

Bad  business  in  Denver 

Two  years  ago  there  was  euphoria 
along  Denver's  17th  Street,  known 
by  some  in  the  mile-high  city  as  Wall 
Street  West.  The  market  in  penny 
stocks  was  booming,  and  speculative 
fever  was  at  epidemic  proportions. 
"Lots  of  the  brokers  out  here  were 
living  like  it  was  going  to  go  on  for- 
ever," says  one  chief  executive  of  a 
well-known  local  firm. 

Now,  however,  the  recession  is  pop- 
ping the  penny  stock  bubble  with  a 
vengeance.  Many  Denver  issues  were 
energy  related  and  hit  particularly 
hard  in  the  current  bear  market.  Trad- 
ing volume  slumped  along  with  share 
prices,  and  many  investors  realized 
that  their  penny  stocks  were  dogs. 

Last  month  the  National  Associ- 
ation of  Securities  Dealers  made  the 
end  of  the  Denver  boom  official.  In  one 
day  it  closed  six  brokerage  firms  be- 
cause of  capital  inadequacy.  Some 
vowed  to  reopen,  and  so  far  one  has. 
But  the  prognosis  isn't  good.  The  odds- 
makers  on  17th  Street  are  predicting  a 
rough  spring. — Richard  L.  Stern 


 TIME 

Idealism  on 
trial. 

The  jury  system  is  slow,  tedious, 
inefficient-but  its  the  stronghold  of  an 
essential  democratic  ideal. 

PLATO  said  that  the  unexamined  life  is 
not  worth  living.  On  a  parallel  theory 
that  the  unexamined  society  is  not 
worth  having,  TIME  periodically  scrutinizes 
one  or  another  of  the  ideas  that  are  basic  to  the 
way  we  live,  ideas  that  we  take  for  granted 
but  perhaps  shouldn't. 

In  a  recent  issue  of  TIME,  the  jury 
system  came  under  just  such  scrutiny.  And 
high  time,  many  would  say,  remembering  the 
inefficiency  of  that  strict  and  stately  protocol . 

But  even  as  it  comments  on  current 
streamlinings  of  the  system,  TIME  observes 
that  trial  by  jury  realizes  an  essential  demo- 
cratic ideal:  that  a  citizen's  security  is  best 
protected  not  by  any  institutional  or  intellec- 
tual elite,  but  by  the  common  sense  of  his 
fellow  citizens;  and  that  the  jury  system  was 
quite  properly  designed,  not  to  be  efficient, 
but  to  be  just. 

By  thus  lighting  up  crannies  of  idealism 
all  too  easily  overlooked  in  the  general 
scuffle  of  practicality,  TIME  refreshes  the 
familiar,  and  gives  us  new  terms  in  which  to 
think  about  our  lives,  our  values  and  our 
society.  An  intriguing  intellectual  experi- 
ence, not  "news"  in  the  conventional  sense, 
but  a  logical  extension  of  TIME'S  ambition  to 
present  the  world  in  a  way 
that  makes  something  hap- 
pen inside  the  reader's  head. 

Another  reason  why, 
each  week,  millions  more 
people  read  TIME  than  any 
other  news  magazine.  They 
get  more  out  of  it,  because 
we  put  more  into  it. 


TIMlU, 


TAKING  CALCULATED  RISKS  IS 
QUITE  DIFFERENT  FROM  BEING  RASH. 


In  leading  a  nation.  In  trading 
Soybean  Futures. 

Abraham  Lincoln  took  calculated  risk  after 
calculated  risk.  He  wasn't  always  right.  But, 
ultimately,  he  achieved  both  the  presidency 
and  the  respect  of  later  generations. 

Trading  Soybean  Futures,  or  any  grain 
futures,  requires  that  same  discipline.  You 
take  well-planned  risks  in  pursuit  of  a 
specific  goal. 

If  you  have  this  discipline  and  adequate 
venture  capital,  opportunity  awaits  you  at 
the  Chicago  Board  of  Trade. 

You'll  find  grain  prices  depend  on 
everything  from  the  weather  to  new  trade 


agreements  with  China.  You  can  take  a 
"long"  position  in  anticipation  of  a  rise  in 
prices.  Or  a  "short"  position  if  you  conclude 
prices  will  drop.  And  as  many  traders  do, 
you  can  "spread".  A  trading  technique  that's 
used  to  reduce  risk. 

Plus  when  you  do  take  a  position  on  the 
world's  leading  and  largest  Futures 
exchange,  you'll  find  our  highly  liquid  market 
helps  you  trade  easily,  according  to  plan. 
And  that's  key. 

Soybean,  Corn,  Wheat  or  Oat  Futures. 
The  opportunity  is  here. 

For  our  information  package  Call  800/621-4641. 

In  Illinois  800/572-4217.  Or  ask  your  broker. 


§i  Chicago  Board  of  Trade 


Capital  Markets 


MONEY  &  INVESTMENTS 


Junk  bonds  as  an  investment  strategy 
make  no  sense  at  all  now.  But  what 
about  issues  just  a  cut  above? 

SALVAGE  WORK 
IN  THE  JUNKYARD 


By  Ben  Weberman 


Most  junk  bonds  are  just  what  the 
name  implies.  If  they  ever  repre- 
sented an  investment  strategy,  the 
strategy  makes  no  sense  now.  Why 
go  for  an  18.5%  high-risk  issue 
when  a  20-year  Treasury  bond 
yields  14.40%,  and  30-to-40-year 
Bell  subsidiaries  pay  16. 75%?. It's 
foolhardy  to  take  a  big  chance  just 
to  earn  an  extra  4%  or  so. 

There  are,  however,  some  low- 
grade  bonds  that  look  enough  like 
junk  to  be  so  regarded  by  the  mar- 
ket, but  carry  even  higher  yields.  I 
have  in  mind  bonds  of  companies 
that  have  been  close  to  financial 
catastrophe,  yet  have  reasonably 
good  prospects  of  working  out  their 
problems — but  where  public  opin- 
ion and  market  price  still  do  not 
give  full  weight  to  the  turnaround. 

The  table  here  was  gleaned  from 
John  Frabotta,  assistant  vice  presi- 
dent with  the  High  Yield  Group  of 
Merrill  Lynch,  and  David  Solomon, 
portfolio  manager  of  First  Investors 
Fund  for  Income.  As  it  indicates,  the 
yields  of  these  issues  are  over  or  just 
below  20% .  And  in  each  case  there's 
enough  fire  in  the  ashes  to  raise  the 
bonds  above  the  junk  category. 

Take  Cordis  Corp  ,  for  example. 
This  producer  of  cardiac  pacemak- 
ers had  equipment  problems  several 
years  ago.  Now  the  company  has 
been  spending  14%  of  sales  on  re- 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


search  and  is  clinically  testing  a 
new  generation  of  cardiac  pacers 
that  could  reach  the  market  before 
1983.  This  is  not  a  bankruptcy  situ- 
ation, but  the  bonds  are  priced  at  a 
deep,  deep  discount.  Recently  Bio- 
Rad  Labs,  a  chemical  and  health- 
instrumentation  company,  bought 
8.7%  of  Cordis'  shares. 

Filmways  Inc.  is  another  company 
that  has  seen  turmoil.  After  losing 
$40.5  million  in  motion  picture  and 
book  publishing  ventures,  it  was 
near  bankruptcy.  Filmways'  library 
of  older  films  has  considerable  val- 
ue. That,  plus  its  distribution  net- 
work, must  be  what  Orion  Pictures 
Corp.  saw  in  Filmways  when  it 
bought  control  in  mid-February. 

Hardwicke  Cos. '  merits,  while 
doubtful,  would  be  enhanced  by  sale 
of  its  stalled  Atlantic  City  oper- 
ation. If  it  can  get  out  even  at  a 
small  loss,  says  Solomon,  the  out- 
standing bonds  would  be  secure. 

Frabotta  sees  Condec  Corp.  as  an 
interesting  speculation  because  it 
owns  80%  of  Unimation,  the  world's 
largest  robotics  company.  U.S.  gov- 
ernment businesscurrently  accounts 
for  42%  of  net  income  and  should 
expand  over  the  next  several  years. 
The  earnings  turnaround  could  be 
substantial  because  the  drain  of  the 
cost  of  expanding  robotics  manufac- 
turing capacity  has  now  ended.  Also, 
the  large  productive  capacity  should 
help  generate  large  revenues. 

Want  the  unusual?  Try Nucorp En- 
ergy. The  debt  issue  came  to  market 
in  September  1981,  with  a  one-year 
193/4%  coupon.  Just  after  its  first 
anniversary,  the  19%%  coupon  dis- 
appeared, to  be  replaced  by  a  10% 
coupon  carrying  a  privilege  of  con- 
verting the  debentures  into  Nucorp 
common  at  between  $14  and  $35  a 
share,  depending  on  the  equity  price 
level  next  November.  Weakness  in 
oil  drilling  has  hurt  the  company's 


market  appeal  along  with  that  of 
most  companies  in  the  petroleum 
field,  inventory  reduction  and  a 
$300  million  credit  line  should  carry 
the  company  across  the  economic 
hump,  Frabotta  believes,  and  make 
this  a  reasonable  speculation. 

General  Public  Utilities  of  Three 
Mile  Island  fame  has  several  electric 
utility  subsidiaries  whose  numerous 
debt  issues  now  look  much  more 
sound  than  a  few  years  ago.  Among 
these  are  Jersey  Power,  lO'As  of 
1985;  Pennsylvania  Electric,  10%s 
of  1984;  and  Metropolitan  Edison, 
9%s  of  1985.  The  GPU  subsidiary 
recommendations  are  based  on  the 
belief  that  cleanup  costs  at  Three 
Mile  Island  will  be  shared  with  the 
federal  and  state  governments,  in- 
dustry and  ratepayers. 

Of  course,  some  major  corpora- 
tion bonds  carry  very  high  yields, 
too.  Ford  Motor  Co.'s  are  in  the 

High-risk,  high-yield 

Yield 
Current  to 
Price      yield  maturity 

Cordis 


12'/4Sof  99 

52 

23.55% 

23.97% 

Filmways 
lis  of  98 

47'/2 

23.16 

23.81 

Hardwicke 

14s  of  94 

42 

33.33 

34.11 

Condec 

147/ss  of  2000 

77Vi 

19.19 

19.37 

Nucorp  Energy*  52 
General  Public  Utilities: 

37.98 

NA 

Jersey  Cent  Power 
1014  s  of  85  79 

12.97 

19.00 

Perm  Electric 

10%s  of  84 

84  Vi 

12.72 

19.00 

Metro  Edison 

9%sof  85 

74% 

12.88 

19.75 

•Has  19%%  coupon  to  11/30/82,  then 
changes  to  10%  debenture  convertible 
into  common.    NA:  not  available. 

19%  area.  International  Harvester's 
pay  23%  and  Braniff's,  21%.  But 
Ford  is  not  a  buy  now  because  its 
credit  problems  are  not  yet  ended. 
Ford  has  some  great  products  and 
will  stick  around  long  enough  to  re- 
turn to  major  profitability  and  to 
pay  its  debts.  But  as  long  as  its  prob- 
lems are  not  solved,  the  market  will 
remain  skeptical  and  the  price  will 
be  under  pressure.  Present  and  fu- 
ture difficulties  at  Harvester  and 
Braniff  need  little  exposition  here. 

Don't  say  I  didn't  warn  you  about 
the  risks.  I  think  they  are  acceptable, 
but  remember  my  motto:  Nothing 
for  nothing  in  this  world.  ■ 


Stock  Comment 


MONEY  &  INVESTMENTS 


The  time  may  be  here  gradually  to  com- 
mit reserves  accumulated  to  buy  stocks. 

STOCKS  ARE  CHEAP 


By  Heinz  H.  Biel 


It's  such  a  simple  question,  yet- so 
difficult  to  answer.  The  Dow  indus- 
trials and  other  major  stock  market 
averages  so  far  are  down  not  even 
20%  from  their  alltime  highs, 
which  isn't  really  very  much  for  a 
bear  market.  At  present  levels,  how- 
ever, the  Dow  stocks  sell  at  histori- 
cally low  multiples,  and  offer  a  com- 
paratively high  dividend  yield.  Espe- 
cially noteworthy  is  the  wide 
discount  from  book  value,  which  is 
far  greater  than  it  had  been  at  pre- 
vious market  bottoms. 

As  investors  know  only  too  well 
when  they  look  at  their  own  hold- 
ings, a  great  many  stocks  have  de- 
clined much  more  than  "the  aver- 
ages." Granted  that  some  of  these 
stocks  may  have  been  too  high  at 
their  peaks — just  as  gold  and  silver 
were  a  couple  of  years  ago — there 
comes  a  point  when  you  can't  help 
wondering  where  a  stock  becomes 
really  "cheap." 

Take  AMAX,  for  example.  When  a 
year  ago  Standard  Oil  of  California , 
already  a  20%  shareholder,  and  cer- 
tainly anything  but  a  naive  investor, 
offered  to  take  over  AMAX  with  a 
bid  of  $78.50  a  share,  that  com- 
pany's management  turned  it  down 
as  being  grossly  inadequate.  Today 
the  stock  is  selling  around  30.  It  is 
obvious  that  both  Standard  Oil  of 
California  and  the  AMAX  board  of 


Heinz  H.  Biel  is  a  rice  president  of  the  NYSE 
firm  of  J  annex  Montgomery  Scott 


directors  were  incredibly  wrong  in 
their  evaluation  of  the  company, 
but  so  were  others  who  had  been 
successful  in  acquiring  somewhat 
similar  companies  at  what  now 
look  like  exorbitant  prices — Ana- 
conda was  bought  by  Atlantic  Rich- 
field, Kennecott  by  Standard  of 
Ohio  and  St.  Joe  Minerals  by  Fluor. 
They  all  paid  too  much. 

Maybe  one  should  exclude  the 
metals  (precious  and  not  so  precious) 
and  the  oils  from  consideration,  be- 
cause a  year  or  two  ago  the  inflation 
psychology  was  rampant  and  tangi- 
ble assets  were  believed  to  be  the 
only  safe  haven.  Yet  other  stocks 
suffered  drubbings  of  similar  magni- 
tude. I  am  not  just  thinking  of  auto- 
makers and  homebuilders,  or  of 
companies  that  got  themselves  into 
trouble— RCA,  for  instance.  The 
lengthening  list  of  new  lows  includes 
such  prominent  names  as  Avon, 
Du  Pont,  Boeing,  Owens-Corning, 
Sony,  Schlumberger,  nearly  all  the 
major  oils,  United  Technologies,  to 
mention  but  a  few  of  the  more  meri- 
torious investment  stocks. 

Are  they  cheap?  Yes,  I  believe  so. 
Are  they  a  good  buy?  The  answer  is 
also  yes,  but  it  is  a  qualified  yes. 
There  must  be  a  willingness  on  the 
buyer's  part  to  accept  the  possibility 
(probability?)  of  another  selloff. 
Even  cheap  stocks  have  a  way  of 
becoming  cheaper,  just  as  has  been 
happening  with  gold.  In  the  long 
run,  however,  perhaps  in  a  year  or 
so,  we  may  look  back  at  today's 
stock  prices  and  realize  that  they 
were  rare  bargains. 

I  am  taking  a  somewhat  more 
positive  view  of  the  stock  market 
now,  not  just  because  so  many  very 
good  stocks  are  selling  at  most  rea- 
sonable prices,  but  primarily  be- 
cause it  seems  that  the  inflation  spi- 
ral may  have  been  broken.  So  far  the 
financial  markets  don't  believe  it. 


Sure,  the  Reagan  budget  is  frighten- 
ing. The  Treasury's  borrowing 
needs  are  enormous,  and  a  huge 
backlog  of  corporate  financing  is 
overhanging  the  bond  market. 
These  seem  to  be  insurmountable 
obstacles  to  lower  interest  rates. 
And  how  can  you  have  a  speedy 
recovery  in  our  economy  as  long  as 
money,  both  short  term  and  long 
term,  costs  16%  and  more? 

We  are  now  at  a  crucial  point.  If  it 
becomes  credible  that  the  rate  of  in- 
flation will  continue  to  diminish,  as 
it  did  last  year,  the  present  relative- 
ly high  real  return  [i.e. ,  post-tax  yield 
less  inflation)  may  also  decline.  Fed 
Chairman  Paul  Volcker's  steadfast- 
ness in  his  efforts  to  contain  infla- 
tion, which  he  has  reaffirmed  time 
and  again  in  recent  weeks,  is  vital 
for  restoring  investor  confidence.  It 
would  be  unforgivable  to  abort  these 
efforts  while  we  may  be  close  to 
success.  I  hope  the  politicians  can 
see  it  that  way,  too. 

There  is  a  lot  of  gloom  and  doom  in 
Wall  Street.  Caution  is  the  watch- 
word, and  the  advisory  services 
stress  noncyclical  consumer-orient- 
ed issues.  It's  a  defensive  market 
where  no  one  wants  to  take  specula- 
tive risks.  Even  the  heroes  of  a  year 
ago,  the  "emerging  growth"  stocks, 
have  become  deeply  submerged. 

Isn't  this  the  climate  often  pre- 
vailing near  the  bottom  of  a  bear 
market?  Where  people  think  of  safe- 
ty rather  than  opportunity?  When 
stock  brokers  start  recommending 
bonds?  Of  course,  it  is  disconcerting 
to  buy  a  stock  today  only  to  see  it  go 
down  even  further  next  week.  For 
that  reason  people  would  much 
rather  buy  in  a  rising  market.  They 
prefer  to  see  an  immediate  profit, 
even  if  they  have  to  pay  more,  and 
they  become  most  aggressive  when 
the  market  is  near  its  peak. 

The  present  market  is  certainly 
not  risk-free.  It  never  is.  But  I  be- 
lieve that  the  downside  risks  today 
are  far  smaller  than  the  eventual 
upside  potential.  Expressing  this  in 
terms  of  odds,  I  would  say  they  are 
about  1  to  3.  The  Dow  might  go 
down  another  100  points  from  here, 
although  I  doubt  that  it  will,  but  I 
have  no  difficulty  in  visualizing  a 
300-point  rise  to  above  1100  some 
time  in  1983.  That  is  why  I  believe 
the  time  may  be  here  gradually  to 
commit  reserves  accumulated  for 
that  purpose.  ■ 


Why  Value  Line  Pinpoints  these. 


400  STOCKS  TO  AVOID 
OR  SELL  NOW! 

Plus  100  stocks  that  may  outperform  most  others  in  the  next  12  months 


n  view  of  current  stock  market  conditions,  right  now  is  the  time  to 
clean"  your  portfolio  of  the  most  vulnerable  stocks  .  .  .  the  ones 
vhich — if  clung  to— might  have  a  devastating  effect  on  your  overall 
nvestment  results  in  the  months  directly  ahead. 

"he  Value  Line  Investment  Survey  is  expressly  designed— perhaps 
nore  effectively  than  any  other  advisory  service— to  help  you  deter- 
nine  on  an  always-current  basis  .  .  . 

a)  which  of  the  1 700  leading  stocks  under  continuing  review  of- 
fer the  strongest  market-performance  prospects  relative  to 
all  the  others,  and  . .  . 

b)  which  of  these  1700  stocks  have  the  weakest  market-per- 
formance prospects. 

More  Specifically: 

^mong  the  1700  stocks  under  intensive  year-round  study  by  Value 
.ine's  70  research  specialists,  400  are  now  ranked  Lowest  (5)  or 
lelow  Average  (4)  for  relative  Probable  Market  Performance  in  the 
text  12  Months. 

rhese  low-ranked  stocks,  clearly  specified  in  each  weekly  edition  of 
he  Value  Line  Survey,  are  deemed  likely,  by  our  research,  to  go  up 
ess  or  down  more  than  the  rest  of  the  1700  stocks  in  the  12  months 
mmediately  ahead— depending  on  the  general  trend  of  the  market, 
'he  400  stocks  we  believe  should  be  avoided  or  sold  now  (although  a 
lumber  of  them  have  favorable  longer-term  prospects)  include 
iome  of  the  leading  names  in  the  industry— such  as  Milton  Bradley, 
\irborne  Freight,  and  Boise  Cascade'  Corp.,  to  cite  a  few. 
Vt  the  upper  end  of  the  ranking  scale,  100  stocks  are  now  ranked 
■lighest  (1)  for  relative  Probable  Market  Performance  in  the  next  12 
Aonths.  These  top-ranked  stocks— which  we  believe  merit  careful 
)urchase  consideration  at  this  time— are  expected  to  give  the  best 
ear-ahead  price  performance— to  go  up  more  or  down  less  than  the 
est  of  the  1700  stocks. 

Vith  the  Value  Line  rankings— updated  every  week— you  can  im- 
nediately  check  where  any  of  the  stocks  of  interest  or  concern  to  you 
iow  stands  in  the  ranks  for  next-12-months  Probable  Market 
Performance,  as  follows: 

100  stocks  are  ranked  1  (Highest) 

300  stocks  are  ranked  2  (Above  Average) 

900  stocks  are  ranked  3  (Average) 

300  stocks  are  ranked  4  (Below  Average) 

100  stocks  are  ranked  5  (Lowest) 

lote:  Not  every  stock  will  always  perform  in  accordance  with  its  rank, 
lut  it  is  a  fact  that  favorably  ranked  stocks,  as  a  group,  have 
outperformed  poorly  ranked  stocks  with  remarkable  consistency 
ince  the  ranking  system  was  introduced  in  1965. 
iVhile  past  performance  can  never  guarantee  future  success,  this 
iBeord  of  16  years  of  successful  discrimination  suggests  that  you  can 
i  It  the  investment  probabilities  in  your  favor  by  using  the  Value  Line 
anks. 

Updated  Every  Week 

Every  week,  Value  Line's  regular  Summary  &  Index  presents  up- 
-date  ratings  of  EACH  of  1700  stocks  relative  to  all  the  others,  as 
Mows: 

Rank  for  Probable  Price  Performance  in  the  Next  12  Months- 
ranging  from  1  (Highest)  down  to  5  (Lowest). 

i    Ratings  for  Investment  Safety  (from  1  down  to  5). 
Estimated  Yield  in  the  Next  12  Months. 

i  Estimated  Appreciation  Potential  in  the  Next  3  to  5  years— show- 
ing the  future  "target"  price  range  and  percentage  change  from 
current  price. 

P/E  ratio  and  current  price,  plus  estimated  annual  earnings  and 
dividends  in  current  12  months.  Also  latest  quarterly  results 
against  a  year  ago. 


SPECIAL  INVITATION 




iy  money-back  guarantee)  for  the  next  10  weeks  for  only  $33- 
jout  HALF  the  regular  rate—  if  no  one  in  your  household  has  sub 
:ribed  in  the  past  two  years.  And  you  get  these  bonuses: 


BONUS  #1—  Value  Line's  2000-page  Investors 
Reference  Service,  including  our  latest  full- 
page  Reports  on  each  of  1700  stocks  .  .  .  fully 
indexed  and  looseleaf-bound  for  easy 
reference,  and  systematically  updated  by  new 
full-page  reports  in  the  weeks  ahead.  Filing 
takes  but  a  minute  a  week. 

BONUS  #2— Evaluating  Common  Stocks  by 
Arnold  Bernhard,  Value  Line's  founder  and 
research  chief,  revealing  methods  of  stock 
evaluation  that  took  decades  to  develop.  You 
KEEP  this  book  even  if  you  return  the  other 
material  for  your  money  back. 


The  Value  Line  Ranks  suggest  that  half  of  these  stocks  may  well 
lag  the  market  in  the  next  12  months. 

No  fewer  than  half  the  stocks  listed  below  are  currently  rank- 
ed 4  (Below  Average)  or  5  (Lowest)  for  Probable  Price  Perform- 
ance in  the  Next  12  months— relative  to  all  1700  stocks  under 
review  by  The  Value  Line  Investment  Survey.  The  other  stocks 
are  ranked  highest.  (Value  Line  1/8/82). 


Alexander  &  Baldwin 
Alleghany  Corp. 
Amer.  Greetings 
Baldor  Electric 
Baldwin-United 
Barnes  Group 
CCI  Corp. 
CFS  Continental 
Dataproducts  Corp. 
Deluxe  Check  Print 
Eastmet  Corp. 
Emerson  Electric 


Faberge.  Inc. 
Farah  Mfg.  Co. 
Gen'l.  Bancshares 
Gen'l.  Refractories 
Hecla  Mining 
Hillenbrand  Inc. 
Ideal  Toy  Corp. 
Int'l  Harvester 
Justin  Ind. 

Kansas  City  South'n  Ind. 
KDT  Inds. 
Lawson  Products 


Lear  Petroleum 
Mark  Controls 
MCI  Communications 
National  Medical  Care 
Northwest  Ind. 
Opelika  Mfg.  Corp. 
Oiford  Ind. 
Pepsico,  Inc. 
Pulte  Home 
Redken  Labs. 
Ryan  Homes 
Seafirst  Corp. 


Swank  Inc. 

Tandy  Corp. 

Tyson  Foods,  Inc. 

U.S.  Leasing  Int'l 

U.S.  Shoe  Corp. 

V.F.  Corp. 

Vornado,  Inc. 

Wallace  Computer  Serv. 

Wurlitzer  Co. 

Xeroi  Corp. 

Xtra  Corp. 

Yellow  Freight  Systems 


As  you  can  see,  the  list  above  includes  the  stocks  of  many 
highly  successful  companies  that  are  leaders  in  their  fields.  This 
helps  to  point  up  an  important  principle:  Don't  confuse  the 
quality  of  a  company  with  the  timeliness  of  its  stock. 

The  performance  ranks  outlined  above  are  just  a  small  part- 
though  a  very  vital  part— of  what  you  receive  evtry  week  in  the 
Value  Line  Survey.  Here's  an  overview  of  this  extraordinary  in- 
vestment service  which  now  has  more  than  90,000  subscribers 
and  clearly  dominates  its  field  in  terms  of  number  of  subscribers 
and  total  subscription  revenues. 


CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 


The  Value  Line  Investment  Survey 

711  Third  Awe.,  N.Y.,  N.Y.  10017  Department:  916L15 

INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $33  to  The  Value  Line  Survey 
(limited  once  to  any  household  every  two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $330  and  send  me  the  two 
bonuses  listed  above.  There  are  no  restrictions  with  this  annual  subscrip- 
tion. 

SPECIAL  EXTRA  BONUS         i  ~y 

A  pocket-size  CREDIT  CARD  LCD  CALCULATOR  given  [IUS31  , 
to  you  when  you  order  The  Value  Line  Investment  Sur-  f  o □  ■  ■  o ■ 
vey  for  one  year.  | """"  %  5  Z  S  " 

□  My  payment  is  enclosed. 

□  Please  charge  to:  □  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  

Account  #  

This  subscription  is  tax-deductible  and  non-assignable. 

(N.Y.  residents  add  sales  tax.) 


Signature 


Name 


Apt  No 


City 


Stale 


Zip 


UTILITIES 
COMPANY 


DIVIDEND  INCREASED 

The  Board  of  Directors  has 
declared  a  regular  quarterly  divi- 
dend of  51  cents  per  share  on 
the  common  stock  of  the  Com- 
pany, payable  April  1,  1982  to 
shareholders  of  record  at  the 
close  of  business  March  5,  1982. 


R.  E.  FONVILLE 
Secretary 


Dallas,  Texas 
February  19,  1982 


Electric  Utility  Subsidiaries: 

Dallas  Power  &  Light  Company 
Texas  Electric  Service  Company 
Texas  Power  &  Light  Company 


Ask  for  Hanna 

when  you 
wash  your  car 

HANNA  Car  Wash  Systems 

Hanna  Dr.,  Portland,  OR  97222 


RIVER  TRIPS 

thru 

GRAND  CANYON  NATIONAL  PARK 


THE  ADVENTURE  OF  A  LIFE  TIME 
FAMILIES.  SINGLES  ft  GROUPS! 
One  week  deluxe  package  includes  round  trip  transporta- 
tion from  Las  Vegas  plus  all  meals  and  supplies. 
For  free  full  color  brochure  contact: 

WHITE  WATER  RIVER  EXPEDITIONS.  INC. 
P.O.  8ox  1249S  •  Turlock,  CA  95381  •  (209I  634-1133 


MEXICAN  INVESTMENTS? 

Do  you  have  Mexican  investments  or  bank 
deposits?  Interested  in  the  outlook  for  the 
peso?  You  should  be  reading  MEXLETTER 

For  a  free  copy  write:  MEXLETTER, 
Apdo.  1335,  Mexico,  Dr.  06000,  Mexico. 


By  Ann  C.  Brown 


StockTrends 


The  Fed's  record  of  easing  up  on  the 
money  supply  in  election  years  makes 
the  stock  and  bond  markets  edgy. 

WHERE  IN  THE  "L" 
ARE  WE? 


which  resulted  in  the  January  em- 
ployment rate  going  down  even 
though  there  were  actually  fewer 
people  employed.  And  then  there 
are  the  weird  weekly  money  supply 
figures  that  are  so  thoroughly  con- 
fusing that  they  should  never  see 
the  light  of  Friday  or  any  other  day 
for  that  matter. 

Further  complicating  this  math- 
ematical morass  are  the  recently  re- 
leased federal  budget  deficit  esti- 
mates for  1982  through  1985.  Grim 
reading,  guaranteed  to  apply  heavy 
heat  on  Congress  to  continue  to  cut 
back  on  pet  projects.  While  I  don't 
doubt  for  a  minute  that  President 
Reagan  is  squarely  in  favor  of  the 
New  Federalism,  I  am  sure  he  is 
aware  of  how  unpopular  it  would  be 
to  certain  states  that  are  big  recipi- 
ents of  the  central  government  lar- 
gesse. Rather  than  assuming  the  full 
responsibility  for  current  federally 
funded  programs,  such  as  Aid  to 
Families  with  Dependent  Children 
and  Food  Stamps,  some  of  the  more 
liberal-minded  and  Democratically 
oriented  states  (New  York  and  Mas- 
sachusetts, for  example)  may  be 
more  inclined  to  go  along  with  re- 
ductions in  entitlement  programs  at 
the  federal  level,  after  considering 
the  alternative. 

I  have  never  found  budget  deficits 
per  se  a  cause  for  panic.  Japan  and 
West  Germany  have  been  running 
them  for  years  at  a  proportionately 
higher  rate  to  total  GNP  than  the 
U.S.  What  is  important  is  what  the 
deficits  are  used  for  and  how  they 
are  funded.  When  the  government 
goes  into  hock  to  stimulate  invest- 
ment and  increase  productivity, 
eventually  this  should  result  in  in- 
creased revenue  without  new  taxes. 
When  deficits  are  financed,  by 
bonds  sold  to  the  private  sector, 
they  are  not  inflationary,  since  they 
create  no  new  money. 


Economists,  frustrated  by  the  inabil- 
ity of  us  lesser  mortals  to  grasp  their 
abstract  thoughts  and  theories,  in 
recent  years  have  taken  to  describing 
the  series  of  rapidly  recurring  reces- 
sions and  recoveries  by  using  letters 
of  the  alphabet.  To  the  classic  and 
ever-popular  "V"  have  been  added 
the  "U, "  "W, "  "J"  and  now  the  "L. "  I 
gather  that  this  latest  symbol  signi- 
fies a  sharp  economic  decline  fol- 
lowed by  a  prolonged  flatness  before 
turning  up  again. 

While  there  appears  to  be  consid- 
erable agreement  on  the  shape  we 
are  in,  there  is  equally  widespread 
disagreement  as  to  whether  or  not 
we  have  reached  the  bottom  and,  if 
we  have,  just  how  long  the  horizon- 
tal no-growth  period  will  last.  A  few 
of  the  more  daring  high  priests  of 
mumbo  jumbo  have  gone  so  far  as  to 
suggest  that  we  have  already  turned 
the  comer  to  renewed  prosperity. 

In  all  fairness  to  the  fellows 
whose  job  it  is  to  interpret  the  num- 
bers coming  out  of  the  Washington 
figure  factories,  theirs  is  not  an  easy 
task.  The  "seasonal  adjustments" 
have  been  made  even  more  seasonal 
by  the  snows,  floods  and  muds  that 
have  plagued  most  of  the  nation  this 
winter.  On  top  of  this,  further  ad- 
justments have  been  made  in  things 
like  the  size  of  the  labor  force — 


Ann  C.  Brown  is  executive  vice  president  of 
the  New  York  investment  firm  of  Melbado, 
Flyrin  &  Associates. 


MONEY  &  INVESTMENTS 


Whether  the  deficits  that  face  us 
e  productive  and  noninflationary 

the  $346  billion  question.  The 
uth  of  the  matter,  as  in  most 
lings,  probably  lies  somewhere  in 
;tween.  To  the  extent  that  money 

spent  on  transfer  payments  and 
lilitary  hardware  (as  differentiated 
om  the  military  training  of  people 
i  new  and  transferable  technol- 
>ies),  they  will  be  nonproductive, 
nd  to  the  extent  that  the  deficits 
'e  financed  by  Federal  Reserve 
inting  press  money,  they  will  be 
iflationary.  Since  the  Fed  has  a  rec- 
:d  of  easing  up  on  the  money  sup- 
y  in  election  years,  you  can't 
ame  the  stock  and  bond  markets 
ir  being  edgy.  However,  while  I 
link  the  Fed  may  be  slightly  more 
xommodating  in  the  months 
lead,  I  do  not  think  it  will  open  the 
aodgates.  And  once  investors  gain 
nifidence  that  the  present  fiscal 
5licy  will  not  force  the  monetary 
jlicy  off  its  long-term  course  of 
owing  inflation  and  that  monetary 
jlicy  will  not  be  so  restrictive  as  to 
loke  off  growth,  the  stock  market 
lould  begin  to  rise. 
Readers  of  this  column  know  that 
lave  been  an  enthusiastic  support  - 
•  of  both  the  natural  resource  and 
.1  service  stocks  for  some  time, 
nee  both  groups  recently  have 
)me  under  heavy  selling  pressure 
r  a  variety  of  reasons,  I  think  it 
lly  fitting  that  I  reaffirm  my  belief 
.  their  future.  Although  the  reces- 
on  has  dampened  commodity 
ices,  especially  those  of  industrial 
inerals  and  metals,  nowhere  have 
'ead  that  the  world  is  discovering 
ly  meaningful  new  supplies, 
lerefore,  such  stocks  as  Freeport- 
tMoran  (19),  Fluor  (24),  Engelhard 
>rp.  (23),  Pbibro  (25)  and  Minerals  & 
hources  (7  bid,  o-t-c)  continue  to 
ok  attractive. 

Similarly,  just  because  we  are 
ming  out  of  a  glut  and  OPEC  has 
imporarily  come  off  page  one,  I  do 
it  think  the  Middle  East  has  sud- 
nly  become  lastingly  peaceful  and 
n-loving.  More  likely  the  Arab 
ites  are  keeping  a  low  profile,  giv- 
g  Israel  no  possible  pretext  for  not 
turning  the  Sinai  to  Egypt  next 
onth.  Therefore,  I  still  like  Hugbes 
\ol  (32),  NL  Industries  (30),  Scblum- 
Vger  (49),  Tidewater,  Inc.  (30),  West- 
K  Co.  of  North  America  (15),  Reading 
mates  (18)  and  several  other  com- 
llnies  in  this  sensitive  area.  ■ 


IRS  TAX  TIPS 


MB  Order  free  IRS  Publica- 
tions—over  90  topics  in  all. 
Use  the  handy  order  form  in 
your  tax  package. 

MB)  If  you  have  a  large  tax  pay- 
ment due  when  you  file  your 
return,  see  your  payroll  office 
about  increasing  the  amount 
of  federal  income  tax  withheld 
form  your  pay. 

■B  If  you  pay  a  preparer  to 
complete  your  tax  return,  you 
should  receive  a  copy  of  your 
tax  return  in  addition  to  the 
copy  which  is  filed  with  the 
IRS. 


■B  If  you  itemize  your  deduc- 
tions, be  sure  not  to  overlook 
any— you  may  be  able  to 
deduct  the  cost  of  transporta- 
tion to  and  from  the  doctor's 
office,  the  rental  of  a  safe 
deposit  box,  union  dues, 
uniforms,  and  donations  to 
your  favorite  charity,  for  exam- 
ple. 

MB  Keep  records  of  income, 
deductions,  and  credits  ap- 
pearing on  your  tax  return  for 
at  least  three  years,  and  keep 
copies  of  your  filed  tax  returns 
as  permanent  records. 


A  public  service  message  from  the  Internal  Revenue  Service 


That  is  why,  before  we  invest  in  a 
company,  we  conduct  in-depth  research. 
We  look  closely  at  fundamental  factors 
that  should  lead  a  company  to  enjoy 
growing  revenues,  increased  earnings, 
and  higher  dividends. 

If  a  company  can  deliver  these  at  an 
above-average  rate,  we  think  they  will 
result  in  a  higher  market  value,  eventually. 
That  is  what  the  Growth  Stock  Fund 
is  all  about.  Shouldn't  you  consider 
this  approach? 

Call  toll-free  1-800-638-5660.  If 
busy,  or  in  Maryland,  call  301-547-2308 
collect. 


T.  Rowe  Price 
Growth  Stock  Fund 

A  No-Load  Fund 

100  East  Pratt  Street 
Baltimore,  Maryland  21202 


Name 


Address 


A6 


City 


State/Zip 

For  more  complete  information,  including  man- 
agement fee  and  other  charges  and  expenses, 

I   obtain  a  prospectus.  Read  it  carefully  before 

|   you  invest  or  send  money 


Like  wine, 

a  company's  future  value  will  depend  on  how  well  it  ages. 


Observations 
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The  problem  that  sank  Freddy  Laker  may 
also  sink  many  American  farmers. 

SOME  ALARMING 
PARALLELS 


By  Ashby  Bladen 


There  are  certain  things  worth  bor- 
rowing for,  and  in  some  cases  bor- 
rowing is  the  only  practical  way  to 
buy  them:  houses,  airplanes,  fac- 
tories, for  instance. 

The  problem  is  that  after  the 
roughly  20  years  of  losses  on  long- 
term  claims  like  bonds  and  mort- 
gages caused  by  worsening  infla- 
tion, almost  nobody  wants  to  lend 
at  long  term  anymore.  The  financial 
institutions  that  for  a  century  or 
more  have  accepted  the  savings  of 
the  people  as  short-term  deposits 
and  re-lent  them  to  finance  produc- 
tive real  investments  and  houses 
have  suddenly  awakened  to  the  fact 
that  our  financial  system  is  no  long- 
er stable  enough  for  that  to  be  safe; 
the  mismatch  of  their  assets  and 
liabilities  now  threatens  them  with 
an  actual  or  potential  liquidity  cri- 
sis. This  long-developing  situa- 
tion— which  I  maintain  was  broadly 
foreseeable  two  decades  ago — is  just 
now  developing  into  a  crisis  because 
President  Reagan  is  steadfastly,  but 
unwisely,  implementing  the  untest- 
ed economic  theories  of  Arthur 
Laffer.  This  in  the  face  of  the  virtu- 
ally unanimous  opinion  of  the  expe- 
rienced financial  community  that 
this  will  drive  interest  rates  through 
the  roof. 


Ashby  Bladen  is  senior  vice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


On  the  international  financial 
scene  a  variety  of  trends  have 
caused  a  broadly  similar  situation  to 
develop.  From  time  to  time  I  like  to 
suggest  things  that  you  should  be 
reading  if  you  are  seriously  interest- 
ed in  these  matters.  One  of  these  is 
clearly  the  London  Economist ,  and 
now  that  it  is  being  printed  in  Old 
Saybrook,  Conn.,  it  is  easier  for 
American  business  people  to  get  on 
a  timely  basis.  The  Feb.  13-19,  1982 
issue  in  particular  is  a  catalog  of 
financial  horrors,  and  it  will  also  tell 
you  all  that  you  really  need  to  know 
about  Saudi  Arabia. 

One  thing  we  all  need  to  know  is 
that,  since  the  Arab-Israeli  war  and 
the  oil  crisis  of  1973,  some  of  the 
most  backward  and  unstable  coun- 
tries in  the  world  have  been  gaining 
enormous  amounts  of  wealth.  The 
drain  has  been  both  from  the  devel- 
oped world,  which  generally  can  af- 
ford the  oil  it  needs,  and  from  the 
non-oil-producing,  less-developed 
countries,  which  in  many  cases 
really  can't.  Generally,  the  OPEC 
members  want  to  invest  their  new 
wealth  in  industrial  development 
against  the  day  when  the  oil  runs 
out  or  becomes  obsolete.  But  in  the 
short  run,  it  is  not  possible  to  spend 
all  that  money  on  real  things.  When 
you  try  to  build  a  lot  of  large  fac- 
tories in  a  country  that  has  few 
ports  or  roads,  you  run  into  bottle- 
necks. So  they  have  been  investing 
their  money  for  the  time  being  in 
financial  claims,  for  the  most  part 
against  the  banking  systems  of  the 
strong  currency  countries.  And  the 
banks  then  did  broadly  two  things, 
both  of  which  I  have  criticized  as 
unwise. 

One  was  to  "recycle  the  petro- 
dollars" to  the  non-oil  LDCs.  If  they 
had  not  done  that  the  world  would 
surely  have  been  in  depression  long 
before  now,  and  many  people  would 


have  gone  cold  or  starved.  But  the 
recycling  process  depends  on  main- 
taining the  polite  fiction  that  all,  or 
at  least  most,  of  those  countries  are 
creditworthy — something  that  is 
becoming  steadily  harder  to  believe. 
The  other  thing  the  banks  did,  par- 
ticularly in  recent  years,  was  tc 
make  large  loans  to  the  Communist 
bloc.  President  Nixon's  policy  of  de- 
tente also  depended  on  maintaining 
a  genteel  fiction — in  this  case  that 
the  Communists  are  decent  chaps 
with  whom  we  can  do  business. 
After  Afghanistan  and  Poland  that 
one  also  is  becoming  hard  to  be- 
lieve. The  Communists  spent  the 
money  mainly  on  armaments  and 
imports  of  food,  and,  until  recently, 
that  produced  prosperity  in  the 
American  farm  belt. 

In  the  1920s  the  polite  fiction 
that  had  to  be  maintained  was  that 
World  War  I  debts  and  reparations 
could  be  paid,  and  that  the  bonds  of 
developing  countries  that  Ameri- 
cans bought  eagerly  were  good.  The 
first  thing  that  went  wrong  in  the 
Twenties,  as  the  stock  market 
boom  in  New  York  got  underway 
and  demand  for  margin  loans  be- 
came intense,  was  that  call  money 
rates  went  through  the  roof.  That 
caused  an  inflow  of  short-term  cap- 
ital into  the  U.S.  and  pushed  the 
dollar  up  to  a  level  at  which  our  farm 
exports  became  uncompetitive,  and 
other  people  found  it  too  expensive 
or  downright  impossible  to  borrow 
dollars  in  order  to  buy  food.  So  the 
Depression  began  a  few  years  early 
in  the  farm  belt. 

In  the  summer  of  1931  the  thing 
that  made  it  impossible  to  maintain 
the  necessary  fiction  that  the  debts 
and  reparations  could  be  paid  was. 
the  troubles  of  the  Central  European 
banks,  particularly  the  Creditan- 
stalt.  A  couple  of  issues  back,  I  ar- 
gued that  Poland  was  our  genera- 
tion's Creditanstalt.  Once  again, 
high  interest  rates  here  have  made 
the  dollar  overvalued  for  commer- 
cial transactions.  That  in  turn  has 
shot  down  Sir  Freddy  Laker.  He 
made  the  mistake  of  borrowing  dol- 
lars to  buy  airplanes  while  he  was 
selling  most  of  his  tickets  foi 
pounds.  And  just  in  the  last  few 
months  delinquencies  on  farm- 
mortgage  loans  have  soared.  It  looks 
as  if  the  credit  that  is  required  to 
finance  foreign  purchases  of  Ameri- 
can food  is  again  drying  up.  ■ 


Financial  Strategy 


Want  to  miss  out  on  some  juicy  take- 
overs while  earning  a  nice  low  return? 
Then  try  writing  options. 


A  LOSING  GAME 


By  John  Train 


Every  year  or  so  in  this  space  I  deplore 
certain  investment  houses'  practice 
of  getting  their  customers  involved 
in  options-writing  programs.  Why 
don't  I  abandon  the  subject?  Because 
many  brokers  are  still  pushing  these 
programs.  They  intimate  to  their 
prospects  that  selling  options  is  in- 
trinsically a  moneymaking  strategy 
and  that  such  programs  can  return 
15%  or  more  on  the  investor's  capital 
with  little  risk. 

In  practice,  though,  by  far  the 
largest  part  of  all  investors  who  at- 
tempt this  scheme  end  up  lowering 
their  return  rather  than  raising  it. 
\fter  all,  ultimately  they  are  trading 
against  each  other;  both  sides  can't 
»ain,  although  the  broker  does. 

Many  practical  studies  have 
shown  that  selling  options  is  not  an 
ntrinsically  superior  strategy,  even 
:hough  a  few  skillful  managers  will 
oroduce  exceptional  performance  in 
specific  cases. 

Five  mutual  funds  were  started  in 
[977  to  sell  options.  All  are  man- 
lged  by  skilled,  professional  firms, 
iince  such  firms,  for  obvious  rea- 
ions,  give  their  publicly  reported 
unds  their  best  efforts,  these  perfor- 
nances  should  be  representative  of 
the  top  of  the  likely  range  of  op- 
ions-selling  results. 


bhft  Train  is  president  of  Train,  Smith,  In- 
BStment  Counsel,  New  York,  and  the  author 
kThe  Money  Masters«//<7  Dance  of  the 
4oney  Bees. 


And  how  did  they  do?  Here  are 
the  results  for  calendar  1981.  As 
usual  I  am  indebted  to  Thomas  Nod- 


MONEY&  INVESTMENTS 

such  obvious  alternative  vehicles  as 
Treasury  bills  or  money  funds. 

Last  year  I  pointed  out  that  a  hid- 
den penalty  of  the  options-selling 
programs  is  opportunity  cost. 

Investors  should  be  especially 
careful  of  this  risk  during  a  time  of 
'corporate  takeovers  at  high  premi- 
ums over  market  values. 

The  second  table  shows  some  of 
the  premiums  at  which  takeovers 
were  consummated  in  1981.  A  good 
way  to  deal  yourself  out  of  such 
profits  is  to  sell  options  on  your 
holdings  of  underpriced  companies. 

It  might  all  be  worthwhile  if  you 
really  could  expect  a  very  high  yield 


Starting 
date 


Fund 


Original  Net 
issue  asset 
price*  valuet 


Cash  Adjusted 
distri-     net  asset  Total 
butions      value**  returntt 


4/77  Colonial  Option  Income  $12.50  $9.67  $6.36  $16.03  28.2% 

6/77  Federated  Option  Income  15.00  12.43  5.45  17.88  19.2 

6/77  Kemper  Option  Income  15.00  12.56  7.31  19.87  32.5 

10/77  Oppenheimer  Opt  Income  25.00  23.22  9.91  33.13  32.5 

6/77  Putnam  Option  Income  15.00  12.62  7.36  19.98  33.2 


Average  total  return 
Average  annual  return 


29.1% 
6.5% 


Includes  8.5%  load  charge.  tAs  of  12/31/81.  "Net  asset  value  plus  cash  distributions 
equal  adjusted  net  asset  value.    ttOn  original  issue  price  over  4Vi  yeais 


dings,  a  Chicago  investment  advis- 
er, for  these  calculations.  Although 
interest  rates,  and  thus  opportunity 
cost,  were  high  during  the  year,  the 


from  the  options  program  between 
takeovers;  but  as  you  can  see  from 
the  first  table,  even  these  most  con- 
spicuous accounts  of  the  options 


Target 
company 

Acquiring 
company 

Target 
company 
before  offer 

Share  price 
offered 

Premium 
paid  over 
preoffer  price 

Mallinckrodt 

Avon 

$40 

$50* 

20% 

Dean  Witter 

Sears 

26 

50 

92 

Coldwell,  Banker 

Sears 

23 

42 

83 

Hobart 

Dart-Kraft 

19 

40 

111 

Conoco 

Du  Pont 

50 

88 

76 

Shearson  Loeb  Rhoades 

American  Express  33 

62 

88 

Bache  Group 

Prudential  Ins 

20 

32 

60 

Beckman  Instruments 

SmithKline 

28 

50* 

79 

Compugraphic 

Agfa-Gevaert 

11 

14* 

27 

Memorex 

Burroughs 

10 

14 

40 

Marathon  Oil 

US  Steel 

68 

104* 

53 

St.  Joe  Minerals 

Fluor 

27 

51 

89 

Kennecott 

Sohio 

26 

62 

138 

Average  Premium  Paid 


74% 


'Acquisition  not  yet  completed. 


Source:  David  L.  Babson  &  Co.,  Inc.,  Boston. 


average  annual  rate  of  return  from 
the  beginning  was  little  changed  by 
the  results  of  operations  in  1981.  It 
is  6.5%  for  all  the  funds,  vs.  an  aver- 
age annual  return  of  6. 1  %  at  the  end 
of  1980.  Far  from  being  a  satisfac- 
tory way  of  generating  a  15%  in- 
come, options-writing  turns  out  to 
generate  little  more  income  than  a 
conventional  passbook  savings  ac- 
count and  barely  half  the  return  of 


manager — which  undoubtedly  re- 
ceived their  very  best  attention — 
have  been  unable  to  produce  inter- 
esting results.  One  reason  is  the 
commissions  involved  in  these  pro- 
grams. According  to  an  SEC  study, 
commissions  often  eat  up  to  20%  or 
more  of  the  equity  in  an  active  op- 
tions-selling portfolio  every  year. 

Options  selling,  a  broker's  dream, 
is  often  an  investor's  nightmare.  ■ 
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AMET.K,  INC.  N 
AMETEK  EARNINGS  A  RECORO 
FOR  FOURTH  QUARTER  AND  YEAR 

PAOLI,  PA  ,  Feb.  3,  1982— AMETEK,  Inc.  (NYSE,  PSE) 
toddy  reported  the  highest  sales  and  earnings  totals  in  the 
Company's  history  foi  both  the  fourth  quarter  and  the  year 
ended  Dec  31,  1981. 

In  the  fourth  quarter  the  industrial  manufacturer's  earn- 
ings reached  $5  4  million  or  50  cents  per  share  on  sales  of 
$104.1  million,  compared  to  the  $4.8  million  or  45  cents  per 
share  earned  in  the  last  quarter  of  1980  when  sales  totaled 
$99  7  million. 

With  four  consecutive  record  quarters  in  1981,  AMETEK's 
earnings  reached  $26  5  million  or  $2  44  per  share  for  the 
full  year,  an  increase  of  22  percent  over  the  217  million  or 
$2  02  per  share  earned  in  1980  In  the  current  12-month 
period  sales  were  a  record  $448.1  million,  up  12  percent 
from  the  $400  2  million  that  the  company  shipped  in  1980 
All  four  of  the  company's  product  groups  registered  sales 
and  profit  gains  during  1981,  according  to  AMETEK's 
President  Robert  L  Noland 

Three  Months  f  tided  December  31 
1981  1980 
Sales  $104,084,000  $99,722,000 

Net  income  5,4  1  4,000  4.832.000 

Earnings  per  share  $.50  $.45 

Dividends  per  share  .30  .25 

Twelve  Months  Ended  December  31 
1981  1980 
Sales  $448,086,000  $400,180,000 

Net  Income  26,488.000  21.665,000 

Earnings  per  Share  $2.44  $2  02 

Dividends  per  Share  1.05  100 

Average  shares 

outstanding  10.858,839  10.747.383 

(Contact:  Darrah  E.  Ribble,  Jr.,  AMETEK,  Inc.,  Station 
Square  Two,  Paoli,  PA  19301.  Phone  (215)  647-2121.) 


COLOR  TILE,  INC.  0 

FORT  WORTH,  IX,  Jan.  21-  Color  Tile,  Inc.,  a  specialty 
retailer  of  do-it  yourself  home  improvement  products  with 
550  stores  nation-wide,  announced  today  earnings  for  the 
second  quarter  ended  Dec.  31,  1981  of  $2,627,000,  or  $0.25 
per  share,  versus  $2,534,000,  or  $0  23  per  share,  for  the 
same  period  a  year  ago.  Earnings  increased  3.7  percent  and 
earnings  per  share  increased  8  7  percent 

Sales  for  the  quarter  were  $52  883,000,  as  compared  to 
$56,024,000  last  year,  a  5  6  percent  decrease. 


INDUSTRIAL  NATIONAL  CORPORATION  N 

PROVIDENCE,  R  I „  January  13, 1982  Industrial  National 
Corporation  (InCorp)  today  reported  record  1981  earnings  of 
$34,162,000,  or  $5.53  a  share,  a  21%  increase  from  the 
$28,208,000,  or  $4.57  a  share,  reported  for  1980.  Last  year 
was  the  seventh  consecutive  year  of  earnings  gains  for  the 
$4.2  billion  financial  services  company. 

Net  income  after  securities  transactions  was 
$32,750,000,  or  $5.30  a  share,  compared  to  $28,210,000, 
or  $4  57  a  share,  a  year  earlier  Securities  losses,  net  of 
gains  and  tax  recoveries,  aggregated  $1,412,000  in  1981 
and  were  taken  to  improve  yields  in  the  portfolio  in  1982 
and  beyond 

Fourth  quarter  income  before  securities  transactions,  the 
best  quarter  in  the  history  of  Industrial  National,  reached 
$9,159,000,  or  $1.48  a  share,  up  approximately  20%  from 
the  $7,642,000,  or  $1  24  a  share,  in  the  year-earlier  period 
Net  income  in  the  quarter  totaled  $7,739,000,  or  $1.25  a 
share,  compared  to  $7,645,000,  or  $1.24  a  share,  a  year 
ago. 

John  J  Cummings,  Jr.,  Chairman,  attributed  the  strong 
1981  performance  to  a  well-balanced  earnings  base. 

Reporting  on  a  line  of  business  basis  for  the  first  time, 
InCorp  indicated  that  asset-based  lending,  mortgage  bank- 
ing and  real  estate  lending,  and  commercial  and  trust 
banking  all  recorded  significant  earnings  gains  in  1981 
when  compared  with  the  prior  year  while  consumer  banking 
dipped  as  interest  paid  on  savings  deposits  rose  dramati- 
cally. 

Despite  sluggish  loan  volume  and  continued  high  costs 
of  funds,  Mr.  Cummings  expressed  optimism  that  1982 
results  would  surpass  those  of  1981.  "We  enter  the  current 
year  with  tremendous  momentum  which  should  sustain 
itself  until  the  Economy  begins  to  reflect  the  anticipated 
recovery,"  he  concluded. 

Total  assets  of  Industrial  National  Corporation  at  year- 
end  were  $4  2  billion,  up  from  $3.5  billion  on  December  31, 
1980.  Total  deposits  of  Industrial  National  Bank  were  $2.7 
billion,  versus  $2.5  billion  a  year  earlier. 


COMPARATIVE  RESULTS  FOR  THE 
TWELVE  MONTHS  ENDED  DECEMBER  31  AND  THE 
FOURTH  QUARTER  ARE  AS  FOLLOWS 
(DOLLAR  DATA  IN  THOUSANDS) 


12  Mos  Ended 
Dec  31 


Fourth  Quarter 


1981 

1980 

1981 

1980 

COLOR  TILE,  INC. 

Net  interest  income 

2nd  Quarter  Ended  Dec  31 

(fully-taxable  basis) 

143.288 

120.603 

39,572 

31.251 

1981 

1980 

Income  before  securities 

Net  sales 

$52,883,000 

$56,024,000 

transactions 

34,162 

28.208 

9,159 

7,642 

Income  belore  income  taxes 

4,613,000 

4.692.000 

Income  per  share  before 

Provision  for  income  taxes 

1,986.000 

2.158,000 

securities  transactions 

5.53 

457 

1  48 

1  24 

Net  income 

$  2,627,000 

$  2,534,000 

Securities  transactions 

(1,412) 

2 

(1.420) 

3 

Average  common  shares 

Net  income 

32,750 

28.210 

7.739 

7.645 

outstanding 

10,572,000 

10,879.000 

Net  income  per  share 

5.3C 

4.57 

1.25 

1  24 

Net  income  per  average 

Net  inrome  per  share 

common  share 

$025 

$023 

assuming  lull  dilution 

5.19 

4  48 

1.21 

1  21 

Color  Tile  has  demonstrated  its  ability  to  show  earnings 
growth  with  a  decrease  in  sales.  Our  policies  of  maintaining 
full  gross  margins  and  controlling  selling,  general  and 
administrative  expenses  are  beginning  to  show  positive 
results.  In  addition,  the  company's  financial  position  re- 
mains in  excellent  condition,"  stated  John  A.  Wilson,  Chair- 
man of  the  Board,  President  and  Chief  Executive  Officer. 

(Contact:  Ray  A.  Johnson,  Vice-Presient  and  Treasurer, 
Color  Tile,  Inc.,  1 700  One  Tandy  Cente  rt.  Worth.  TX  76102 


Average  common  shares  6, 1 1 1 ,98 1  6,089.428 
Average  common  shares 

assuming  full  dilution  6,305,317  6.291,850 
Total  assets  (as  of 

December  31)  4.223,448  3.451.689 


(Contact.  Robert  W  Lougee,  Jr.,  Director-Corporate  Com- 
munications, or  Bruce  P.  Crooks,  Manager-Public  Affairs, 
Industrial  National  Corporation,  55  Kennedy  Plaza,  Provi- 


PIEDMONT  AVIATION  INC. 

WINSTON-SALEM.  N.C.,  February  3,  1982  -Piedi 
ation,  Inc.,  earnings  for  1981  grew  to  $32,589 
increase  of  102  9  percent  over  the  $16,062,000  no 
reported  in  1980,  Piedmont's  previous  best  year 

Fully  diluted  earnings  per  share  rose  to  $4.1! 
percent  increase  over  the  $2.72  cents  reported  in 

Piedmont  reported  an  operating  profit  for 
$57,163,000,  an  increase  of  100  2  percent 
$28,558,000  reported  in  1980. 

For  the  three  months  ended  December  31, 
reported  earnings  of  $9,307,000,  an  increasei 
percent  over  the  $5,188,000  earned  during  the  sal 
of  1980.  Fully  diluted  earnings  per  share  for  ti 
quarter  were  $1.16.  a  45  percent  increase  over  the 
per  share  reported  a  year  earlier. 

Revenues  for  1 98 i  reached  a  record  $560,7] 
37.8  percent  increase  over  the  $407,004,000  ac 
1980  Operating  costs  grew  33  1  percent  to  $503 
compared  to  $378,446,000  in  1980 

For  the  three  months  ended  December  31,  revei 
$152,281,000,  a  39.3  percent  increase  | 
$109,356,000  recorded  a  year  earlier.  Operating 
expenses  were  $136,613,000,  an  increase  of  34. 
over  the  $101,826,000  reported  in  the  same  peri 
earlier. 

Piedmont's  General  Aviation  Group  and  Piedmi 
eral  aviation  subsidiary  found  their  aircraft  sales, 
by  high  interest  rates  and  limited  air  traffic  contl 
ity.  This  impact  was  felt  most  sharply  in  the  fourtj 
Nevertheless,  they  contributed  pre-tax  earnings  in 
$3  9  million  in  1981,  their  third  best  year  in  the 
the  Company 

In  announcing  the  results,  T.W.  Morton,  si 
president,  said  Piedmont  s  profitability  was  pi 
gratifying  in  the  face  of  numerous  adverse  indus 
which  characterized  1981. 

"Piedmont  was  able  to  overcome  these  trend 
strong  traffic  growth,  particularly  in  the  fourt 
which  helped  offset  an  industry  tendency  tow; 
ticket  prices,"  Morton  said.  "This  response  to  F 
marketing  strategies  was  most  gratifying." 

Morton  said  Piedmont's  people  carefully  con 
penses  and,  as  a  result,  saw  revenues  increase  | 
pace  than  costs. 

(Contact.  T.W.  Morton,  Senior  Vice  President, 
Aviation,  Inc.,  Smith  Reynolds  Airport,  P.O. 
Winston-Salem,  NC  27108.  Phone  (919)  767-53. 


CORPORATE 
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i  to  its  CalComp  facilities  in  Anaheim,  Calif., 
)  square  foot  facility  in  Nashua,  N.H.  A  125,000 
acility  in  Merrimack,  N.H.  is  neanng  completion 
luled  to  be  occupied  in  February, 
ssociates  designs,  develops  and  manufactures 
ogy  electronic  systems,  equipment  and  compo- 
fense  electronics  and  computer  graphics  mar- 
is in  the  last  fiscal  year  totaled  $364  million. 
Ray  Hall,  Manager,  Public-Relations,  Sanders 
nc.  Daniel  Webster  Highway  South,  Nashua,  NH 
e:  (603)  885-2817.) 


BILLING  &  EXPLORATION  COMPANY  A 

Oklahoma,  February  2, 1982— Ratliff  Drilling  & 
Company  (ASE/RDE)  today  announced  increases 
and  net  income  for  the  fiscal  first  quarter  ended 
1,  1981,  compared  to  the  same  period  a  year 

for  this  year's  first  quarter  were  $11.1  million, 
$7.4  million  a  year  ago.  Net  income  increased 
on,  or  56  cents  per  share,  from  $1.3  million,  or 
r  share.  Working  capital  from  operations  (cash 
>ed  to  $3.4  million  from  $2.6  million, 
a  company  announced  that  net  earnings  for  the 
Tided  September  30,  1981,  more  than  tripled  to 
,  or  $2.33  per  share,  from  $2.2  million,  or  84 
e,  in  fiscal  1980.  Revenues  increased  by  58%  to 
hi  from  $23.5  million.  Working  capital  from 
cash  flow)  more  than  doubled  to  $13.5  million 
H I  ion 

)lores  for  oil  and  gas  primarily  in  Oklahoma  and 
jjerates  17  onshore  drilling  rigs  primarily  in  the 
it  region  and  the  Williston  Basin  of  the  Upper 
lain  region. 

Three  months  ended  Dec.  31: 

1981  1980 
$11,138,625  $7,380,768 
1,643,188  1.288,163 
.56  49 
Fiscal  year  ended  Sept  30: 
1981  1980 
$37,085,483  $23,539,996 
6,720,8  1  6  2,163,612 
2.33  84 

Barton  H.  Ratliff,  President,  or  Bob  Littlepage, 
Ratliff  Drilling  &  Exploration  Company,  (405) 
r  Larry  Howell,  Howell  Communications,  Inc. 
56.) 


llES,  INC.  A 

REPORTS  SECOND  QUARTER 
IRST  HALF  FISCAL  1982  RESULTS 
AND 

>WY  1981,  10  YEAR  PURCHASE  AGREEMENT 
AND  WESTERN  ELECTRIC  NOT  AFFECTED  BY 
!  AGREEMENT  WITH  U.S.  GOVERNMENT 

NY,  January  29,  1982— Til  Industries,  Inc. 
■  Tl)  today  reported  results  for  the  fiscal  1982 
|r  and  the  first  half  ended  December  25, 1981. 
■for  the  second  quarter  fiscal  1982  totalled 
;arsus  $5,515,000  in  the  comparable  period  a 
•  ncrease  of  9%. 

■ !  for  the  second  quarter  fiscal  1982  amounted 
:  r  $.41  per  share  versus  $649,000  or  $.30  per 
; econd  quarter  of  fiscal  1981  (adjusted  for  2- 
lit),  an  increase  of  49%. 
for  the  first  half  fiscal  1982  totalled 


Net  Income  for  the  first  half  fiscal  1982  amounted  to 
$1,904,000  or  $.83  per  share  versus  $1,171,000  or  $.54  per 
share  in  the  first  half  of  fiscal  1981,  an  increase  of  63%. 

The  net  sales  increase  during  the  first  half  of  fiscal  1982 
of  $1,419,000  (13%),  compared  to  the  first  half  of  fiscal 
1981,  principally  reflects  increases  in  unit  sales  of  overvol- 
tage  protectors. 

The  increase  in  net  income  for  the  current  fiscal  year  to 
date  of  $733,000  (63%),  compared  to  the  first  half  of  fiscal 
1981,  primarily  resulted  from  the  larger  sales  base  avail- 
able to  absorb  certain  fixed  overhead  costs,  the  repayment 
of  long  term  debt  and  the  investment  of  temporary  excess 
funds. 

Til  also  announced  today  that,  pursuant  to  discussions 
held  with  AT&T,  its  February  1981,  $125  million  10  year 
purchase  Agreement  with  American  Telephone  &  Telegraph 
Company  and  Western  Electric  Company,  will  not  be  affect- 
ed by  the  agreement  between  AT&T  and  the  U.S.  Govern- 
ment. The  Company  also  believes  that  additional  non- 
contract  sales  will  result  from  the  agreement. 

The  Company  is  presently  pursuing  various  product  line 
acquisitions  which,  if  consummated,  would  considerably 
increase  its  line  of  electronic  products  having  industrial, 
computer,  telephone  and  consumer  applications. 

Til  Industries,  Inc.  designs,  manufactures  and  markets 
overvoltage  protectors  and  electronic  products  primairly  for 
use  in  the  communications  industry.  The  Company's  manu- 
facturing plants  are  located  in  Toa  Alta,  Puerto  Rico,  and 
the  Company  also  maintains  facilities  in  Copiague,  N.Y. 

(Contact:  Gerald  L.  Fingerhut,  V.P  Finance,  Til  Industries, 
Inc  1375  Akron  Street,  Copiague,  N.Y.  11726.  Phone:  (516) 
789-5034.) 


TELEFLEX  INCORPORATED  A 
1981  SALES  PASS  $100  MILLION  MARK 
WHILE  NET  INCOME  GREW  49% 

LIMERICK,  PA.,  Feb.  4, 1982— Teleflex  Incorporated  today 
announced  record  increases  in  both  sales  and  earnings -for 
1981.  Sales  climbed  to  $103,770,400  from  the  $79,020,100 
level  in  1980,  a  gain  of  31  per  cent.  Net  income  grew  to 
$7,106,300  from  $4,758,900  the  previous  year,  a  gain  of  49 
per  cent.  Earnings  per  share  increased  to  $1.52  from  the 
1980  level  of  $1.05,  adjusted  for  the  three-for-two  stock 
split  distributed  Sept.  15,  1981. 

TELEFLEX  INCORPORATED 
COMPARATIVE  SUMMARY  OF  EARNINGS 

3  Mos.  Ended 

Dec.  27,  1981  Dec  28,  1980 

Revenues                           $27,589,400  $23,185,100 

Net  income                         $  1,903,300  $  1,400,900 

Earnings  per  share                          $  .41  $  31(A) 


Year  Ended 


Revenues 
Net  income 
Earnings  per  share 
Shares  outstanding 


Dec.  27,  1981 
$103,770,400 
$  7,106.300 
$  1.52 
4,643,892 


Dec.  28.1980 
$79,020,100 
$  4,758.900 
$  1.05(A) 
4.500.699(A) 


(A)  Adjusted  to  reflect  three-lor-two  stock  split  distributed  Sept.  15,  1981. 

(Contact:  Seaborn  C.  Langley,  Jr.,  Director  of  Corporate 
Communications  or  John  H.  Remer;  Senior  Vice  President, 
Teleflex,  155  S.  Limerick  Rd.,  Limerick,  Pa.  19468,  phone 
(215)  948-5100.) 


UNITED  ENERGY  RESOURCES,  INC.  N 

HOUSTON,  Tex.,  February  10,  1982— United  Energy  Re- 
sources, Inc.  today  reported  1981  consolidated  net  income 
of  $215.7  million,  an  increase  of  30%  over  the  $165.5 
million  reported  in  1980.  Earnings  per  share  increased  to 
$7.75,  representing  a  21%  increase  over  1980.  Operating 
earnings  for  1981  were  $5  4  billion  compared  with  $4.1 
billion  in  1980. 

J.  Hugh  Roff,  Jr.,  United's  chairman,  president  and  chief 
executive  officer,  said  that  United  achieved  increases  in  net 
income,  earnings  per  share  and  operating  revenues  for  the 
seventh  consecutive  year.  Performance  improved  in  all 
major  subsidiaries.  United  Gas  Pipe  Line  Company  and 
United  Texas  Transmission  Company  experienced  increased 
sales  volumes  for  the  year,  while  Cotton  Petroleum  Corpora- 
tion benefited  from  increases  in  production  and  higher 
prices  for  oil  and  gas  sold.  Increased  day  rates  were  realized 
in  both  the  drilling  and  well  servicing  businesses  of  United 
Energy  Services  Company. 

Fourth  quarter  earnings  for  the  consolidated  United 
companies  in  1981  were  $56.8  million,  or  $2.04  per  share, 
on  operating  revenues  of  $1.5  billion,  compared  with  $48.3 
million,  or  $1.84  per  share,  on  operating  revenues  of  $1.1 
billion  for  the  fourth  quarter  of  1980. 

United  Energy  Resources  is  the  parent  company  of  United 
Gas  Pipe  Line  Company  (interstate  gas  transmission), 
United  Texas  Transmission  Company  (intrastate  gas  trans- 
mission), Cotton  Petroleum  Corporation  (oil  and  gas  explo- 
ration, development  and  production),  United  Energy  Services 
Company  (contraci  drilling  and  well  servicing)  and  Petro- 
United,  Inc.  (bulk  liquids  terminaling  and  marketing). 

(Contact:  Marvin  L.  Brown,  Public  Relations  Department, 
United  Energy  Resources,  Inc.,  P.O.  Box  1478,  Houston, 
Texas  77001.  Phone:  (713)  237-5373.) 


UNITED  TELECOMMUNICATIONS,  INC.  N 

KANSAS  CITY,  MO  January  28,  1982— The  acquisition  of 
Insurance  Systems  of  American  (ISA)  and  the  formation  of 
an  intercity  communications  services  operating  group  were 
announced  today  by  Paul  H.  Henson,  Chairman  of  United 
Telecommunications,  Inc. 

ISA,  a  privately  held  company,  develops  and  markets 
computer  software,  primarily  for  the  insurance  industry.  The 
Atlanta-based  company  also  holds  a  controlling  interest  in 
ISACOMM,  a  resale  common  carrier  offering  satellite  digital 
communications  services. 

United  Telecom  exchanged  1,731,381  shares  of  common 
stock  for  all  the  outstanding  stock  of  ISA,  which  will  operate 
as  a  business  unit  in  the  United  Telecom  Computer  Group. 

Henson  said  ISACOMM  will  join  Uninet,  Inc..  which 
operates  the  nation's  third  largest  packet  switching  network 
and  is  currently  a  part  of  the  United  Telecom  Computer 
Group,  in  a  separate  operating  group. 

"We're  addressing  a  large  and  rapidly  growing  market," 
Henson  said.  "We're  uniquely  positioned  to  provide  en- 
hanced voice  and  data  services  and  we  see  an  excellent 
opportunity  to  serve  particular  niches  of  this  dynamic 
market." 

"We  have  created  a  fourth  operating  group  to  capitalize 
on  the  existing  strengths  of  the  Uninet  and  ISACOMM 
organizations  and  to  concentrate  our  corporate  manage- 
ment and  capital  resources  in  further  developing  their 
capabilities,"  Henson  said. 

(Contact:  Don  Forsythe,  United  Telecommunications,  Inc., 
P.O.  Box  11315  Plaza  Station,  Kansas  City,  MO  64112. 
Phone:  (913)  676-3343.) 


For  further  information  on  Corporate  Report  Updates, 


The  Contrarian 


How  do  you  spot  a  well-managed  com- 
pany? It  underperforms  the  market. 

WHAT  IS 
BEST  MANAGED? 


By  David  Dreman 


One  of  the  oldest  saws  on  The 
Street  is  that  the  key  to  investment 
success  is  buying  well-managed 
companies;  search  out  stocks  with 
steely-eyed,  sure-fingered  managers, 
put  them  away,  relax  and  grow 
wealthy. 

Will  you  really  make  megabucks 
this  way?  I  have  my  doubts.  As  I 
wrote  in  Contrarian  Investment 
Strategy',  the  assessment  of  how  to 
pick  good  management  at  times 
seems  almost  metaphysical.  Most 
of  us  consider  companies  well  man- 
aged when  sales,  earnings  and,  most 
important,  stock  prices  are  moving 
ahead  rapidly;  badly  managed  when 
they  aren't. 

Steve  Leuthold's  Perspectives,  a 
publication  serving  institutional  in- 
vestors, has  just  come  up  with  a 
very  interesting  study  on  the  topic. 
According  to  Leuthold,  there  is  a 
fairly  widespread  consensus  among 
many  brokerage  houses  and  finan- 
cial publications  as  to  which  are  the 
best-managed  companies.  In  fact, 
numbers  of  them  put  out  their  an- 
nual selections. Perspectives  analyzed 
one  such  list  in  which  a  magazine 
provided  five  choices  yearly  be- 
tween 1972  and  1980.  The  study 
measured  the  performance  of  each 
pick  from  the  time  it  was  placed  on 


David  Dreman  is  managing  director  of  Dre- 
man, Gray  &  King,  Investment  Counsel, 
Neiv  York,  and  author  of  Contrarian  Invest- 
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the  list  to  the  end  of  1981.  In  all,  45 
companies  were  placed  in  the  "best- 
managed"  category. 

The  bottom  line:  "At  year-end 
1981  our  'buy-the-best-management 
investor'  had  a  portfolio  that  appreci- 
ated only  19%  compared  with  appre- 
ciation of  37%  for  the  S&P's  500," 
says  Leuthold.  The  S&P's  had  outper- 
formed the  best-managed  companies 
by  a  factor  of  almost  2  to  1.  Further, 
since  the  best-managed  companies 
paid  much  lower  dividends  than  the 
S&P's,  if  dividend  reinvestment  was 
included  (as  is  normal  in  calculating 
overall  returns),  the  comparison 
against  the  S&P's  would  have  wors- 
ened considerably. 

Why  should  this  be?  The  study 
goes  on  to  give  some  reasons.  First 
of  all,  the  business  outlook  can 
change  substantially,  so  that  a  1978 
winner  like  Caterpillar  or  a  1980 
winner  like  American  Standard  is 
merely  treading  water  today.  Sec- 
ond, management  teams  change. 
Good  ones  can  be  replaced  by  less 
capable,  or  even  mediocre  groups. 
Third,  investors  assume  dramatic 
past  growth  is  the  product  of  great 
top  management,  but  "great  growth 
can  come  from  poor  management 
lucky  enough  to  catch  a  tiger  by  the 
tail."  Too,  many  companies  with 
long  records  of  excellent  growth  are 
serving  maturing  markets.  As  sales 
move  into  the  multibillion-dollar 
range,  the  rapid  growth  of  the  past 
becomes  increasingly  more  difficult 
to  maintain. 

Finally,  the  study  zeros  in  on  the 
fact  that  since  the  best-managed 
companies  have  high  visibility,  in- 
vestors are  willing  to  pay  up  for 
them.  When  it  was  selected,  the  av- 
erage company  had  a  P/E  40%  high 
er  than  that  of  the  S&P's  500,  but  by 
the  end  of  1981  the  multiple  was 
only  a  shade  higher — 8%. 

Why?  Again,  because  visibility, 
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even  for  the  best-managed  compa- 
nies, wasn't  nearly  what  it  shoulc 
have  been.  Earnings  growth  of  the 
"best"  group  slowed  considerabl> 
after  they  were  chosen  and  was  only 
marginally  better  than  the  S&P's  it 
self  for  the  entire  period.  Leuthold 
concludes:  "We  should  keep  in 
mind  that  'best-managed'  is  ofter 
past  tense." 

The  study  provides  further  sub 
stantiation  for  the  low-P/E  strategy 
advocate.  Since  visibility,  even  fo: 
the  best  companies,  is  chancy,  pay 
ing  high  multiples  for  exciting  sto 
ries  often  leads  to  poor  results,  an« 
sometimes  to  disaster. 

This  does  not  mean  you  have  tc 
go  out  and  buy  the  dogs.  You  can 
often  find  many  of  the  same  criterii 
that  are  used  to  judge  first-rate  man 
agements — good  earnings  and  divi 
dend  growth,  financial  strength  ant 
fine  records — in  stocks  that  spor 
low  P/E  multiples,  simply  becausi 
they  happen  to  be  out  of  favor  at  th 
time.  And  just  as  the  market  opin 
ion  often  shifts  on  which  are  th 
best-managed  companies,  so  it  doe 
with  industries  and  companies  cui 
rently  in  disfavor. 

Several  such  stocks  I'd  consider: 

When  investor  perception 
change,  how  they  change!  Dresse 
Industries  (26),  a  major  producer  0 
drilling  and  oilfield  products  as  we] 
as  surface  and  underground  minin 
equipment,  is  down  almost  500/1 
from  its  1981  high.  Earnings  hav 
increased  close  to  20%  a  year  durin 
the  past  five  years,  and  should  cor 
tinue  their  above-average  growth 
The  stock  trades  at  a  P/E  of  6. 

Crum  &  Forster  (29)  is  a  majc 
property-casualty  insurer  and  ha 
had  a  five-year  annual  earning 
growth  rate  of  almost  30%.  Wit 
improvement  in  the  underwritin 
cycle  later  in  the  year,  earning 
comparisons,  likely  to  be  flat  for  th 
next  several  quarters,  should  agai 
widen.  The  stock  trades  at  5  timt 
earnings,  and  yields  5.4%. 

Wells  Fargo  (25),  the  eleventh-lar? 
est  bank  in  the  country,  is  high! 
interest-sensitive.  Growth  in  198 
should  accelerate  as  rates  dro] 
Wells  Fargo  trades  at  a  P/E  of  5,  an 
yields  7.6%. 

None  of  the  above  is  considers 
to  have  bad  management — and  wh 
knows — if  their  stock  prices  mov 
up  enough,  they  may  yet  make  th 
best-managed  teams.  ■ 


Commodities 
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The  right  order  at  the  right  time  can  save 
you  a  bundle  and  transfer  some  of  your 
market  watching  to  the  floor  broker. 

KEEPING  ORDER  IN 
THE  PITS 


By  Stanley  W.  Angrist 


Most  commodity  speculators  begin 
their  trading  careers  by  dealing  in 
stocks.  Because  of  such  activity 
they  become  familiar  with  a  few 
types  of  common  orders  used  to 
make  stock  trades.  Those  orders 
are,  of  course,  used  to  make  similar 
trades  in  the  commodity  pits.  But 
there  are  a  large  number  of  addition- 
al order  types  that  are  permitted  on 
most  commodity  exchanges.  Any 
trader  not  familiar  with  the  com- 
plete range  of  orders  is  doing  him- 
self a  disservice  by  not  being  able  to 
utilize  every  tool  that  is  available. 

First,  three  points  should  be 
made:  Not  every  exchange  accepts 
every  order  type.  And  even  if  the 
order  is  a  legitimate  one  for  the  ex- 
change you  wish  to  trade  on,  not 
every  floor  broker  will  accept  every 
order.  All  you  can  do  is  ask  your 
broker  if  his  firm  will  accept  such 
an  order.  Third,  each  of  the  orders 
listed  below  can,  of  course,  be  en- 
tered as  a  "buy"  or  "sell."  At  least 
20  different  types  of  orders  can  be 
used  to  trade  commodities.  I  will 
discuss  as  many  as  space  allows. 

The  market  order  is  similar  to  the 
market  order  used  in  the  stock  mar- 
ket. It  is  executed  at  the  best  possi- 
ble price  as  soon  as  it  is  received  by 
the  floor  broker. 

A  limit  order  is  used  when  one 
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wants  to  buy  or  sell  at  a  specific 
price  or  better.  A  buy  limit  order 
can  be  filled  at  or  below  the  limit 
price,  while  a  sell  limit  order  can 
only  be  filled  at  or  above  the  limit. 

A  sell-stop  order  may  only  be  ex- 
ecuted when  the  contract  trades  at 
or  below,  or  is  offered  in  the  pit  at  or 
below,  the  stop  price.  A  buy-stop  or- 
der may  be  filled  only  when  the  con- 
tract trades  at  or  above,  or  is  bid  at 
or  above,  the  stop  price.  A  stop  or- 
der becomes  a  market  order  when 
any  of  the  above  situations  occur. 
The  stop  order  is  commonly  used 
under  two  circumstances:  1)  to  take 
a  position  when  the  market  has 
started  to  move  your  way,  or  2)  to 
limit  a  loss  or  take  a  profit  when  the 
market  starts  to  move  adversely  to 
your  position.  For  example,  suppose 
you  wish  to  buy  soybeans,  but  only 
if  they  show  signs  of  strength,  so 
you  place  a  buy-stop  order  above  the 
current  market  price;  then,  if  the 
market  does  start  to  move  up,  your 
buy-stop  order  will  be  filled  and  you 
will  have  your  long  position. 

Thestop-limit  order  is  basically  the 
same  as  the  stop  order.  However,  it 
can  only  be  executed  at  the  limit 
price  or  better.  The  advantage  of  the 
stop  limit  is  you  know  you  will  be 
getting  at  least  your  price.  The  dis- 
advantage is  the  market  could  start 
to  move  quickly  in  your  direction, 
but  you  are  unable  to  get  in  because 
your  order  can't  be  filled  at  the  limit 
price  or  better.  You  pays  your  mon- 
ey and  you  takes  your  choice. 

There  is  another  version  of  the 
stop  order  called  thestop-with-a-limit- 
order.  Suppose  you  wish  to  sell  the 
Swiss  franc  at  5304  on  a  stop,  but 
are  not  willing  to  be  roughed  up 
more  than  two  points  on  getting  in. 
You  could  enter  the  order  "sell  one 
Swiss  franc  5304  stop,  5302  limit." 
You  now  know  that  you  will  most 
likely  be  in  the  franc  and  will  not 


have  sold  it  for  any  less  than  5302. 

Most  technicians  attach  great  sig- 
nificance to  specific  prices,  and 
once  the  market  has  moved  to  that 
price  they  want  either  to  take  up  or 
exit  a  position.  The  market-if- 
touched  order  (MIT)  is  designed  to 
allow  them  to  do  just  that.  When 
the  market  hits  the  limit  price,  this 
order  becomes  a  market  order.  So 
even  if  only  a  single  contract  trades 
at  that  price  level,  an  MIT  order 
would  then  be  immediately  execut- 
ed at  the  best  possible  price,  but  not 
necessarily  the  limit  price. 

A  market-on-close  (MOC)  is  an  or- 
der that  can  be  filled  only  during  the 
last  30  seconds  of  trading  on  most 
exchanges.  An  MOC  must  be  filled 
within  the  closing  range  of  prices. 

Stop-close-only  orders  really  com- 
bine two  of  the  previously  described 
orders  into  one.  On  a  sell  stop-close- 
only,  if  the  commodity  trades  at  or 
below  the  price  specified  on  the  or- 
der during  the  closing  period,  the 
order  becomes  a  market  order  and 
must  be  filled.  Likewise  on  a  buy 
stop-close-only,  if  the  commodity 
trades  at  or  above  the  specified  price 
during  the  close,  the  order  must  be 
filled.  This  type  of  order  is  mostly 
used  by  traders  who  want  to  be  out 
of  the  market  if  prices  are  going  to 
close  beyond  a  specified  price. 

Likewise,  one-cancels-the-other  or- 
der (OCO)  is  two  orders  rolled  into 
one.  Suppose  you  are  holding  a  long 
position  in  cattle  at  62.00  cents. 
The  market  is  now  trading  at  64.50 
cents,  so  you  have  a  nice  profit.  The 
market  would  have  reached  your  ob- 
jective if  it  trades  at  65.30  cents,  but 
if  it  fell  to  63.80  you  would  still  be 
content  to  exit  the  trade  with  a  re- 
duced profit.  So  you  enter  the  order 
"sell  one  June  cattle  at  65.30"  and 
"sell  one  June  cattle  at  63.80  stop" 
OCO.  This  tells  the  floor  broker  as 
soon  as  one  side  of  this  order  is 
filled  to  cancel  the  other  side. 

Note:  Almost  all  commodity  or- 
ders are  written  as  day-orders .  That 
is,  the  order  expires  at  the  close  of 
business  on  the  day  it  is  written. 
One  can  give  orders  with  longer 
lifetimes,  but  it  is  not  a  good  idea 
to  do  so.  Nobody  wants  to  find  that 
he  is  short  5,000  bushels  of  soy- 
beans just  after  drought  has  hit  the 
Midwest.  Especially  if  he  thought 
shorting  beans  was  a  good  idea  in 
March,  and  the  drought  didn't  hit 
until  (uly.  ■ 
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Oxford  Analytica  Ltd  (U.K.)   128 

Owens-Coming   158 

Pan  Am   130 


Pandick  Press  6 

Pennsylvania  Electric   15 

Phibro   16 

Primark   9 

RCA   

Reading  &  Bates   16 

Reliance  Group   3! 

Reserve  Oil  &  Minerals   li 

R.|  Reynolds  Inds  3< 

Ricoh  |Iapan|   1 

Royal  Bank  of  Canada   3 

Safeway  Stores  & 

Savin   1 

Schlumberger  Ltd  (Francel   158, 

Sealy   

Sea-Land   

Sena   

Sharon  Steel  

Shcarson  American  Express   

Simmons  7 

Sony  (lapan)   15 

Spring  Air  7 

Standard  Oil  of  California   108,  15 

Standard  Oil  of  Ohio   IS 

Storer  Broadcasting   9 

Tenneco   91,  1Q 

Ten  Speed  Press   1 

Texas  Instruments  

3M   

Tidewater   It 

Transco   4 

Triton  Group   11 

Unimation   19 

Union  Oil   108,  13 

U.S.  Inds  | 

U.S.  Lines   

United  Technologies   1 

Wells  Fargo   1 

Western  Co  of  North  America   1 

Western  Nuclear   1 

Xerox  :  

VNU  (Neth.)   

Van  Vorst   

Vocational  Advisery  Service   l\ 

Vulcan  Materials   

Weis  Markets  


Do  you  know  anybody 
who  is  somebody  in  busines 
who  does  not  read 
Forbes  Magazine? 


Forbes: 


CapitalistTbol 


Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change.  .  .  ." 
Items  from  past  issues  of  Forbes 


►ixty  years  ago  in  Forbes 

Worn  the  issue  of  March  18,  1922) 

The  purchasing  power  of  one-third 
if  America's  population  has  been  in- 
reased  enormously  by  a  40%  rise  in 
/heat  and  corn  prices,  supplemented 
y  better  prices  for  food  animals.  The 
larket  value  of  stocks  and  bonds  has 
ncreased  several  billion  dollars  by  the 
oaring  of  security  quotations  to  the 
ighest  level  in  many  months.  Busi- 
ess  is  making  heavier  demands  upon 
he  banks  for  funds.  Railway  car  load- 
igs,  steel  production,  copper  prices, 
xeign  exchange  rates,  employment 
nd  many  other  things  are  moving  in 
be  right  direction.  And  spring  prover- 
ially  brings  a  revival  in  sentiment, 
vmat  do  all  these  developments  spell? 
etter  Business!" 

For  years  I  have  contended  that  it  is 
;'rong  to  allow  any  dishonest  Tom, 
kck  or  Harry  to  issue  any  kind  of 
ecurity'  and  palm  it  off  on  the  public 
ithout  running  foul  of  the  law.  As  I 
iave  expressed  it  before  now,  I  cannot 
;;e  so  very  much  difference  between 
le  crime  of  circulating  bogus  paper 
arrency  and  bogus  stock  or  bond  cer- 
jjficates.  The  law  deals  very  severely 
lith  culprits  who  issue  bogus  bank 
lis;  but  promoters  of  worthless  'se- 
prities'  usually  go  absolutely  free." 

— Editor  B.C.  Forbes 

ifty  years  ago 

larch  15.  1932) 

ilost  financial  leaders  whose  insti- 
jntions  have  suffered  in  the  general 
lirinkage  of  values  have  punctilious- 
|  kept  out  of  the  limelight.  One  has 
jiosen  a  very  different  course,  A. P. 
J.annini,  originally  of  Bank  of  Italy 
jalifornia)  and  later  of  Transameri- 
B  fame.  After  organizing  a  colossal 
ijiancial  structure,  including  the 
ij'gest  'investment  trust'  of  them  all, 
id  after  planning  to  bestride  the 
liole  continent  with  wholly  or  part- 
i  controlled  banks,  this  unique 
^sterner  of  Italian  immigrant  stock 
thdrew,  at  age  60,  and  handed 
lier  the  reins  to  Easterners  before 
i.jeckage  began  to  clutter  the  land. 
::|ents  having  transformed  his 
:  bam  into  a  nightmare  for  his  faith- 
|  followers,  he  boldly  reentered  the 
•J:na,  waged  a  valiant  fight,  regained 
iitrol  and  has  again  seized  the 
;!m.  The  whole  financial  world  is 


now  asking,  'Will  Giannini  achieve  a 
comeback?'  " 

What  a  comeback!  Amadeo  Peter 
Giannini  was  61  and  recuperating 
from  a  serious  illness.  But  heedless  of 
his  own  health  (when  reproved  for 
showing  up  at  the  produce  market  at  5 
a.m.,  he  protested  it  was  "only  a  little 
before  7"),  he  led  a  sparkling  turn- 
around that  not  only  rescued  Bank  of 
America,  as  it  finally  came  to  be 
named,  but  by  1945  made  it  the  larg- 
est U.S.  bank. 

A.P.,  an  independent  Democrat 
who  supported  Franklin  Roosevelt, 
was  the  prototype  retail  banker  who 
believed  in  serving  the  masses,  whose 
little  accounts  in  a  growing  economy 
would  often  grow  big.  His  setting  was 
perfect:  booming  California,  which 
largely  because  of  his  efforts  permit- 
ted almost  unlimited  branch  banking. 
(His  prescription  for  the  ills  of  U.S. 
banking  was  "branch  banking,  na- 
tionwide and  worldwide.")  He  died  in 
1949  at  age  79,  leaving  an  estate  of 
just  $489,000:  "I  don't  want  to  be 
rich,"  he  once  said.  "No  man  actually 
owns  a  fortune;  it  owns  him."  But  he 
also  left  Bank  of  America  in  the  spot 
it  still  enjoys,  that  of  the  number  one 
U.S.  bank. 

"On  Jan.  1  the  financial  world  fore- 
saw an  overwhelming  Democratic 
victory  in  November.  By  Mar.  1  the 
financial  world  had  modified  its  view 
for  two  main  reasons:  Governor 
Smith's  wholly  unexpected  announce- 
ment, 'Barkis  is  willin',-  second,  Presi- 
dent Hoover's  origination  and  vigor- 
ous pushing  of  reconstructive  mea- 


sures well  received  by  ,the  public. 
Democratic  harmony  is  now  regarded 
as  most  doubtful.  Should  the  return  of 
prosperity  definitely  set  in  during  the 
coming  months,  Mr.  Hoover,  it  is  rea- 
soned, will  unquestionably  be  accord- 
ed part  of  the  credit,  and  there  may 
develop  widespread  disinclination  to 
risk  disturbing  recovery  by  ousting 
the  present  Administration  and  in- 
stalling a  brand  new  one.  Not  one 
candidate  now  on  the  horizon  thrills 
the  financial  world.  Wall  Street  is 
watching  with  peculiar  interest  the 
rising  popularity  of  Speaker  Garner,  a 
Texan  possessing  homely,  pictur- 
esque qualities  appealing  to  many." 

Some  oversight!  lohn  Gamer  was 
an  astute  guess.  But  why  no  mention 
of  New  York's  ambitious,  aristocratic 
governor,  Franklin  Roosevelt' 

"A  survey  by  the  American  Electric 
Railway  Association  shows  that  Min- 
neapolis and  St.  Paul  boast  the  fastest 
streetcars  of  any  of  the  larger  cities  in 
the  U.S.  and  Canada,  with  an  average 
running  speed  of  13.5  miles  an  hour. 
Detroit  was  second  with  10.67  miles 
an  hour.  The  Twin  City  Rapid  Transit 
Company  is  advertising  the  fact  to 
local  citizens.  .  .  ." 


Twenty-five  years  ago 

(March  15,  1957) 

"In  Detroit  last  month  the  mood  was 
cautious  and  patient.  Autodom's  Big 
Three — General  Motors,  Ford  and 
Chrysler — were  struggling  with  their 
winter-stiffened  sales  gears  and 
dreaming  of  the  spring  thaw.  With 
production  running  just  2%  above  a 
year  ago  and  dealer  inventories 
mounting  much  faster  than  expected, 
the  motor  men  took  a  second  look  at 
their  December  predictions  of  a  6.5 
million  car  year,  and  trimmed  the  fig- 
ure somewhat.  But  before  any  of  them 
finally  make  up  their  minds  on  what 
1957  will  be  like,  they  will  wait  for  a 
characteristic  American  warm  weath- 
er phenomenon:  the  sight  of  Ameri- 
cans young  and  old  taking  to  the  open 
road  in  endless  streams.  The  big,  yet- 
unanswered  question:  How  many  of 
them  will  do  so  in  shiny  new  cars?" 

"The  marriage  boom  is  still  going  on, 
says  the  Metropolitan  Life  Insurance 
Co.  Weddings,  it  says,  were  up  3% 
last  year  to  1.6  million.  Among  cities 
with  a  million  or  more  in  population, 
only  Philadelphia  showed  a  bear  trend 
in  marriages." 


They  are  able  because 
they  think  they  are  able. 
Vergil 


The  world  turns  aside  to 
let  any  man  pass  who  knows 
whither  he  is  going. 
David  S.  Jordan 


He  can  inspire  a  group 
only  if  he  himself  is 
filled  with  confidence 
and  hope  of  success. 
Floyd  V.  Filson 


So  much  one  man  can  do 
that  does  both  act  and  know. 
Andrew  Marvell 


Every  man  has  a  right 
to  be  conceited  until 
he  is  successful. 
Benjamin  Franklin 


Only  madmen  and  fools  are 
pleased  with  themselves; 
no  wise  man  is  good  enough 
for  his  own  satisfaction. 
Benjamin  Whichcote 


The  average  man  plays 
to  the  gallery  of  his 
own  self-esteem. 
Elbert  Hubbard 


To  know  that  we  know  what 
we  know,  and  that  we  do  not 
know  what  we  do  not  know, 
that  is  true  knowledge. 
Confucius 


I  care  not  what  others 
think  of  what  I  do,  but 
I  care  very  much  about 
what  I  think  of  what  I 
do:  That  is  character! 
Theodore  Roosevelt 


Conceit  is  God's  gift 
to  little  men. 
Bruce  Barton 


Thoughts 

on  the  Business  of  Life 


"I  don't  feel  myself  that  I 
know  it  all,  but  I  have 
enough  conceit  to  he 
successful."  That  observation 
was  made  by  a  businessman 
in  his  30s  who  was  making 
notable  headway,  although 
his  path  bristled  with 
difficulties  Hi  tsiness 
places  no  premiums  o>i 
shrinking  violets.  Employers 
prefer  men  who  have  self- 
assurance,  forcefu/ness, 
go-aheadness,  men  who  know 
their  jobs  and  know  that 
they  know  it. 
B.C.  Forbes 


Skill  and  confidence  are 
an  unconquered  army. 
George  Herbert 


Real  difficulties  can  be 
overcome;  it  is  only  the 
imaginary  ones  that  are 
unconquerable. 
Theodore  N.  Vail 


Arrogance  in  persons  of 
merit  affronts  us  more 
than  arrogance  in  those 
without  merit.  Merit 
itself  is  an  affront. 
Friedrich  Nietzsche 


Calm  self-confidence  is 
as  far  from  conceit  as  the 
desire  to  earn  a  decent 
living  is  remote  from  greed. 
Channing  Pollock 


More  than  3.000  "Thoughts. "  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $12.95.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


Our  aspirations  are 
our  possibilities. 
Robert  Browning 


Anybody  can  be  nobody, 
but  it  takes  a  man  to 
be  somebody. 
Eugene  V.  Debs 


There  is  no  excellency 
without  difficulty. 
Ovid 


All  men  who  are  really 
great  can  afford  to  be 
really  human  and  to 
be  shown  so. 
Gamaliel  Bradford 


I  love  being  superior  to- 

myself  better  than  [to)  my  equals. 

Samuel  Taylor  Coleridge 


I  am  right  and  therefore 
shall  not  give  up  the  contest. 
Rutherford  B.  Hayes 


A  Text . . . 

Let  no  man  seek  his 
own,  but  even  man 
another's  wealth. 
I  Corinthians  10:24 


Sent  in  by  William  Greatbatch, 
Clarence,  N  Y.  What's  your 
favorite   text?   The   Forbes   Scrapbook  of 
Thoughts  on  the  Business  of  Life  is  presented 
to  senders  of  texts  used. 


It's  great  to  be  great,  but 
it's  greater  to  be  human. 
Will  Rogers 


We  judge  ourselves  by  what 
we  feel  capable  of  doing, 
while  others  judge  us  by 
what  we  have  already  done. 
Henry  Wadsworth  Longfellow 


Whose  souffles  are 
rising  to  the  top  of 
America's  corporate 
headquarters? 


These  days,  the  crowning  touch  on 
a  new  headquarters  building  is 
likely  to  be  another  fine  restaurant 
created  by  our  Davre's  division. 

In  Chicago,  the  Ninety-Fifth  crowns 
the  95th  floor  of  the  John  Hancock 
Center.  Francois  graces  the  Atlantic 
Richfield  Plaza  in  Los  Angeles.  And  our 
latest  will  top  off  the  new  Atlanta 
headquarters  of  Georgia-Pacific. 

Each  of  these  extraordinary  restau- 
rants has  its  own  identity.  Each  offers 
the  finest  quality  food,  superb  service, 
and  unmatched  ambiance.  And 
each  was  created  by  Davre's,  the 
luxury  restaurant  division  of  ARA. 


services 


But  that's  only  part  of  the  Davre's 
story. 

Davre's  has  the  ability  to  coordinate 
every  food  service  a  corporate  complex 
requires.  From  coffee  shops  to  execu 
tive  dining  rooms.  From  perfect  pates 
for  visiting  dignitaries  to  coffee  anc 
danish  for  the  office  staff.  And  in  every 
thing,  the  same  high  standards  prevail 
the  same  passion  for  perfection  shines 
through. 

If  you'd  like  to  know  more  abou 
Davre's,  just  write: 
ARA  Services,  Inc.,  Dept.  D! 
Independence  Square,  Phila 
delphia,PA  19101. 


DECAUSE  THE  WORLD 
WILL  NEVER  OUTGROW 
ITS  NEED  FOR  SERVICE. 

Health  Care  Services 

Textile  Rental  and 
Maintenance  Services 
Food  and  Refreshment  Services 
Transportation  Services 
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TltO  IN  SCOTLAND  IMPORTED  BY  iHt  BUCKINGHAM  CORPORATION. 


HERE'S  TO  GUT  FEELINGS  AND 
THOSE  WHOSTILL  FOLLOW  THE? 


Ted  Turner  does  lots  of 
things  people  advise  him  not  j 
to  do.  And  he  succeeds  at  therl 
He  turned  Atlanta's  WTBS-Tll 
into  a  "Superstation"  using  a 
communications  satellite 
and  recently  founded  Cable 
News  Network,  the  world's 
first  24-hour  TV  news  networ 
He  bought  the  Atlanta  Braves 
and  moved  them  out  of  last  pi 
won  the  1977  America's  Cup 
after  being  fired  in  the  '74  race 
and  was  named  "Yachtsman 
of  the  Year"  four  times. 

Ted  Turner  puts  his  feelings 
where  his  mouth  is.  He  also 
puts  a  great  scotch  there: 
Cutty  Sark.  And  while  he's 
been  called  Captain  Outrageoi 
by  some,  one  thing's  sure: 
Ted  Turner's  enjoying  himsell 


Ted  "Captain  Outrageous  "Turner 


■■■■■■■■■■■■■■■■■■■■■■■■I 

E.F.  Hutton  on  understanding  tax  shelter  investments 


Why  is  E.  E  Hutton  the 
first  firm  to  place  over 

$2  billion  in  Tax  Shelters? 

One  reason:  Only  1  out  of  100  we  consider 
ever  passes  our  scrutiny. 


p.F.  Hutton  has  invested  over  two 
;  illion  dollars  in  tax  shelters  on 
lehalf  of  our  clients — an  achieve- 
ment unmatched  by  any  other 
westment  firm? 

Profit  potential  first. 
Tax  advantages  second. 

Is  one  of  the  first  securities  firms 
pvolved  in  this  complex  invest- 
ment area,  we  have  attained  the 
rust  and  confidence  of  investors, 
[his  is  because,  at  Hutton,  we 
Relieve  that  any  tax  shelter  we 
|ffer  should,  above  all,  be  a  top 
uality,  economically  sound  invest- 
lent.  An  investment  that  offers 
ubstantial  profit  potential  first, 
ax  advantages  second.  This  is 
/hy  less  than  1%  of  all  the  tax 
helters  we  consider  ever  pass 
ur  rigorous  evaluation  standards. 

And  today,  with  the  new  tax 
ivv  making  the  economic  return 
n  these  investments  over  time 
greater  than  ever,  our  investment- 
i-riented  approach  is  even  more 
ritical. 

Hutton  scrutiny 
from  beginning  to  end. 

mother  reason  why  Hutton  has 
|»ecome  the  leader  in  the  tax  shel- 
bred/direct  investment  field  is 
bat  we  monitor  each  tax  shelter 
ve  recommend  to  compare  the 


actual  performance  to  the  pro- 
gram's stated  goals  and  objec- 
tives. At  regular  intervals  our 
Tax  Shelter  Department  publishes 
progress  reports  for  all  the  Hutton 
Account  Executives  on  each  of  our 
programs.  This  ongoing  evaluation 
process  is  unique  within  the  bro- 
kerage industry. 

In  fact,  in  1981  Hutton  spent 
over  $3  million  for  the  review  of 
potential  and  active  tax  shelter 
programs. 

E.F.  Hutton's  commitment  to 
this  specialized  investment  vehicle 
extends  to  our  Account  Execu- 
tives. It  is  an  integral  part  of  their 
business.  So  they  can  knowledge- 
ably  recommend  programs  in  real 
estate,  oil  and  gas,  equipment 
leasing,  timber,  cable  TV,  research 
and  development,  and  other 
growth  areas  of  our  economy. 

This  breadth  of  experience 
gives  E.F.  Hutton  Account  Execu- 
tives the  expertise  to  plan  an 
ongoing  program  to  meet  your 
individual  needs. 

Learn  more. 

To  learn  how  Hutton's  scrutiny 
and  expertise  can  help  you  keep 
more  of  what  you  earn,  while 
affording  you  the  opportunity  for 
increased  earnings  and  profits, 


please  send  in  the  coupon  or  call 
toll-free,  24  hours,  7  days  a  week, 
800-453-9000 

(In  Utah,  800-662-2500) 

Talk  to  E.E  Hutton. 
Face  to  face. 


MFBS03292ME59 


□  Please  send  me  your  frt 
booklet  entitled,  "Under- 
standing Tax  Shelters." 

□  Please  arrange  for  a 
face  -  to-face  meeting 
with  an  E.F.  Hutton 
Ac  count  Executive. 


Name 


Address 


City 


Zip 


Business  Phone 


Home  Phone 


My  E.E  Hutton  Account  Number  is 

□  I  do  not  have  an  E.  F.  Hutton  Account. 

OPHutton 

E.F  Hutton  &  Company  Inc. 
E.F.  Hutton  Information  Center 
P.O.  Box  10318 
Des  Moines,  Iowa  50306 


.  When  E.  F.  Hutton  talks,  people  listen. . 

I  MgtarHPcJ 

*Source:  Robert  A.  Stanger  &  Co.,  Publisher 
of  the  Stanger  Report:  A  Guide  to  Tax  Shelter 
Investing,  P.O.  Box  8,  Fairhaven,  NJ 


Mazda  GLC 
Proof  that  an  extraordinary 
economy  car  is  not  built  by  ar 
ordinary  car  company 


The  more  you  look  at  our 
front-wheel-drive  GLC, 
the  more  you  become 
aware  of  one  vital  fact. 

It's  an  exceptional 
value. 

We  also  believe  it's 
an  exceptional  piece  of 
engineering.  When  our 
engineers  first  designed 
the  GLC,  they  were  free 
to  analyze  existing  front- 
wheel-drive  technology. 
They  were  free  to  im- 
prove it  in  virtually  every 
area.  And  they  did  . 

The  result  is  a  car  with 
handling,  responsive- 
ness and  ease  of  steering 
that  comes  as  a  pleasant 
surprise  to  those  accus- 
tomed to  driving  ordin- 
ary front- wheel-drive 
automobiles. 


44 


EST. 
hwv. 
mPg 


34 


EST. 
mpg 


Yet  never 
does  the  GLC 
ignore  the 
importance  of 
fuel  economy. 
How  Mazda  engineers 
handled  handling. 

When  the  wheels  of 
a  car  are  subjected  to 
a  rearward  force— when 
you  go  over  a  bump,  for 
example — they  tend  to 
toe-out.  Such  a  change 


ADVANCE1 
FRONT  WHEEL 
DRIVE 


interferes  with  the  car's 
stability. 

Mazda  engineers 
developed  a  rear  sus- 
pension for  the  GLC 
that  includes  a  patented 
Twin  Link  design  whose 
geometry  counteracts 
this  effect.  Instead  of  toe 
ing  out,  the  rear  wheels 
of  the  GLC  remain  in 
neutral  position  to  help 
hold  the  car  on  track. 
An  economy  car 
that's  fun  to  drive. 

The  Mazda 
GLC  is  far 
from  dull.  It's 
powered  by  a 
transverse- 
mounted, 
overhead  cam, 
4-cylinder, 
1.5  litre  engine 


with  hemispherical 
combustion  chambe 
and  high  swirl  intake 
porting  for  efficient 
combustion. 
Excellent  resale  val 
The  1979  GLC  3-1 
Hatchback  has  retain 
an  impressive  100.5°/< 
of  its  original  sugges 
retail  price,  according 
to  the  Kelley  Blue  Bo 
Jan. -Feb.  1982.  And* 
have  every  reason  to 
believe  that  today's  G 


1979  MODEL 


Mazda  GLC 
Hatchback 


VW  Rabbit 
Hatchback 


Toyota  Corolla 
2  Dr.  Sedan 


Honda  Civic 
1500  Hatchback 


RETAINED  VALU 


80%    90%  100co 


1C 


naintain  excellent 
e  value, 
tig  list  of 
iard  features. 

Itandard  features  on 
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iy  now,  you  should 
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iLC  is  an  extraordi- 
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qually  extraordinary? 
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ighout  the  company 
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perations  or  the 
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employees  contributed 
over  PA  million  sug- 
gestions and  over  50% 
were  adopted! 

Mazda  Quality 
Circles  provide  another 
valuable  forum  for 
employee  participation. 
Currently  there  are  2147 
Circles  with  over  16,000 
employees  engaged 
in  a  number  of  problem- 
solving  activities — 
including  ways  to 
increase  quality. 

MQ  Circles  usually 
consist  of  seven  to  eight 
volunteer  members.  They 
meet  on  their  own  time 
several  times  monthly 
to  discuss  and  solve 
the  issues  they  are  con- 
cerned with. 

These  Circle  activities 
have  made  tremendous 
contributions  to  in- 
creased productivity  and 
quality.  But  more  impor- 
tantly, they  have  pro- 
vided employees  with  an 
opportunity  to  participate 
and  gain  a  sense  of 
accomplishment . 
Our  quest  for  quality. 

We  want  to  continue 
to  offer  the  finest  possi- 
ble quality  automobiles 
at  the  least  possible  cost. 
So  improved  quality  is  a 
continuing  goal  of  ours. 
And  programs  like  these 
have  led  to  many  signif- 
icant contributions  in 
this  area. 

Our  intense  commit- 
ment to  quality  is  paying 
impressive  dividends 
both  corporately  and  for 
the  over  one  million 
people  who  buy  our 
products  each  year  in  our 
110  markets  worldwide. 
And  has  helped  make  the 
GLC  the  most  successful 
new  product  in  Mazda's 
50  year  history  of  pro- 
ducing automobiles. 

The  more  you  look  at 
all  the  quality  that  goes 
into  every  Mazda,  the 
more  you  like  the  quality 
of  the  company  behind 


SOME  ADDITIONAL  INTERESTING  FACTS  ABOUT  MAZDA: 

Mazda  productivity 
has  risen  97.8%  in 
just  5  years. 


VEHICLES  PRODUCED  PER  EMPLOYEE 
50i  


1976    1977    1978   1979    1980  198 


WORLD'S  TOP  AUTOMAKERS 

"T/ttol  I  Inito  1 
lUldi  Ul  lllo  1 

Rank 

Company 

1980 

1 

General  Motors 

4,772,102 

2 

Toyota   . 

3,220,000 

3 

Nissan  

2,590,000 

4 

Ford 

1,888,455 

5 

Renault 

1,713,185 

6 

Peugeot  group 

1,647,221 

7 

VW  group  . 

_  1,631, 807 

8 

Fiat  group 

1,522,000 

9 

Mazda  

1,043,000 

10 

Mitsubishi 

1,015,000 

Mazda  is  now  the 
ninth  largest 
automaker  in  the 
world.i  We're  also 
the  third  largest 
automaker  in  Japan. 


X245,696  units  were 
sold  worldwide  in 
FY  1981. 


The  depth  of  Mazda 
employee  involvement 
is  shown  by  the 
number  of  suggestions 
made  and  adopted. 


Net  after-tax  income 
was  $85.0  million. 


1  Source:  Automotive  News  Market  Data  Book-April,  1981-for  1980  calendar  year. 


[FOR  A  FREE  COPY  OF  THE  1981  MAZDA 
1  ANNUAL  REPORT  AND  A  GLC  CATALOG, 
1  SIMPLY  FILL  OUT  THIS  COUPON  AND 
SEND  IT  TO: 

Hoovcn  Business  Mail 
P.O.  Box  15014 
Los  Angeles,  CA  90015 
Attn:  Mazda  GLC  Offer 

J  NAME 

1  cm  staii 

zip  fo 

*1982  EPA  estimates  for  comparison 
purposes  for  GLC  Custom  3-door 
with  4-speed  transmission.  Your 
mileage  may  vary  with  trip  length, 
speed  and  weather.  Actual  highway 
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Side  1  .ines 


The  first  casualty:  truth 

I  wonder  how  many  young  and  not  so  young  reporters  and  editors 
have  read  and  learned  from  George  Orwell's  stunning  Homage  to\ 
Catalonia.  In  a  lifetime  steeped  in  journalism  I've  rarely  seen  so  much 
bad  reporting  in  most  of  the  American  media  as  in  the  coverage  of  the 
struggle  in  El  Salvador.  Generally  speaking,  the  rebel-invaders  arej 
portrayed  as  sincere  idealists  while  the  government  side  is  a  killer  of 
nuns  and  a  violator  of  human  rights.  ("Violation  of  human  rights"  is 
newspeak  for  what  used  to  be  called  "atrocities.")  Now  anyone  who 
has  been  in  a  war  or  covered  one — especially  a  civil  war — knows 
atrocities  are  committed  liberally  by  both  parties;  nevertheless,  the 
media  seem  obsessed  with  this  side  issue.  But  what  are  the  real  stakes 
in  El  Salvador,  and  where  does  the  U.S.'  interest  lie?  In  the  lead  article 
in  this  issue,  Allan  Dodds  Frank  of  our  Washington  Bureau  cuts 
through  the  rhetoric  and  tries  to  get  at  the  facts.  He  concludes  that  if 
the  Marxist-Leninist  side  wins,  the  U.S.  had  better  start  preparing 
reception  camps  for  the  hundreds  of  thousands  of  Salvadoran  boat 
people  whose  desperate  flight  will  show  us — too  late— who  are  the  real 
violators  of  human  rights.  The  story  begins  on  page  31. 

A  peculiarly  American  institution 

With  this  issue  we  welcome  back,  as  a  regular  once-a-month  colum- 
nist, Thomas  P.  Murphy,  who  writes  on  the  esoteric  but  fascinating 
field  of  venture  capital.  Tom  Murphy,  54,  runs  a  smallish  venture 
capital  firm,  Partnership  Dankist  in  Stamford,  Conn.,  and  brings  a 
lively  background  to  the  column.  A  graduate  of  the  University  of  Iowa 
and  Harvard  Business  School,  he  worked  as  a  writer  first  on  the  now- 
defunct  Tide  magazine  and  later  on  Fortune.  Abandoning  journalism, 
he  spent  a  decade  at  LBM,  departing  in  1970  to  become  special 
assistant  to  the  late  Arthur  K.  Watson,  who  was  then  ambassador  to 
France,  and  ultimately  to  supervise  the  U.S.  antiheroin  program  in 
Europe.  Businessman,  diplomat,  writer,  Murphy  regards  venture  cap- 
ital as  a  peculiarly  American  institution.  "It  doesn't  exist  in  Europe  or 
in  Japan,"  he  says.  He  calls  it  a  "bright  spot  in  the  U.S.  economic 
scene,"  adding,  "At  a  time  when  many  old-line  companies  are  closing 
their  doors  or  trimming  back,  venture  capital  is  creating  new  jobs  by 
giving  a  start  to  the  many  fine  ideas  that  would  otherwise  simply  lie 
fallow."  See  page  158. 

Trillions,  not  billions 

Here's  a  figure  to  give  you  pause:  America's 
mountain  of  public,  corporate  and  individual 
debt  recently  topped  $5  trillion,  or  $22,000  for 
each  man,  woman  and  child  in  the  country. 
Bill  Baldwin  dug  up  that  alarming  figure  in 
researching  his  cover  story  for  this  issue,  "Do 
you  sincerely.  .  .  ?'  William  Baldwin,  31,  is  chief  of  our  Southwestern 
Bureau,  based  in  Houston;  he  came  to  Forbes  from  the  Wilmington, 
Del.  News  Journal  after  graduating  from  Harvard  College,  where  he 
studied  linguistics.  Considering  the  amount  of  jargon  economists  are 
substituting  for  analysis  these  days,  linguistics  is  probably  the  better 
discipline  for  understanding  the  economy  anyhow.  Baldwin  did  take 
an  economics  course  at  Harvard,  taught  by  no  less  than  John  Kenneth 
Galbraith,  but  he  clearly  wasn't  impressed  by  the  great  liberal.  You'll 
see  that  when  you  read  Baldwin's  story.  See  page  99. 


Editor 


WHO  SPENT 
WHAT  WHERE? 


Keeping  track  of  travel  and  entertainment 
spending  is  a  nightmare  for  your  accounting  depart- 
ment. There  are  credit  card  charges.  Hotel  bills.  And 
1,001  kinds  of  receipts. 

But  it's  not  just  confusing.  Its  also  expensive. 
Writing  a  reimbursement  check  can  cost  up  to  $35, 
whether  the  check  is  for  $1  or  $200. 

What  you  need  is  the  American  Express 
Corporate  Card  System!  It  simplifies  expense  report- 
ing. It  cuts  administrative  costs,  while  fitting  in  with 
the  way  you're  already  organized.  And  it  tells  you  all 
you  need  to  know  about  who  spent  what  and  where. 

It's  already  working  for  more  than  300,000 
companies.  If  you'd  like  to  know  more,  just  send  in 
the  coupon,  or  call  toll-free  1-800-528-AMEX. 

We  can  help  you  cut  a  lot  of  paperwork. 

Not  to  mention  guesswork. 


f~Will  iam  R.  Sullivan,  VP.  Commercial  | 
Marketing,  American  Express  Company 
P.O.  Box  13821,  Phoenix,  Arizona  85002 
Or  call  toll-free  1-800-528  AMEX. 
(In  Arizona,  602-954-2088.) 

I'd  like  to  find  out  how  the  Corporate 
Card  System  can  benefit  my  company. 


Company 


Ciry 


State 


THE  AMERICAN  EXPRESS 
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Rupert  at  the  ready 

With  New  York's  News,  the  country's 
biggest  general  newspaper,  up  for 
grabs  (or  collapse),  what  are  its  rivals 
planning  to  fill  the  potential  gap'  The 
New  York  Times  says  that  it  "will  not 
engage  in  the  business  of  talking  the 
News  to  death."  Rupert  Murdoch,  the 
freewheeling  Australian  who  owns 
the  afternoon  Post ,  scents  blood — and 
money.  (The  Times  may  gain  circula- 
tion but  probably  not  much  more 
advertising.)  If  the  News  folds,  Mur- 
doch says,  the  Post  could  make  its 
first  measurable  profit  since  he 
bought  it  in  1976.  (He  admits  to  1981 
losses  of  $12  million  and,  if  the  News 
hangs  on,  expects  $6  million  this 
year.)  One  Murdoch  plan  is  a  Sunday 
edition.  "A  large  logistical  oper- 
ation," he  says,  "but  we  could  have  a 
Sunday  paper  out  within  two  weeks." 
Without  the  News,  he  expects  the 
Post's  weekday  sales  to  jump  from 
900,000  to  a  near-capacity  1.4  mil- 
lion. Has  Murdoch  thought  of  buying 
the  News  since  its  owner,  the  The 
Tribune  Co.,  put  it  on  the  block? 
(Potential  buyers  have  not  got  beyond 
the  rumor  stage.)  "We've  been  tempt- 
ed," he  says,  "but  it  is  too  risky." 
One  main  worry  now  is  that  News- 
day,  the  Times  Mirror  Co.'s  daily 
that  blankets  suburban  Long  Island, 
will  keep  eating  into  Neirs  circula- 
tion. But  he  has  more  than  New  York 
on  his  mind  and  is  waiting  to  see 
how  Gannett  Co.  fares  with  its 
planned  national  paper,  ISA  Today. 


Publisher  Rupert  Murdoch 


Picking  up  the  pieces  for  profit. 


"If  it  is  successful,"  says  Murdoch, 
who  now  publishes  a  national  weekly 
of  his  own,  the  Star,  "we  may  do 
something  similar." 


A  new  voice  for  lawyers 

"In-house"  corporate  lawyers  want 
their  own  voice  in  the  legal  profes- 
sion. A  group  of  them,  including  attor- 
neys for  Aetna  Life,  Arthur  Young  & 
Co.,  IBM,  Sears,  Sun  Co.  and  Xerox, 
have  been  huddling  to  discuss  creat- 
ing an  American  Corporate  Counsel 
Association.  Last  winter  a  canvass  of 
60  corporations  garnered  35  accep- 
tances and,  according  to  Carl  Liggio  of 
Arthur  Young,  one  of  the  organizers, 
later  inquiries  showed  a  95%  "I'm 
interested"  response.  Big  corpora- 
tions have  been  building  up  their  in- 
ternal legal  manpower,  partly  for 
economy's  sake  as  high-powered  out- 
side law  firms  have  escalated  salaries 
at  a  breathtaking  pace,  but  in-house 
lawyers  still  represent  only  10%  of  the 
total.  Liggio  says  the  new  organiza- 
tion's main  purpose  will  be  not  so 
much  to  supplant  the  work  of  the 
American  Bar  Association  and  other 
legal  societies  as  to  supplement  it. 
Corporate  lawyers,  he  says,  have 
tended  to  be  inactive  in  these  groups, 
and  he  hopes  the  new  association  will 
prod  them  into  a  bigger  role.  The  idea 
of  an  association  for  corporate  law- 
yers, he  stresses,  doesn't  spring  from  a 
"we-they  dichotomy"  but,  he  adds 
delicately,  the  ABA  must,  by  its  na- 
ture, present  and  promote  the  views 
of  many  conflicting  legal  groups. 


In  God  we  trust 

A  fashionable  Houston  church  is  trying 
something  new  on  its  congregation — 
contributions  by  credit  card.  Parish- 
ioners of  Christ  the  King  Lutheran 
Church,  near  the  Rice  University  cam- 
pus, can  now  drop  a  special  form  into 
the  collection  basket  instead  of  cash  or 
checks.  ("I  like  giving  the  people  the 
third  option,"  says  the  Reverend  Ed- 
win Peterman,  pastor.)  The  plastic- 
backed  gifts  are  processed  through  Tex- 
as Commerce  Medical  Bank,  which 
handles  them  for  3%  rather  than  its 
usual  5%,  not  because  the  money  is 
charity,  the  bank  insists,  but  because 
Texas  Commerce  also  has  all  the 
church's  parish  accounts  and  building 
loans.  "It's  a  professional  discount," 
says  Executive  Vice  President  Chris 
Hershberger.  So  far  the  new  system, 
which  uses  MasterCard  and  Visa  and  is 
awaiting  American  Express  clearance, 


hasn't  displaced  conventional  contri- 
butions^— an  average  of  6  of  the 
church's  450  members  use  it.  Nor  are 
card  users  giving  more.  "They  just  tend 
to  give,  period,"  says  the  Reverend 
Peterman.  The  National  Council  ol 
Churches'  division  of  stewardship  has 
heard  of  no  other  churches  using  cards, 
but,  a  division  spokeswoman  com- 
mented: "This  may  be  an  idea  whose 
time  has  come." 


Macy's  computers 

The  personal-computer  store  has 
picked  up  a  powerful  new  supporter— 
Macy's,  the  self-styled  "world's  larg- 
est department  store."  Retail  comput- 
er outlets  have  been  multiplying  with 
printout  speed,  of  course,  and  some 
big  retailers  like  Dayton's  have  begun 
leasing  space  to  outside  operators,  but 
Macy's  is  starting  a  completely  in- 
house  operation,  a  1,300-square-foot 
Computer  Solutions  department  in  its 
San  Francisco  store.  (It  picked  San 
Francisco  for  openers  because  it  is 
hard  by  California's  Silicon  Valley  and 
the  area  is  computer- happy.)  The  new 
department  will  sell  Apple,  Osborne 
and  Xerox  personal  computers,  plus 
software,  with  a  staff  trained  by  the 
manufacturers.  The  store  will  also  of- 
fer free  classes,  seminars,  servicing 
and  financing,  leasing  arrangements 
and  other  tried-and-true  come-ons.  Ii 
San  Francisco  works  out,  presumably 
Macy's  will  extend  the  personal  com- 
puter idea  to  its  other  outlets. 


The  world  of  cars 

With  the  automobile  news  out  of  De- 
troit last  year  (and  so  far  this  year] 
nothing  but  bad,  how  is  the  rest  of  the 
world  faring?  Japan's  exports  to  the 
U.S.  in  1981  were  1,761,403  cars,  a 
drop  of  3.2%  from  the  year  before; 
trucks  totaled  543,41 1,  a  drop  of  7.7% 
(probably  the  effect  of  higher  tariffs). 
All  told,  Japan  shipped  2.3  million  ve- 
hicles here,  down  4.3%  from  1980. 
American  car  output  for  1981  was  off 
2.2%,  to  6,275,721.  Truck  production 
increased  4.8%,  to  1,670,488,  for  an 
overall  vehicle  count  of  7,946,209, 
down  1%  for  the  year.  (Detroit's  prob- 
lem wasn't  making  but  selling,  and 
the  sales  drops  were  far  more  serious.) 

Looking  into  another  market,  Auto- 
motive Neus  found  the  Soviet  Union 
the  world's  leading  bus  manufacturer, 
third  in  the  world  (and  first  in  Europe) 
for  trucks  and  sixth  globally  in  passen- 
ger cars.  In  1980  (the  latest  year  avail- 
able),   the    U.S.S.R.    cranked  out 
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,327,000  cars,  85,000  buses  and 
87,000  trucks  and  special-purpose 
ehicles  (refrigerated  vans,  dump 
■ucks  and  the  like).  The  Russians  also 
sported  an  impressive  328,000  of  the 
ars  it  produced  under  labels  like  ZIL, 
:haika,  Volga,  UAZ,  Moskvich,  Zhi- 
uli,  IZh,  Zaporozhets  and  LUAZ. 
heir  export  customers?  Bulgaria 
inked  first  with  53,000,  followed  by 
[ungary  (50,000),  Czechoslovakia 
15,000),  East  Germany  (34,000)  and 
ugoslavia  with  24,000.  Castro's 
:uba  bought  6,800. 


Reach  out  and  touch  . . . 

la  Bell,  or  at  least  the  operating  tele- 
htone  companies  that  are  AT&T's 
imily,  may  find  themselves  in  some 
nmotherly  company.  Six  of  the  Bell 
Dmpanies — Pacific  Telephone,  New 
ork  Telephone,  Michigan  Bell,  Ohio 
ell,  Southern  Bell  and  Southwestern 
ell — are  testing  discount  coupons  in 
leir  Yellow  Pages.  The  coupons  on 
le  "gold  pages"  can  be  ripped  out  and 
ideemed  for  cash  or  percentage  dis- 
Dunts  or  free  services  from  the  adver- 
sers. The  initial  advertisers  include 
le  usual  restaurants,  stationers,  lim- 
usine  services  and  the  like,  but  promi- 
ent  among  those  in  Pacific  Tele- 
bone's  first  run  was  a  coupon  from  a 
rm  called  Pleasure  Co.  offering  $5  off 
3n  all  outcall  massages,  only  minutes 
om  the  airport. "  Pleasure  Co.  can  also 
z  reached  on  a  24-hour  basis. 


When  I  grow  up . . . 

'ollar  signs,  not  stars,  dance  in  the 
/es  of  this  year's  college  freshmen, 
:cording  to  the  latest  survey  con- 
ucted  by  the  American  Council  on 
ducation  and  UCLA.  Nearly  two- 
lirds  of  the  new  arrivals  on  campus 
ite  "being  financially  well  off"  as  a 
ery  important  goal.  In  the  late  1960s 
le  percentage  saying  that  was  only 
3.5%.  A  majority  of  the  new  class 
so  labels  itself  conservative,  where 
:n  years  ago  liberals  held  a  2-to-l 
ige.  Interest  in  business  careers  has 
[so  almost  doubled  since  1968,  while 
:aching  has  hit  an  alltime  low  as  a 
:udent  goal.  The  survey,  sixteenth  in 
le  series,  was  taken  last  fall,  and  its 
;sults  are  based  on  questionnaires 
^mpleted  by  285,000  freshmen, 
bout  192,000  of  the  questionnaires 
rere  used  to  figure  national  norms, 
'hich  were  then  run  through  the  sta- 
stical  mill  to  represent  the  country's 
.7  million  full-time  freshmen. 


Wh  at  fire  you  going  to  do 
when  you  can't  charge  anymore 
for  your  products  ? 


If  you  pass  on  too  many  cost  in- 
creases, it  won't  take  too  long  be- 
fore your  customers  will  pass  up 
what  you're  trying  to  sell. 

If  you  don't  pass  on  cost  in- 
creases, you  start  losing  money. 

It's  a  tough  problem.  But  fortu- 
nately, there's  a  good  way  to  solve 
it.  With  a  Bodine  assembly  ma- 
chine. 

A  Bodine  machine  is  designed  to 
increase  your  productivity  by  au- 
tomating the  one  place  where  you 
can  probably  save  the  most-your 
small  parts  assembly  operation. 
The  fact  is,  a  Bodine  machine  just 
may  be  able  to  cut  the  cost  of  small 


parts  assembly  by  95%  or  more. 

At  the  same  time,  it  can  cut  war- 
ranty and  liability  costs.  Because  a 
Bodine  machine  can  provide  100% 
inspection  and  verification  of  all 
parts. 

The  result  is  a  higher  quality 
product  at  lower  cost.  If  that 
sounds  like  the  kind  of  thing  you'd 
like  to  hear,  call  Frank  Riley,  our 
Vice  President.  He'll  tell  you  even 
more.  The  Bodine  Corporation,  317 
Mountain  Grove  St., 
Bridgeport, 
CT  06605. 
(203)  334-3107. 


BodinB 


WKK   MAfifH  ?Q  luul 
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fOU  DON'T  STAY  THE  LEADER 
|    OF  A  BUSINESS  JUST  BY 
INVENTING  THE  BUSINESS. 


The  9500 


DuMont  invented  the  first  commercial  television  set.  Duryea  introduced  the  first 
^omobile.  And  Hurley,  the  first  washing  machine. 

Obviously,  inventing  a  business  is  no  guarantee  that  a  company  will  stay  in  business. 

Like  these  companies,  Xerox  also  invented  a  business. 
Unlike  them,  we're  not  only  still  in  business,  we're  still 
leading  our  business. 

There's  a  simple  reason:  we  never  stopped  inventing. 
Just  as  our  original  914  was  the  most  advanced  copier  in  1959, 
9500  is  the  most  advanced  today. 

The  9500  performs  more  different  tasks  than  any  duplicator  ever  made.  It  reduces, 
rts.  It  collates.  It  even  makes  the  best-looking  copies  in  the  business. 

And  it  does  all  this  nearly  twice  as  fast  as  the  next  fastest  machine  on  the  market, 
o  copies  per  second. 

We  also  invented  the  8200.  It  does  just  about  any  job  you  could  ever  ask  of  a 
pier.  All  at  the  touch  of  a  few  buttons.  And  it  gives  you  blacker 
icks,  whiter  whites  and  truer  grays  than  any  copier  that's  gone 
fore. 

Then  there's  the  5600.  It's  the  first  and  only  copier  that 
tomatically  makes  two-sided  copies  from  two-sidecf  originals, 
has  microcomputer  diagnostics  like  the  8200  and  9500.  It  has  a  special  document 

handler  to  deliver  completely  collated  sets.  And  it  has  a  very  loyal 
following. 

A  recent  independent  survey  asked  people  if  they  would 
replace  their  5600  with  any  other  brand  of  copier. 
Not  one  would. 

The  56oo  You  see,  you  become  the  DuMont  of  a  business  by  inventing  the 

isiness.  You  become  the  Xerox  of  a  business  by  going  on  and  reinventing  it. 
Year  after  year  after  year. 

For  more  information,  call  800-828-6210?  operator  100,  or  your  local  Xerox 
es  office. 

XEROX 


The  8200 


e\v  York  State,  call  800-462-6432. 


XEROX®.  9500,  8200 and  5600  arc  trademarkrof  XEROX  CORPORATION. 


WESTERN 


FOR  SALE 


If  you  are  looking  for  a  secure  business 
beachhead  from  which  to  reach  and  sell  to 
all  of  Western  Europe,  here  is  your 
opportunity.  Devon  &  Cornwall,  in 
England's  unspoiled  Southwest,  offer  the 
ideal  expansion  area  for  industrial/ 
manufacturing  development. 

•  County-seaside  environment 

•  Government  Assistance/Grants 

•  Good  )oint  venture  possibilities 

•  Common  language 

•  Easy  labour  recruitment 

•  Loyal  workforce 

For  a  free  booklet  with  detailed  intormation  write  or  call: 
Devon  &  Cornwall  Development  Bureau 

Dept.  FM  82 
Peter  Davey,  County  Hall,  I  ruro,  Cornwall  TRI  IBB. 

England.  Tel :  Truro  71324  Telex:  45441 
Andrew  Smv,  County  Hall  Exeter,  Devon  EX2  4QQ, 

England.  Tel :  Exeter  77977  Telex:  42781 

Invest  in  a  peace 
of  Devon  &  Cornwall 


CHANGE  OF  ADDRESS 

It  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $33  □  3  years  $66 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  1  year  $44,  3  years  $92.  Or- 
ders for  other  countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 
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Follow-Through 


Reduce  and  multiply 

"No  more  excuses,"  Forbes  cau- 
tioned a  year  ago  (Apr.  13,  19X1) 
after  General  Host  announced  plans 
to  divest  itself  of  Cudahy  Foods,  the 
last  in  a  'long  line  of  poorly  planned 
acquisitions  that  had  failed  to  pan 
out.  Today,  pared  down  from  a 
hodgepodge  of  nearly  20  businesses 
to  a  more  manageable  7,  GH  has 
finally  started  producing  results  in- 
stead of  apologies. 

"With  the  divestiture  of  Cudahy  ac- 
complished a  year  ahead  of  schedule, 
our  problems  are  over,"  boasts  Chair- 
man Harris  Ashton.  Overall  sales 
climbed  17%  last  year,  spearheaded 
by  Van  de  Kamp's  Frozen  Foods  (up 
124%),  a  line  of  convenience  stores 
(Little  General)  and  Hickory  Farms,  a 
recent  acquisition  whose  Christmas 
rush  was  largely  responsible  for  GH's 
strong  fourth-quarter  results.  The  only 
mediocre  performer  in  the  group  was 
a  canned  ham  business  salvaged  from 
Cudahy,  which  Ashton  expects  will 
benefit  from  curtailed  imports  of  Po- 
lish hams.  Still,  earnings  per  share 
were  up  23%  from  1980,  $2.46  com- 
pared with  $2,  and  Ashton  expects 
them  to  continue  to  rise  20%  a  year 
through  1984. 

That's  quite  a  turnaround  for  a  com- 
pany that  posted  positive  net  earnings 
in  only  four  of  the  last  seven  years. 
The  troubles  began  with  an  abortive 
David  and  Goliath  attempt  to  take 
over  Armour  in  1969,  which  left  GH 
weighed  down  with  a  massive  6-to-l 
debt/equity  ratio.  Later  attempts  to 
diversify  added  a  string  of  losers,  run- 
ning the  gamut  from  meat-  and  leath- 


er-processing to  mink  ranching.  But 
some  of  Ashton's  acquisitions,  among 
them  the  Hot  Sam  pretzel  chain  and! 
Cudahy's  salt  production  and  animal] 
feed  businesses,  paid  off  nicely  and 
pointed  the  way  for  a  honed-down, 
specialized  operation. 

Now,  with  Cudahy  out  of  the  pic- 
ture, Ashton's  priority  is  to  improve 
General  Host's  earnings  pattern  to 
show  profits  in  the  first  three  quarters 
as  well  as  the  fourth  (when  it  feasts  on 
Thanksgiving  and  Christmas  sales).  If 
the  stock  price  rises  to  $15  a  share, 
$41  million  of  subordinated  long-term 
debt  may  be  converted  into  equity, 
thus  reducing  debt  from  62%  to  41% 
of  equity.  Ashton  also  intends  in  the 
not-too-distant  future  to  acquire  an- 
other "low-ticket,  nonfaddish"  spe- 
cialty retailer,  one  that  will  produce 
year-round  profits. 

Has  Ashton's  housecleaning  really 
cleared  the  way  for  stable  growth:  An- 
alyst William  Paternotte  of  Alex. 
Brown  supports  the  CEO's  rosy  pre- 
dictions, calling  GH  a  "vastly  under- 
rated company."  Of  course,  future 
growth  depends  in  part  on  Ashton's 
ability  to  make  the  right  kind  of  ac- 
quisition. But  his  recent  buy-and-sell 
decisions  seem  to  indicate  he  needs 
no  more  excuses. 

A  warning  fulfilled 

Last  spring  Forbes  warned  about  the 
high-stakes  gamble  the  U.S.  steel  in- 
dustry was  taking  on  oil  well  cas- 
ings, drill  pipe  and  tubing  (June  22, 
1981).  After  waiting  far  too  long,  the 
industry  had  finally  screwed  up 
enough  courage  to  dive  into  the  lu- 


Harris  Ashton,  General  Host  chairman 
When  you  pick  'em  right,  you  dont  need  excuses. 


INTRODUCING  THE  LINCOLN 

COMMITMENT. 

PROOF  OF  HOW  WELL  OUR 
CARS  ARE  BUILT  IS  HOW  WELL 
OUR  CARS  ARE  BACKED. 


We're  so  confident  in  the  way  our  cars 
are  built,  we  back  them  with  the  most 
extensive  quality  commitment  in  the 
industry.  Read  about  our  new 
program.  If  s  dedicated  to  achieving 
absolute  owner  satisfaction. 


A  3-YEAR/36.000-MILE  WARRANTY 
ON  LINCOLN  TOWN  CAR,  MARK  VI, 
AND  CONTINENTAL. 


CHECKS,  MORE  CHECKS, 
AND  RECHECKS. 


We've  implemented  some  of  the 
strongest  quality  audits  of  incoming 
materials  and  supplier-built 
components.  And  we've  increased  the 
number  of  inspections  during 
assembly.  These  disciplines  help  assure 
a  higher  level  of  quality. 

Another  level  of  inspection  begins  at 
your  Lincoln  Dealer's.  His  factory- 
trained  technicians  inspect  every  new 
Lincoln  Town  Car,  Mark  VI  and 
Continental  and  perform  any  final 
adjustments  or  alignments  necessary. 

Then  every  single  car  is  road  tested. 

After  all  these  checks,  there's  the 
checkout.  This  is  your  personal 
introduction  to  your  new  Lincoln's 
systems,  controls,  requirements  and 
limitations. 


CONTINUING  COMMUNICATIONS 
AND  A  TOLL-FREE  NUMBER. 


In  our  opinion,  your  opinion  is  crucial. 
So  to  help  us  hear  you,  we've  set  up  a 
feedback  program.  It  includes  a 
prepaid  return  mail  opportunity  to 
voice  your  thoughts  about  your 
purchase.  It  also  provides  us  with  an 
opportunity  to  keep  you  informed  of 


updates  on  new  product 
developments  and  Dealer  services. 

Should,  for  any  reason,  a  problem 
arise,  your  first  and  most  important 
resource  is  your  Lincoln  Dealer. 
However,  if  your  Dealer  is  unable  to 
resolve  it  to  your  total  satisfaction, 
simply  call  our  Luxury  Car 
Coordinator's  Office,  toll-free.  This 
assures  you  of  priority  handling  of  a 
special  concern  or  problem. 


CONTINENTAL'S  $2,000 
INTRODUCTORY  OFFER. 


We  invite  you  to  discover  the  finest 
riding  Continental  ever  built.  With  the 
gentle  persuasion  of  a  $2000  cash 
bonus.**  You  may  apply  it  to  your  down 
payment  or  get  a  check  from 
Lincoln-Mercury. 

The  Lincoln  Commitment.  A  total 
commitment.  In  writing.  And  in  cash. 

'Coverage  excludes  tires,  accidents,  and  abuse. 

"Cash  bonus  limited  to  one  per  customer.  Dealer 
participation  may  affect  customer  cost.  Amount 
lower  in  Texas  and  Louisiana.  Offer  applies  to 
vehicles  delivered  now  through  April  3  from  your 
participating  Lincoln-Mercury  Dealer. 


LINCOLN-MERCURY  DIVISION 


This  limited  warranty  isn't  limited  to 
the  conventional  12  months/12,000 
miles.  Lincoln  Commitment  coverage 
goes  on  for  another  24  months  or 
24,000  miles,  whichever  comes  first,  on 
certain  components  and  systems* 
During  the  extended  warranty  period, 
you  pay  only  the  first  $50  per  eligible 
repair  visit.  (Your  Dealer  has  complete 
details.)  This  extra  dimension  provides 
coverage  for  a  total  of  3  years  or 
36,000  miles,  whichever  comes  first. 

Your  Lincoln  Commitment  warranty 
even  provides  a  special  transportation 
allowance  of  $20  per  day  (not  to 
exceed  5  days  or  $100)  should  your 
Lincoln  need  to  be  kept  overnight  at 
your  Dealer's. 

Further,  should  a  breakdown  occur 
on  the  road  due  to  failure  of  a 
covered  component,  you  receive 
a  $25  towing  allowance. 


Ars  longa, 
vita  brevis 


Now,  in  midtown  Manhat- 
tan, right  off  Fifth  Avenue, 
a  magnificent  residential 
tower  has  risen  over  The 
Museum  of  Modern  Art.  It 
was  designed  for  those  who 
appreciate  the  words  of  the 
Roman  statesman  Lucius 
Annaeus  Seneca,  "Art  is 
long,  life  is  short."  Per- 
haps you  should  consider 
Museum  Tower. 


Museum  Tower 

15  West  53rd  Slrecl 

New  York.  New  York  10019 

Douglas  Elliman-Gibbons 
&  Ives.  Inc 

Selling  and  Managing  Agcnl 

By  appointment  only. 

(2121  307-0200.  Telex  237867 

A  development  of 

The  Charles  H  Shaw  Company 


This  is  not  an  offering  which  can  be  made 
only  by  formal  prospectus  CD-81-071 


Robertshaw's  DCS- 1000 
flexible  computerized 
controls  assure  repeatability 
in  corduroy  finishing  for  Greenwood  Mills. 

Being  able  to  reproduce  the  customer's  exact  color  shade 
and  finish  is  crucial  in  corduroy  fabric  production.  To  achieve 
this  repeatability,  engineers  of  Greenwood  (S.C.)  Mills  de- 
signed a  new  finishing  facility  with  innovative  equipment 
and  a  custom-fitted  Robertshaw  DCS-1000  system  for  dis- 
tributed batch  process  control  from  a  central  location.  De- 
tailed procedure  codes  fed  into  the  microcomputer-based 
digital  system  monitor  and  control  all  critical  operating  fac- 
tors for  precision  results. 

Robertshaw's  flexible  system  components  make  the 
DCS-1000  the  cost  effective  choice  for  continuous  pro- 
cess, batch  operations,  blending  and  other  industrial  con- 
trol applications.  This  versatile  system  is  one  of  10,000 
Robertshaw  products  made  and  marketed  worldwide.  For 
details,  write  to  Robertshaw  Controls  Company,  Dept.  IIF, 
P.O.  Box  26544,  Richmond,  VA  23261.  Or  call  804/281 -070o! 
Exports:  Call  Robertshaw  International  Sales  Company 
804/285-4161. 


CONTROLS  COMPANY 


The  Energy  Control  Company  < 


TVE1982 
WORLD'S  fAR, 


Follow-Through 

crative  "oil  country"  market  in  ear- 
nest. The  steel  industry  had  seen  the 
oil  and  gas  boom  coming  as  long  ago 
as  1975  but  did  little  or  nothing  to 
make  sure  it  kept  the  lion's  share  of 
the  growing  business.  When  U.S.  ca- 
pacity could  not  keep  up  with  the 
exploding  demand,  foreign  producers 
of  the  stuff  moved  in  last  year  by 
supplying  about  35%  of  the  6.6-mil- 
lion-ton  U.S.  oil  country  tubular 
goods  (OCTG)  market. 

American  steelmakers  finally  woke 
up,  and  last  spring  one  after  the  other 
announced  zealous  plans  to  boost 
OCTG  capacity,  primarily  in  the 
high-strength  seamless-tubing  area. 
Based  on  U.S.  demand  and  supply 
projections  for  1985,  and  considering 
that  foreigners — most  notably  the 
Japanese — were  adding  on  more  than 
2.5  million  tons  of  new  capacity 
themselves,  Forbes  saw  a  classic  and 
perilous  overcapacity  situation  in  the 
offing. 

Tomorrow  is  here.  Toward  the  end 
of  1981,  producers  and  suppliers  sud- 
denly realized  that  there  was  more 
carbon  steel  pipe  piling  up  in  the  back 
lot  than  there  was  going  out  the  front 
door,  and  now  men  like  Richard 
Head,  president  of  Armco's  tubular 
division,  are  having  second  thoughts. 
Armco,  the  $6.9  billion  (sales)  Ohio- 
based  steelmaker,  has  delayed  indefi- 
nitely a  $671  million  expansion  to 
boost  its  seamless-tube  capacity  by 
1985.  So  far,  demand  for  the  higher- 
strength  seamless  pipe  used  in  deep 
well  applications  is  holding  its  own. 
But  Head  sees  the  oversupply  in  car- 
bon steel  pipe  as  a  grim  omen.  "This 
has  proven  that  there's  a  lot  of  capac- 
ity, and  with  a  lot  more  coming  on 
stream,  it  looks  like  this  business  is 
going  to  become  very,  very  competi- 
tive," he  says. 

He  sees  a  shakeout  of  low-quality 
OCTG  producers  in  the  wings.  But 
worse  than  that  for  big  steel  firms 
that  intend  to  stand  by  their  convic- 
tions, he  expects  increased  competi- 
tion to  eat  away  at  the  bountiful 
seamless  pipe  margins  that  attracted 
producers  in  the  first  place.  Head 
won't  talk  numbers,  but  one  industry 
source,  who  explained  that  current 
profits  on  an  average  $1,500  ton  of  oil 
country  tubular  goods  run  between 
7%  and  10%,  said  returns  could  sink 
to  as  low  as  5%.  Says  Head:  "I  can't 
say  if  any  of  the  other  steel  compa- 
nies will  scrap  their  expansion  plans, 
but  I  sure  doubt  they'll  add  on  any 
more." 


Wang  VS  Computer. 


You  know  what  happens  when  your  processing  needs  grow  faster  than 
your  mainframe  capabilities:  You  suddenly  begin  to  lose  control. 

But  with  the  Wang  VS  (Virtual  Storage)  computer,  that  wont  happen. 
The  VS  is    _£     the  perfect  match  Tor  your  IBM  mainframe.  It's  pro- 
grammed in  the  same  language.  It's  interactive,  so 
you  can  easily  distribute  information  to  people 
who  need  it  most.  It  can  off-load  dedicated  trans- 
action-driven programs. 

■ And  it  can  grow  as  fast  as  your  company. 
I  ■  j  From  1  to  128  workstations  depending  upon  appli- 

cation. 128K  to  8  megabytes  of  memory.  And  30 
megabytes  disk  storage. 

A  programmer's  dream. 
The  Wang  VS  is  one  of  the  best  programming  tools  you  can  buy.  Several 
programmers  work  interactively  with  the  computer  from  their  own  terminals  in  in- 
struction sets  and  languages  that  aren't  foreign  to  them  n^Sin^^^^i^^i 
(like  Cobol,  RPG II,  Basic,  and  others).  So  development 
time  is  virtually  cut  in  half. 

And  only  the  Wang  VS  computer  can  offer 
you  Wang  word  processing— #1  in  the  world.  Plus 
the  proven  Wang  Mailway™  electronic  mail  and 
message  system. 

As  you  can  see,  the  Wang  VS  lets  you  distri- 
bute the  power  of  the  computer  to  the  people 
who  need  it  most  without  taking  away  your  control. 
Because  it's  made  to  work  hand  in  hand  with  your 
mainframe. 


call 

1-800-225-0643 

(in  Massachusetts  call  1-617-459-5000. 
extension  5711).  Of  send  this  coupon  to: 
Wang  Laboratories.  Inc.,  Business  Executive 
Center,  One  Industrial  Ave.,  Lowell.  MA  01851 

Name  


Title  _ 


Company. 
Address  


City. 


State . 


Zip. 


L 


Telephone  _ 


_A266_J 


WANG 


The  Office  Automation  Computer  Company 


O  1981  Wang  Laboratories.  Inc 


Readers  Say 


More  ±  better 

Sir:  You  champion  the  tax  deductions 
Congress  voted  itself  and  support  rais- 
ing the  salary  cap  for  top  federal  offi- 
cials (Fact  and  Comment,  Mar.  1).  Nei- 
ther you  nor  anyone  else  can  demon- 
strate that  higher  pay  and  benefits 
give  us  better  government. 

It  sure  hasn't  given  us  better  educa- 
tion or  a  more  capable  military. 
— Kei  in  R.  Morrison 
Ventura.  Calif. 

Sir:  Through  various  gimmicks,  Con- 
gress has,  in  effect,  voted  that  their 
salaries  be  exempt  from  income  tax. 
Not  only  that,  they  did  it  retroactively 
to  include  1981  income. 

This  is  in  addition  to  all  the  other 
little  goodies  they  have  given  them- 
selves, such  as  a  lavish  retirement 
program,  generous  medical  insurance, 
subsidized  food,  discount  stores,  gyms 
and  saunas  and  expense  accounts. 
— Robert  H.  Stover 
Carlisle,  Penna. 


Cents  of  value 

Sir:  Did  you  know  that  some  of  our  top 
corporate  managers,  not  to  mention 
the  President  of  the  U.S.,  make  almost 
as  much  as  a  shortstop  hitting  .265? 

— Emery'  F.  Saladin 
Chesterfield,  Mo. 


Can  do  on  toxics 

Sir:  Regarding  your  concern  that 
"this  country  can't  come  up  with  safe 
and  cost-sane  ways  and  means  of  tox- 
ic waste  disposal"  (Fact  and  Comment, 
Mar  /),  our  country  can  and  we  are. 
—WD.  Bain  Jr. 

Vice  President  and  General  Manager, 
McKesson  Envirosystems  Co. 
San  Francisco,  Calif. 

Sir:  Pyro-Magnetics  is  awaiting  final 
EPA  testing  and  approval  of  their  pro- 
cess, which  completely  destroys  most 
toxic  wastes,  including  PCBs. 

— Marshall  S.  Sterman 
Beverly,  Mass. 

Sir:  Enclosed  is  a  paper  done  by  a 
bright  young  man  at  Princeton,  a  Visit- 
ing Fellow  in  the  chemical  engineering 
department,  named  Richard  Schlossel. 
The  foundation  is  going  to  support  a 
waste  recovery  project  he  has  devised 
for  electroplaters  in  Newark.  It  shows 
promise  of  finding  a  commercial  solu- 


tion to  a  problem  that  regulation  has 
failed  to  solve. 
—William  B.  Mullins 
President, 

The  Florence  &  John  Schumann 

Foundation 
Monte  lair,  N.J. 

Sir:  You  were  almost  too  correct.  I  am 
the  inventor  of  our  Apsee  System  for 
pollution  control,  which  has  won  a  "5 
Star  Award"  from  Pollution  Engineer- 
ing magazine  for  1981  for  "significant 
advancement  in  environmental  con- 
trol technology." 

I  have  been  trying  for  years  to  make 
this  system  competitive  and  profit- 
able. It  does  look  as  though  I  will  finally 
havetoselltosomeotherbusinessman. 

When  you  mentioned  aid  to  honest 
businesses  from  state  and  federal  offi- 
cials, I  laughed. 

Their  cooperation  has  been  practi- 
cally nil  to  date. 
—James  C.  Gallagher 
President, 
Apsee  Inc. 
San  Diego,  Calif. 


Geography  lesson 

Sir:  You  moved  Senator  Pete  V.  Do- 
menici  west  to  Arizona  (Fact  and 
Comment,  Mar.  15)  when  he  has  hailed 
from  Albuquerque,  N.M.  lo,  these 
many  years. 

You  are  not  the  only  ones  east  of 
the  Hudson  River  who  think  the  next 
state  west  of  Texas  is  Arizona  or  even 
California. 
—James  F.  Torbert 
Weldon,  N.C. 

Sir:  Pete  Domenici  is  as  much  the 
senator  from  Arizona  as  MSF  is  edi- 
tor-in-chief of  Fortune. 
—Michael  John  Paul 
Oshkosh,  Wis. 

Sir:  I  wish  he  were  our  senator. 

—Jerry  Trautman 
Chairman, 
Greyhound  Corp. 
Phoenix,  Ariz. 


Is  this  pitiful? 

Sir:  In  Personal  Affairs  (Jan.  4)  you 
state  that  the  payout  from  Social  Se- 
curity is  pitiful.  If  a  person  had  paid 
the  maximum  from  the  inception  of 
the  system  through  1981,  his  contri- 
bution would  have  been  $14,765.69. 
Were  this  person  to  have  begun  draw- 


ing Social  Security  as  a  single  persoij 
in  January  1982,  his  total  contributor 
would  be  returned  to  him  in  about  2(| 
months. 

If  that  same  person  had  a  65-year 
old  spouse,  he  would  receive  his  con 
tribution  back  in  about  13  months. 

Most  people  receive  much  mod 
than  they  have  put  into  the  system. 
—John  P.  McGough 
Grosse  Pointe  Woods,  Mich. 

Which  helps  explain  why  the  system  ii 
in  such  financial  straits  and  why  youn- 
ger workers  will  likely  have  the  opposite 
experience  when  they  retire. — Ed. 


Having  it  both  ways? 

Sir:  "Payment  due"  (Feb.  15)  suc- 
cinctly explores  the  problems  that 
new  technology  presents  in  balancing 
the  rights  of  copyright  owners  and 
users.  We  have  been  in  existence 
since  the  new  copyright  law  went 
into  effect  in  January  1978,  and  we 
act  as  an  intermediary  between  copy- 
right owners  and  users. 

Noncompliance  is  the  rule,  and  this 
type  of  behavior  is  from  corporations 
especially  sensitive  to  patent  and 
trademark  infringement. 
— Virginia  Riordan 
Marketing  Manager, 
Copyright  Clearance  Center,  Inc. 
Salem,  Mass. 


Naked  truth 

Sir:  Re  your  Jan.  18  cover.  I  am  glad 
that  I  renude  my  subscription. 
— ML  Knutson 
Manitowoc,  Wis. 


Practical  addressing 

Sir:  We  address  our  mail  in  reverse  of 
how  the  post  office  reads  it. 

Since  the  key  item  on  the  letter  is 
the  zip  code,  that  should  be  in  large 
numbers  at  the  top.  We  don't  need  a 
state' or  city  since  the  zip  code  re- 
placed those. 

The  second  item  on  the  envelope 
should  be  the  street  address — street 
first,  number  second. 

The  third  would  be  the  party's 
name  with  the  last  name  first. 

The  post  office  would  read  three 
lines,  not  five  or  six. 
97321 

— Hobart,  Larry 


f 


uipment  financing  is  only  the  thin  edge  of  the  wedge. 


At  Scotiabank,  our  commitment  to  financing 
vy  equipment  is  only  the  thin  edge  of  the  wedge 
our  involvement  in  worldwide  construction. 
The  fact  is,  Scotiabank  has  the  resources  and  the 
pability  to  provide  the  capital  for  construction 
roads,  bridges,  dams,  hotels,  commercial  buildings, 
Opping  centres  and  housing  projects.  In  short, 
hatever  that  equipment  is 
ed  to  build.  £  ■  • 

Anywhere  on  earth.  %  C ^JX I C 


Scotiabank 


Our  offices  in  46  key  countries  mean  we  are 
experts  in  the  intricacies  of  international  finance.  Our 
greatest  strength  lies  in  our  asset  base  exceeding 
$50  billion.  And  our  stability  in  the  fact  that  we  have 
been  paying  dividends  continually  since  1833. 

At  The  Bank  of  Nova  Scotia  we  are  keenly 
responsive  to  challenge.  Because  it  is  our  deepest 
1       conviction  that  chal- 
lenge  is  the  beginning  of 


accomplishment. 


18321982 


World  Headquarters:  44  King  Street  West,  Toronto,  Ontario,  Canada  M5H 1H1 


$100,000  IN  YOUR  BROKERAGE  ACCOUNT 
MEANT  ABSOLUTELY  NOTHING 

IFYOU  NEEDED  £5,000 
ON  THE  SPUR  OF  THE  MOMENT 


THEN 
MERRILL  LYNCH 


Suppose  you  were  in  |\|\/F|\|TFD 
London  on  a  trip.  You  ,n  VLn  1  LL/ 

CMA 

X^l  T  M.1  hensive 


keeps 


dropped  into  an  auction  and 
spotted  a  beautiful  19th-cen- 
tury painting  you  felt  you  just 
had  to  have.  It  was  a  bargain  at  £5,000. 

But  there  was  a 
catch.  Your  resources 
were  back  home.  Maybe 
even  locked  up  in 
securities.  And  you 
needed  $9,200  in  cash. 
There.  Then.  That  instant. 
If  you  still  managed  your  money  the 
old-fashioned  way  you  could  have  kissed 
the  painting  good-bye. 

No  problem.  Now,  if  you 
subscribe  to  the  Merrill  Lynch 
Cash  Management  Account®  finan- 
cial service,  cash  is  no  problem. 
You  just  write  a  check.  Or  use  your 
special  VISA®  card  to  make  pur- 
chases and  get  cash  advances. 
Both  card  and  checks  are  pro- 
vided by  Bank  One  of  Columbus,  N  A 

This  revolutionary  brokerage 
account  gives  you  instant  access  to  your 
assets,  plus  a  line  of  credit  up  to  the  full 
margin  value  of  your  securities. 

Your  cash  is  invested  automatically 
in  your  choice  of  three  professionally 
managed  money  market  funds.  And  the 
fund's  own  dividends  are  reinvested  daily. 


So  all  your  money 
working  all  the  time. 

At  the  end  of  each 

you  receive  a  compre- 
hensive statement.  It  includes 
your  securities  transactions,  dividends 
and  interest,  the  market  value  of  your 
securities,  your  VISA  and  checking  activi- 
ties... everything  in  one  convenient  record. 

How  to  get  started.  To  join  the 
500,000  investors  who  already  have  put 
more  than  $25  billion  to  work  through  the 
CMA""  program,  all  you  need  is  a  mini- 
mum of  $20,000  in  cash  and/or  securities. 
For  more  complete  information, 
including  a  prospectus 
containing  all  sales 
charges  and 
expenses,  call 
1-800-526-3030 
^™  Ext.  435  (in  New 
lersey  call  1-800-742- 
2900  Ext.  435)  .  Read  the 


prospectus  carefully 
before  you  invest  or  forward  funds. 

THE  MORE  YOU  DEMAND 
OF  YOUR  MONEY, 
THE  MORE  YOU  NEED  CMA.™ 


Merrill  Lynch 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc 

A  breed  apart. 


ot  available  in  all  states.  The  Cash  Management  Account  program  is  proprietary  to  Merrill  Lynch  U  S  Patents  Pending  c  |982  Merrill  Lynch  Pierce  t-enner  6  bmith  ln<_  Member.  SIPC! 


"With  all  thy  getting  get  understanding'' 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-(  ]hief 


WE  HAVE  'EM  BY  THE  SHORTS 


So  why  are  we  so  afraid  to  squeeze? 
Neither  Poland  nor  Rumania  nor  the  rest  of  Russia's 
satellites  nor  even  the  U.S.S.R.  itself  can  repay  the  multi- 
Sbillions  they  owe  to  the  banks  of  the  Free  World.  By 
pretending  otherwise,  we're  only  fooling  ourselves,  com- 
pounding the  problem  while  we  postpone  facing  up  to  the 
reality. 

What  we've  been  doing  is  financing  Russia's  vast  mili- 
tary expenditures  by  repeatedly  bailing  out,  lending  bil- 
lions to  her  Warsaw  allies — money  that  she'd  have  to  shell 
out  if  we  weren't  so  obliging. 

One  reason  put  forth  for  our  proposed  stupendous  addi- 
tional military  spending  is  that  Russia  won't  be  financially 
able  to  match  us.  If  right  now  the  U.S.S.R.  had  to  handle 
the  past  indebtedness,  or  even  meet  the  desperate  current 


needs,  of  her  Iron  Curtain  allies,  she'd  have  far  less  leit  to 
spend  out-missiling  us,  out-amassing  us  in  conventional 
military  capability. 

If  the  federal  bank  examiners  required  banks  to  write 
down  the  unrepayablc  Iron  Curtain  loans,  the  Communist 
economy  would  be  in  chaos,  and  the  U.S.S.R's  ability  to 
outspend  the  Free  World  militarily  would  cease. 

Sure,  there'd  be  some  economic  distress  here  as  we 
readjusted  to  realities.  And  there'd  be  much  unhappiness 
felt  by  our  European  allies,  who've  been  financing  Warsaw 
Pact  countries  on  the  one  hand  and  reluctantly  anteing  up 
for  NATO  on  the  other. 

But  refusing  to  label  big  bad  loans  uncollectible  doesn't 
change  the  fact.  It  makes  certain  that  the  day  of  reckoning 
will  be  that  much  worse. 


NOW  THEY'RE  PUNCHING  PRESIDENT  REAGAN 

for  his  punch-line  anecdotes.  That  pungent  pundit  Bill  they  are  occasionally  irrelevant  or  confuse  the  answer  rather 

Safire  refers  to  the  danger  of  Mr.  Reagan  being  "in  his  than  clarify  it?  What  better  way  to  handle  awkward  ques- 

anecdotage."  tions  for  which  there  are  no  obviously  adequate  answers? 

While  sometimes  the  President  seems  to  mix  up  specific  Do  these  critics  think  the  President  inadvertently 

instances  with  apocryphal  ones,  his  stories,  homilies  and  comes  out  with  a  seemingly  unrelated  anecdote? 

examples  most  often  make  his  points  perfectly.  So  what  if  It's  those  who  think  so  whose  thinking  is  befuddled. 

DEMOCRATS'  DEFORMED  "REFORM"  REFORMED 


Less  than  a  dozen  years  ago,  in  the  name  of  reform  and 
democracy  (in  whose  name  antithetic  horrors  are  forever 
being  committed),  the  Democratic  Party  machinery  was 
so  opened  up  that  only  a  relative  handful  of  elected  Demo- 
cratic officeholders  or  party  officials  has  managed  to  be 
delegates  to  the  Party's  presidential  nominating  conven- 
tions ever  since. 

Kernels  of  zealots,  denouncing  their  party's  elected  or 


tried,  true  and  faithful,  seized  the  reins — and  what  extraor- 
dinary results  they  wrought! 

George  McGovern  nominated  for  President. 

Jimmy  Carter  nominated  and  elected  President. 

Wonder  of  wonders,  the  rules  are  now  in  the  process  of 
being  changed.  It  may  again  come  to  pass  that  elected  and 
party  officials  will  have  a  voice — at  least  of  some  deci- 
bels— -in  naming  the  party's  presidential  standard-bearer. 


THOSE  ANTEING  UP  $MULTIMILLIONS  FOR  CABLE  TV 


"exclusive"  grants  from  the  town  fathers  of  cities  large, 
small  and  in  the  middle  will  be  hoist  by  their  own  wires, 
twisting  not  so  slowly  in  the  wind  of  technological  and 
political  change.  These  "exclusive"  TV  cablers  face,  among 
other  problems:  AT&T  (telephone-wired  to  over  80%  of 
U.S.  homes)  collaborating  with  a  TV  network  in  develop- 
ing a  tabletop  viewing  screen;  $500  rooftop  dish  antennas 
soon  able  to  pick  up  all  the  programs  bouncing  off  'em; 


elected  officials  who  risk  rejection  by  the  voters  if  th 
refuse  to  license  rival  TVers  who  offer  constituents  cor 
petitive  cables  at  half  the  monopolists'  monthly  charge 
and  4,000  new  local  TV  stations  about  to  be  born. 

Anyone  who  invests  in  franchises  to  wire  up  cities  f< 
cable  TV  on  the  premise  that  the  denizens  of  Brooklyi 
Boise,  Brookline  and  Baton  Rouge  won't  demand  the  rig] 
to  opt  for  any  or  many  or  all  the  alternatives  is  full  of  crepe 


THOUGH  ENVIRONMENTALISTS  AND  RED  TAPE  COULDN'T  STRANGLE 

nuclear  power,  the  industry,  by  its  incredible  bungling,  is  managing  to  choke  itself. 


"mystery"  and  memories 

Not  long  ago  I  motorcycled  to  Engle- 
wood,  N.J.,  which  was  home  the  first  25 
years  of  my  life. 

Nostalgia's  a  trip— viewing  the  old 
homestead,  the  graves  of  parents  and 
brothers,  schools  attended,  quarry  swim- 
ming holes,  the  penny  candy  stores  that 


took  our  every  childhood  penny.  Such  scenes  shrink  ex- 
traordinarily from  their  recollected  dimensions.  Size  and 
focus  can  never  be  the  same,  even  in  those  rare  instances 
where  there's  no  physical  change. 

Just  after  passing  what  had  been  a  rutted  woodland  road 
then,  and  is  now  house-studded,  a  horn-honking  car  drew 


alongside.  A  high-schooler  waved  me  t 
a  stop.  "I  couldn't  believe  it  when  yo 
went  past  our  house  on  that  fabulou 
motorcycle!"  It  was  a  Craig  Vetter  "My 
tery  Ship,"  of  which  a  limited  numbe 
have  been  made  ("limited  edition"  gua 
anteed  by  the  $10G  price  tag).  To  hi 
query,  "How  come  you  were  in  this  neighborhood?" 
explained  that  half  a  century  ago  I  lived  there. 

"Gee,  I'm  glad  you  came  back,  otherwise  I  might  neve 
have  seen  this  super  bike,  except  in  magazines,"  said  th 
enthusiastic  greeter. 

So  two  of  us  enjoyed  one  man's  coming  home  again. 


BOOKS 

A  Light  in  the  Attic — by  Shel  Silverstein  (Harper  &  Row,  Street  Cops 
$10.95) — is  sheer  delight.  That  it's  at  the  top  of  bestseller 
lists  studded  by  books  on  diet,  sex  and  cats  indicates 
there's  still  hope  for  us.  A  "children's"  classic,  Light  is  on  a 
par  with  Winnie  The  Pooh  and  Grimm's  Fairy  Tales  in  its 
appeal  to  the  8-to-88  age  group. 


Excerpt: 


ROCKABYE 


Rockabye  baby,  in  the  treetop 
Don't  you  know  a  treetop 
Is  no  safe  place  to  rock? 
And  who  put  you  up  there, 
And  your  cradle  too? 
Baby,  I  think  someone  down  here's 
Got  it  in  for  you. 


by  Jill 

Freedman  (Harper  &. 
Row,  $17.95).  No 
matter  what's  ap- 
peared or  what's  to 
come,  Jill  Freedman 
has  produced  here — 
with  words  as  graph- 
ic as  her  numbing  pictures — the  year's  most  extraordinaiy 
book.  Whether  you  want  to  categorize  it  as  sociology, 
history,  biography,  poetry,  documentary,  psychology, 
criminology,  pathology,  Street  Cops  is  the  year's  best  in 
class,  best  in  show. 

Excerpt:  Bad  fight. I  People  hitting  each  other  with  base- 
ball bats.  Screaming,  hollering,  blood.  I  And  always  the 
kids.  I  It  gets  to  cops,  anything  to  do  with  kids. 

"We  had  a  twelve-year-old  girl  the  other  day,  they  held 
a  knife  to  her  throat  and  took  her  bicycle.  It  hurts,"  Gene 
said.  "You  have  kids,  you  try  to  bring  them  up  right. 
Teach  them  how  to  think,  give  them  values.  They're 
learning  to  live,  and  then  they're  gonna  go  out  there  with 
the  ones  who  learned  to  survive.  You're  fattening  up  the 
frogs  for  the  snakes. " 
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CHDDCC    MAUTU  10  IGtfT 


MORT  SAHL  —  AMERICA'S  PREEMINENT  SATIRIST 


From  way  back,  Mort  Sahl's  audiences  have 
split  their  sides  as  he  has  slit  their  throats  and 
rapiered  our  every  icon.  No  one  escapes  un- 
stabbed.  With  devastating  wit  he  lays  about 
him  Right  and  Left. 

It  had  been  a  long  time  since  I  had  heard 
Mort  in  person,  though  I've  often  played  his 
records  since  his  early  days  in  the  1950s  at  San 
.  .Francisco's  hungry  i.  The  other  evening  he  was 
appearing  at  one  of  Manhattan's  rarities,  a  supper  club 
with  good  food,  service  and  setting — Marty's,  run  by  the 
man  who  made  Marty's  Bum  Steer  into  one  of  the  city's 
outstanding  steak  houses. 

Some  samples  from  that  evening's  Sahl  sorties: 

"Einstein  said  that  women  marry  men  hoping  they  will 
i change.  Men  marry  women  hoping  they  will  not.  So  each 
is  inevitably  disappointed.  The  Pope  has  said,  if  you  look 
at  a  woman  licentiously,  including  your  wife,  it  is  a  sin.  As 
well  as  a  miracle." 

"Eugene  McCarthy  was  once  asked  by  a  reporter:  'What 
is  the  difference  between  Kennedy  and  Carter?'  He  said, 
'Well,  Carter  has  this  vague  religion  which  he  believes  in 
strongly,  while  Kennedy  has  this  strong  religion  which  he 
believes  in  vaguely.'  " 

"I  started  reading  the  Washington  Post.  These  people 
think  they're  the  government,  they  really  do.  Between  Kay 

SIMPLE  SOLUTIONS 

seldom  are. 


Graham  and  Ben  Bradlee,  the  Washington 
press  corps  should  be  limited  to  a  four-year 
term." 

"I  don't  think  Reagan  grasps  the  disparity 
between  having  a  mandate  and  everybody  hat- 
ing Carter.  In  other  words,  I  don't  think  Rea- 
gan can  imagine  that  if  he  had  run  unopposed, 
he  would  have  been  defeated." 

"The  Democrats  are  like  a  kamikaze  group: 
Their  running  is  sort  of  irrelevant.  .  .  .  If  you  get  a  conserva- 
tive, he  wants  things.  He'll  say,  'I'm  gonna  vote  for  this  guy, 
but  I  want  patronage,  I  want  a  tax  break,  he'd  better  be  good 
for  business.'  Liberals  not  only  don't  want  anything  when 
they  back  a  candidate,  they  don't  even  want  to  win." 

"President  Reagan  was  a  labor  leader  out  in  California, 
and  since  then  he  has  taken  a  rather  negative  view  of 
labor,  I  feel,  except  if  you  form  your  union  in  Poland." 

"Begin  said  to  me  that  the  Reagan  Administration's 
policy  toward  Israel  is  that  every  time  the  Jews  are  drown- 
ing 20  feet  from  shore,  Reagan  throws  them  a  15-foot  rope, 
and  then  Alexander  Haig  says,  'The  President  has  met 
them  more  than  half  way.'  " 

"Reagan  said,  'What  do  you  think  of  the  Postal  Service?' 
So  I  said,  'You're  closing  it  down?'  So  he  said,  'No,  I'm 
going  to  retain  everybody  in  it  but  I'm  going  to  mail  them 
their  checks.'  " 

DISAPPOINTMENTS 

most  often  come  from  unwarranted  expectations. 


ONE  REFORM  OUR  MILITARY  BADLY  NEEDS 


By  M.S.  Forbes  Jr. 


At  long  last,  we  are  going  to  get  a 
debate  about  the  structure  of  the 
Joint  Chiefs  of  Staff.  The  outgoing 
Chairman  has  proposed  a  handful  of 
reforms,  and  so  have  a  growing 
number  of  military  observers.  With 
a  mammoth  military  buildup  in  the 
offing,  such  an  examination  is  badly 
needed. 

The  present  system  encourages 
the  parochialism  of  each  service. 
Naturally,  the  Army,  the  Marines, 
the  Air  Force  and  Navy  all  think 
that  what's  best  for  them  is  best  for 
U.S.  defense.  The  Joint  Chiefs  of 
Staff  is  supposed  to  take  the  over- 
view of  our  defense  needs. 

Instead,  the  institution  acts  like  a 
group  of  politicos  at  their  logrolling 
best,  spending  its  time  placating 
and  allocating  resources  to  each 
branch  on  the  basis  of  compromise 
and  bargaining  rather  than  with  any 


sense    of    a    strategic  overview. 

The  Rapid  Deployment  Force, 
which  draws  on  all  the  services  and 
which  has  a  multiservice  command 
structure,  is  a  prime  example.  A 
more  sensible  approach  would  sim- 
ply be  to  leave  it  to  the  Marines, 
which  was  created  for  that  sort  of 
undertaking  anyway. 

The  Joint  Chiefs  has  failed  be- 
cause officers  who  do  a  tour  of  duty 
there  owe  their  primary  allegiance 
to  their  old  services,  which  still  de- 
termine their  future  billetings,  their 
promotions. 

The  solution  lies  along  the  lines  of 
a  general  staff  whose  officers'  ca- 
reers would  depend  upon  that  insti- 
tution, rather  than  their  former  ser- 
vices. They  would  thereby  be  above 
interservice  rivalries.  Obviously, 
considerable  thought  would  have  to 
be  given  to  such  questions  as  how 
the  staff  would  avoid  taking  on  an 
isolated,  ivory-tower  mentality.  But 


a  number  of  experts,  such  as  highly 
respected  Edward  Luttwak  of  the 
Center  for  Strategic  and  Interna- 
tional Studies,  believe  that  these  ob- 
stacles are  not  insurmountable. 

Reform  in  the  Joint  Chiefs  cannot 
come  too  soon.  Our  current  Defense 
Secretary  seems  to  have  no  strategic 
sense,  no  overview  of  how  we  can 
most  effectively  respond  to  the  Rus- 
sians' awesome  military  buildup 
without  spending  trillions. 

Just  the  other  day,  Secretary 
Weinberger  boasted  how  his  sharp 
eye  for  cutting  waste  will  save  a 
billion  or  two  in  fiscal  1983.  The 
incident  is  an  uneasy  reminder  of 
Detroit's  auto  chiefs,  who  once 
thought  they  were  doing  their  job 
by  finding  a  way  to  shave  a  few 
cents  off  the  cost  of  procuring  each 
new  windshield  wiper,  instead  of 
figuring  but  where  their  market 
would  be  ten  years  hence  and  what 
they  should  do  about  it. 


Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.-MSF 


Capital  Offense 

If  the  President  keeps  listening  to 
Western  bankers  and  exporters,  he 
will  go  right  on  pretending  that  the 
East's  debt  is  eollectible.  He  will  let 
them  roll  it  over  and  tolerate  its  ex- 
pansion to  finance  the  sale  of  Western 
goods  and  grain.  That  basically  means 
taxing  the  democracies  to  permit  the 
Communist  nations  to  relieve  their 
economic  distress  without  seriously 
disturbing  their  military  efforts. 

But  if  he  understands  the  moment, 
Mr.  Reagan  would  seize  this  chance  to 
give  shape  to  his  whole  foreign  policy. 
He  would  use  the  threat  of  a  formal 
Polish  default  to  force  Western  gov- 
ernments to  buy  their  banks'  worth- 
less Eastern  notes,  at  discount  prices. 
He  would  require  government  approv- 
al for  all  further  lending.  And  he  would 
then  invite  the  Soviets  and  allies  to 
negotiate  about  his  diplomatic,  as 
well  as  economic,  terms  for  a  historic 
bail-out. 

When  next  the  Poles  and  Russians 
meet,  they  would  really  have  some- 
thing to  complain  about:  those  cap- 
italist democracies,  daring  to  fight 
with  capital. 

— New  York  Times  editorial 

Cop's  Night 

Sometimes  I  go  home  and  I  can't 
sleep. 

I'm  physically  tired,  but  I  can't 
sleep. 

And  it's  getting  worse. 

I  lie  in  bed  and  think  about  things. 

Like  Brian,  who  got  blown  up  by  a 
bomb  at  JFK.  He  was  only  26. 

The  Croatians  thought  that  blow- 
ing up  a  cop  would  get  them  their 
freedom.  You  know  what  his  wife 
said  when  they  told  her?  "What's  a 
Croatian?" 

Nineteen  years  on  the  job,  I've  seen 
too  much. 

— Jill  Freedman,  Street  Cops 

New  Magazine  Ideas 

Ted  Mann,  a  senior  editor  at  the 
National  Lampoon,  took  tongue  out 
of  cheek  long  enough  to  spin  these 
fantasies: 

"I  could  really  see  Stoned  Bowling 
magazine,  geared  to  those  folks  who 
like  to  get  intoxicated  and  go  bowling. 
Just  imagine  the  cover;  there'd  be  this 
huge  bowling  ball  rolling  down  toward 


cheap  whiskey  bottles  instead  of  pins. 

"In  Bus — an  in-flight  magazine, 
except  this  aimed  at  all  those  who 
travel  by  bus.  With  the  way  the 
trains  are  (what  a  joke),  more  and 
more  solid,  middle-class  citizens  are 
taking  the  bus." 

— AD  WEEK 

How  Many,  How  Much 

How  many  slams  in  an  old  screen 
door? 

Depends  how  loud  you  shut  it. 
How  many  slices  in  a  bread? 

Depends  how  thin  you  cut  it. 
How  much  good  inside  a  day? 

Depends  how  good  you  live  'em. 
How  much  love  inside  a  friend? 
Depends  how  much  you  give  'em. 

— Shel  Silverstein, 
A  Light  in  the  Attic 

Rickover  and  Out 

The  82-year-old  Admiral  Rickover's 
comments  were  as  abrasive  as  ever  in 
a  January  28  session  with  Congress' 
Joint  Economic  Committee — three 
days  before  his  forced  retirement: 

America  is  "spending  too  much"  on 
defense.  There's  no  need  to  match 
Russia  ship  for  ship.  "We  can  sink 
everything  they  have  on  the  ocean." 

The  Department  of  Defense  is 
bogged  in  layers  of  wasteful  bureau- 
cracies in  which  "the  checkers  out- 
number the  doers."  Pledges  by  civilian 
Pentagon  leaders  to  cut  waste  are  "pri- 
marily public-relations  documents." 


There  are  too  many  admirals  and  ge 
erals;  too  much  money  is  being  spe 
on  "the  staffs  that  cling  around  ea< 
of  them."  And:  "The  military  est 
lishment  should  be  run  for  the  good 
the  nation,  not  for  the  career  e 
hancement  of  its  officers." 

Companies  with  defense  contrac 
should  recognize  that  a  deal  is  a  ded 
"Now,  honoring  contracts  is  becon 
ing  more  a  matter  of  convenience." 

Already,  Rickover  said,  the  am 
race  is  so  far  out  of  control  that  "we 
probably  destroy  ourselves."  He  add 
ed:  "Some  new  species  will  com 
along.  They  may  be  wiser." 

— U.S.  News  &)  World  Repot 


There's  a  saying  that  a  worn 
an  is  like  a  teabag.  Yoi 
don't  know  her  strengths 
until  she  is  in  hot  water. 

—Nancy  Reagai 


One-Upping  Heaven 

God  himself  would  have  troublt 
getting  a  pew  in  Charleston's  [S.C.]  St 
Michael's  church.  He  would  also  disi 
cover  that  there  is  something  inher 
ently  tragic  about  someone  trying  tc 
be  accepted  by  Charleston  society.  I 
is  a  milieu  in  which  the  mere  effor 
makes  you  socially  suspect.  It  may  be 
easier  to  become  a  manatee  or  a  wol- 
verine than  a  Charlestonian. 

—GEC 

Intellectual  8  Ball 

Billiards  is  the  golf  of  intellectuals. 
— General  Jacques  Mitterrand, 
president  of  Aerospatiale 
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Only  KLM  gives  you 
all  this  to  Europe*  And  beyond 

All  747's.  From  six  U.S.  gateways. 

Fly  KLM's  747's  nonstop  to  Amsterdam  from  New  York,  Chicago, 
Houston,  Los  Angeles,  Anchorage  and  Atlanta. 

A  Business  Class  to  Europe.  And  in  Europe. 

KLM's  747's  give  business  travelers  extra  legroom  for  extra  comfort- 
all  the  way  to  Europe.  And  now,  KLM  offers  Business  Class  service 
from  Amsterdam  to  many  cities  in  Europe,  too. 

Europe's  "best"  airport  for  connections. 

Amsterdam's  International  Airport  Schiphol  was  rated  "Europe's  pre- 
mier transfer  air  port"  by  Business  Traveller  magazine.  All  connections 
are  in  one  terminal— under  one  roof. 

A  world  of  connections. 

Amsterdam  connects  to  92  cities  in  Europe  alone.  Plus  dozens  more  in 
the  Middle  East,  Far  East  and  Africa. 

"Stay-on-the-Way"—  on  us. 

KLM  invites  business  travelers  to  rest  up  in  Amsterdam— at  no  extra 
charge— on  their  way  to  40  faraway  cities  in  the  Middle  East  and 
beyond,  and  on  the  way  home,  too. 

You  can  rely  on  KLM. 

KLM  has  been  flying  business  1 1  avelers  longer 
than  any  other  airline  in  the  world  today.  A  mtmm 

good  reason  to  fly  KLM  on  your  next  W£  ■  H&JS 

business  trip  to  Europe,  or  beyond.  Call      /"^L  R^hib  iWl 

your  Tl-avel  Agent  or  KLM.  \Nv  Royal  Dutch  Airlines 


The  airline  of  the  international  business  traveler 


1982  The  Netherlands- 
America  Bicentennial, 
a  celebration  of  200 
years  of  friendship 


ANNOUNCING 
THE  GREAT 
JAMAICA 


It  isn't  often  that  practicality  and 
pleasure  agree  perfectly.  But  they  do  in 
your  choice  of  Jamaica  as  the  site  of 
your  next  convention. 

A  recent  agreement  between 
Jamaica  and  the  U.S.  gives  you  a  new 
tax  break. The  expenses  you  incur  on 
any  business  meeting  or 
convention  held  in  Jamaica  are 
tax-deductible,  just  as  they 
would  be  if  you  held  the  meeting  in  the  U.S 

Until  now  you  could  get  a  tax  break  like 

this  in  only  four  other  places  in  the 
world.  And  none  of  them  has  quite  the 
'combination  of  pleasures  that  Jamaica  has  to 
offer.  Not  just  sea,  sand  and  sun,  but  the  mile 
high  Blue  Mountains,  fresh  and  cool  even  in 
midsummer;  the  spectacular  Dunn's  River  Falls; 
the  very  special  charm  of  the  Jamaicans  themselves; 
and  a  variety  of  convention  facilities  to  accom- 
modate any  group,  from  a  handful  to  hundreds. 

For  further  information  or  assistance,  simply  call  the 
Jamaica  Tourist  Board  office  in  Chicago,  Los  Angeles 
Miami  or  New  York. 

Make  it  Jamaica. 
Again. 


What's  Ahead  tor  Business 


Edited  By  Thomas  O'Donnell 


The  recession 

is  still 
getting  worse 


Why  the  disaster 
scenario  won't 

happen  in 
the  real  world 


Bad  news  has 
"bang  bang"; 
good  news  doesn't 


THINGS  ARE  SLOWLY  TURNING  AROUND 

What's  Ahead  disagrees  with  the  gloomier  economic  forecasts 
currently  making  the  rounds.  The  consensus  seems  to  be  that  the 
economy  will  perk  up  around  midyear,  only  to  be  squelched  by  rising 
interest  rates.  But  we  think  interest  rates  will  be  low  enough  by 
summer  to  accommodate  a  slow  but  steady  pickup. 

The  prime  lending  rate  is  already  slipping  below  16%,  after  topping 
20%  last  year.  It  could  fall  below  13%  by  early  summer  when  the 
pickup  starts.  The  demand  for  business  loans  just  isn't  there. 

For  now,  the  recession  is  deepening;  the  slight  rebound  last  month 
was  just  a  fluke.  In  the  first  two  months  of  this  year,  according  to  Dun 
&  Bradstreet,  more  than  3,500  companies  have  closed  their  doors,  a 
55%  jump  over  the  first  two  months  of  1981. 

Retailers  are  the  hardest  hit,  followed  by  construction  companies.  This 
indicates  that  consumers,  who  will  lead  the  upturn,  are  still  retrench- 
ing. Consumer  fears  are  also  reflected  in  new  auto  sales,  which  plum- 
meted 27%  in  February  despite  widely  ballyhooed  rebates. 

A  turn  should  come  with  the  10%  tax  cut,  scheduled  to  go  into  effect 
July  1.  If  rates  shoot  up  once  again,  the  recovery  could  abort  almost 
before  it  begins,  but  that's  unlikely. 

Won't  the  deepening  federal  deficit  collide  with  rising  private 
demand  for  credit  to  create  a  new  explosion  in  interest  rates?  Not  in 
the  real  world,  where  compromise  averts  collisions.  The  Administra- 
tion is  quietly  signaling  it  will  compromise  on  the  budget. 

Here's  how  the  compromise  will  work:  Congress  will  take  an  ax  to 
proposed  hikes  in  defense  spending  and  the  White  House  will  go  along. 
The  Administration  is  also  willing  to  sacrifice  its  goal  of  indexing 
income  taxes  to  inflation.  If  carried  out,  those  two  concessions  will 
mean  the  Treasury  will  borrow  less  than  the  doomsayers  are  predict- 
ing, and  rates  will  not  skyrocket  during  the  second  half. 

You  can  be  sure  of  this  much:  All  the  talk  about  the  danger  of 
depression  is  just  that,  talk.  Hutton's  chief  economist  Edward  Yardeni 
started  it  by  saying  that,  in  his  view,  there  was  a  30%  chance  a 
depression  could  begin  by  midyear.  Since  then,  the  word  has  been 
bandied  about,  chiefly  because  it  makes  good  copy  for  the  media,-  it  has 
"bang-bang,"  in  TV  jargon. 

For  the  moment  few  people  are  concentrating  on  the  prospective  good 
news:  that  inflation  is  coming  under  control.  The  overall  mood  right 
now  is  gloom,  gloom,  gloom.  But  it's  a  bit  of  gloom  you  need  to  restrain 
inflation  and  set  the  stage  for  healthy  economic  growth. 
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The  Forbes  Index 


Forbes  Index 


12  month  dosc-up 
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Going  down.  The  Forbes  Index  is  still  sinking.  And  once 
again,  the  bad  news  involves  unemployment  claims,  which 
increased  another  3.1%  during  the  latest  reporting  period. 
But  high  unemployment  is  only  part  of  the  story.  Also  on  the 
downside  were  manufacturers'  new  orders,  off  by  1.7%. 
There  are  some  bright  spots,  however.  One  is  the  Con- 


sumer Price  Index,  which  increased  by  only  0.4%  in 
January.  That  translates  to  an  annual  inflation  rate  of 
4.8%.  Another  is  inventories,  which  fell  by  0.4%.  Declin- 
ing inventories  could,  of  course,  indicate  that  the  ongoing 
recession  is  nearing  its  bottom.  On  the  other  hand,  the 
bottom  may  already  be  past. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  lot  unemployment  com- 
pensation, the  coat  of  services  relative  to  au  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  is  presented  at  right. 
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Consumer  price  indexes  (1967-100) 
all  urban  consumers,  unadjusted  (Dept.  of  Labor) 
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New  boosing  starts  (thousands) 

privately  owned,  unadjusted  (Dept.  of  Commerce) 
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Industrial  production  index  (1967=100) 
seasonally  adjusted  (Federal  Reserve) 

550 


180 


Inventories 
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Manufacturer*  new  orders  and  inventories 

(Sbilliorts)  seasonally  adjusted  (Dept.  of  Commerce) 
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Unemployment  claims  (thousands) 
seasonally  adjusted  (Dept.  of  Labor) 
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Retail  store  sale*  (Sbillions) 

seasonally  adjusted  (Dept.  of  Commerce) 
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Personal  income  (Sbillions)  wage  and  salary  dis- 
bursements, seasonally  adjusted  (Dept.  of  Commerce) 

Extended 
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Consumer  installment  credit  (Sbillions) 
total,  seasonally  adjusted  (Federal  Reserve) 
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Telemarketing:  how  to 
thrive  in  the  new  economic  climate. 

«b  Telemarketing  is  the  dramatic  new  way  to  meet  and  beat  the 
soaring  cost  of  doing  business  today.  Your  Telemarketing  center  can  yield  a  range 
of  benefits— from  improved  cash  flow  and  fast  feedback  on  promotions  to 
lowered  costs,  greater  revenue,  and  increased  productivity. 

With  Telemarketing,  you  conduct  conventional  marketing  activities 
in  an  innovative  way.  You  do  it  through  the  two-way,  personal  contact  capabilities 
of  the  Bell  network,  the  world's  largest  information  management  system. 

Your  Telemarketing  center  can  be  tailored  to  handle  full-scale 
promotions,  with  people  taking  orders  from  prospects  who  respond  to  your  800 
number.  Or  it  can  provide  better  customer  service. 

Your  Telemarketing  center  can  also  support  your  sales  force  in  the 
field  and  reduce  wasted  in-person  visits.  And  can  increase  sales  and  cut  the  cost 
of  handling  accounts. 

We  can  discuss  programs  and  network  services  (such  as  800  Service 
and  Outward  WATS)  and  help  you  select  what  is  best  suited  to  your  needs. 

♦  All  you  have  to  do  is  call  now 
1-800-821-2121,  toll  free.  In  Missouri,  call      1-800-821-21 21 
1-800-892-2121. 

Put  our  knowledge  to  work  for  your  business.      Bell  System. 

The  knowledge  business 


Guest  Quarters  hotels  will  impress  you  immediately. 
They  have  luxurious  suites  instead  of  rooms. 
And,  of  course,  the  good  taste 
to  ask  me  to  tell  you  about  them.'— Dick  Cavett 


Mr.  Cavett  is  shown  relaxing  in  the 
living  room  of  a  spacious  Guest  Quarters  suitt 


"I  have  achieved  some  success;  I  am  a  frequent  traveller 
and  a  patron  of  finer  hotels.  I  have,  as  we  say  in  Nebraska, 
the  right  stuff  for  this  job.  First,  let  me  explain  what  the  ad 
guys  refer  to  as  Guest  Quarters'  Unique  Selling  Proposi- 
tion. Or,  when  they're  in  a  hurry,  USE 

"Guest  Quarters  hotels  have  no  rooms.  Only  suites. 
Big,  elegantly  appointed  suites,  each  with  its  own  living 
room,  full  dining  area,  kitchen  and  separate  bedroom. 
All  for  the  price  of  but  a  single  room  at  other  fine  hotels. 
Which  is  certainly  USP  enough  for  me. 

"I  am  also  impressed  by  Guest  Quarters'  very  personal 
suite  service.  They  will  set  your  dining  room  table  and 
serve  you  a  sumptuous  meal.  Or  stock  your  kitchen 
shelves  and  refrigerator  with  a  special  grocery  order. 


Special  suite  service  arrangements  may  also  be  made 
for  small  business  meetings  or  private  parties. 

"Even  if  you're  only  going  to  be  in  town  for  a  night, 
you  may  now  spend  it  more  comfortably  than  ever  before, 
without  paying  extra  for  the  privilege. 

"I  encourage  you  to  reserve  a  Guest  Quarters  suite  in 
any  of  the  cities  listed.  Tell  them  Dick  Cavett  sent  you. 

"I've  always  wanted  fo  say  that." 

Washington,  DC,  two  locations,  from  $110,  Houston,  TX., 
two  locations,  from  $106,  Greensboro,  N.C.,  from  $53,  Atlanta, 
GA.,  tzvo  locations,  from  $64  and  $86,  Alexandria,  VA.,  from 
$74.  For  reservation  and  information  call  toll-free  800-424-2900 
In  Washington,  D.C.  call  861-6610. 


glMOERS' 

Only  suites.  Only  the  best  hotels  in  America. 


Forbes 


Some  people  are  saying  El  Salvador  is 
another  Vietnam.  A  scholar  who  knows  the 
country  well  says:  "The  only  similarity  is 
the  phony  body  counts. " 

The  real 
El  Salvador 


By  Allan  Dodds  Frank 


What  do  we  have  against  nuns?'  From 
what  most  Americans  learn  from  the 
news — on  television  and  radio  and  in 
the  newspapers — it  would  appear  that  the 
I  '.S.  government  is  aiding  and  abetting  a 
military  dictatorship  in  El  Salvador  that 
butchers  American  nuns  and  thousands 
of  its  own  peasant  people. 

The  real  issues  in  El  Salvador  go  be- 
yond which  side  is  the  bigger  butcher.  El 
Salvador's  past  is  different  from  what  you 
may  have  been  told,  and  so  is  its  present. 
It  is  a  country  where  conscientious  re- 
formers are  battling  tremendous  odds  in 
an  attempt  to  develop  a  modern  society 
That  El  Salvador  story  has  been  lost  in  a 
propaganda  war  that  is  being  won  by 
Marxist  insurgents. 

T\  hey  called  El  Salvador's  indus- 
trious people  the  Israelis  of 
Central  America.  Hardworking, 
sharp  traders  and — for  Latin  Amer- 
ica— business  innovators. 

On  a  resource-poor  spot  of  land  only 
170  miles  long  and  60  miles  wide, 
split  by  two  mountain  ranges  and 
marked  with  more  than  20  volcanoes, 
the  approximately  5  million  people  of 
El  Salvador  created  the  finest  infra- 
structure in  Central  America.  Two 
railroads  stretched  across  the  nation, 
one  privately  owned,  one  government 
run,  and  more  than  5,400  miles  of 
roads,  nearly  half  paved,  were  in  place. 
There  was  a  good  deep-water  port  on 
the  Pacific  and  an  international-class 


airport.  The  most  extensive  use  of 
fertilizer  in  Central  America  produced 
three  strong  export  crops:  coffee,  sug- 
ar and  cotton.  Before  the  invasion- 
rebellion,  there  was  real  progress,  too. 
The  industrial  sector  was  growing  fast 


and  so  was  per  capita  income.  As  re- 
cently as  1976-78,  gross  domestic 
product  real  growth  was  averaging 
4%,  and  domestic  investment  was 
averaging  17%. 

Why  then  is  El  Salvador  so  poor, 
with  GDP  per  capita  only  a  fifth  of 
Puerto  Rico's?  Leftists  blame  the  Yan- 
quis  or  capitalism,  which  buys  raw 
materials  cheaply  and  sells  back  in- 
dustrial goods  dearly. That's  not  just  a 
myth.  It's  a  bald-faced  lie. 

Others  blame  an  oligarchy  that  con- 
trolled more  than  its  share  of  the  land 
and  wealth. 

But  the  truth  is  El  Salvador  is  poor 
because  it's  a  tiny  overcrowded  coun- 
try. The  population  growth  rate  is 
twice  Puerto  Rico's,  and  the  average 
family  size  is  six.  The  population  den- 
sity is  8%  greater  than  India's — 582 
per  square  mile,  against  539  in  India. 
Even  an  ideal  economy  might  be  able 
to  support  a  population  of  at  most  3.5 
million  to  4  million,  experts  say.  El 
Salvador,  like  so  much  of  the  develop- 
ing world,  has  become  a  victim  of  its 


The  ultimate  enemy  is  poverty 


This  speck  of  resource-scarce  land 
has  a  population  density  greater 
than  India's.  Even  so,  a  hardworking 
people,  efficient  agriculture  and 
growing  light  industry  produced 
economic  progress — 4%  GDP  gains 


in  1976-78,  for  example.  War  wiped 
that  out:  GDP  fell  6.9%  annually  the 
past  three  years.  Exports  are  down 
22%  since  1978,  private  capital  for- 
mation sank  69%.  Does  a  nation 
recover  by  equalizing  poverty? 


Florida 


EL 

SALVADOR 


Costa  Rica 


Pacific  Ocean 


Some  facts  and  figures 

Area:  8,260  square  miles 

(about  the  size  of  Massachusetts) 

Population:  4.8  million 

Annual  growth  rate  of  population:  3.1  % 

(U.S.,  1.1%;  Puerto  Rico,  1.6%) 

Life  expectancy  at  birth:  59 

(U.S.,  74;  Puerto  Rico,  72) 

Literacy:  40% 

(U.S.,  99.5%;  Puerto  Rico,  96%) 
GDP  11980):  $3.3  billion 

GDP  per  capita:  $681 

(U.S.,  $11,375;  Puerto  Rico,  $3,494) 

Exports  (1980):  $964  million 
Imports  (1980):  $956  million 


own  progress.  Because  infant  mortal- 
ity shrank  and  life  expectancy  wid- 
ened, the  population  exploded.  The 
industrious  people  of  El  Salvador  had 
trouble  keeping  ahead  of  their  own 
fecundity — "the  Malthusian  prob- 
lem," one  expert  calls  it.  The  war, 
meanwhile,  has  destroyed  the 
progress  being  made.  GDP/iV/  an  aver- 
age 6.9%  annually  the  past  three 
years,  exports  are  down  22%,  invest- 
ment has  collapsed. 

The  seeds  of  today's  struggle  sprout- 
ed in  1969  with  the  so-called  Soccer 
War  with  neighboring  Honduras,  says 
UCLA  professor  of  Latin  American 
history  lames  Wilkie,  an  acknowl- 
edged expert  on  the  area.  What  started 
as  a  brawl  among  fans  in  a  three-game 
series  of  national  teams  was  used  as 
an  excuse  by  the  Hondurans  to  expel 
thousands  of  Salvadorans  who  had 
been  squatters  in  Honduras.  "It 
brought  all  this  pressure  back  on  El 
Salvador,  which  could  not  handle 
them,"  says  Wilkie,  "and  it  ultimately 
destroyed  the  Central  American 
Common  Market.  It  also  left  a  large 
no-man's  land  between  the  two  coun- 
tries where  the  guerrillas  could  make 
a  base."  That  was  1969,  and  for  the 
next  decade,  while  guerrillas  trained 
in  the  no-man's  land,  the  country 
went  through  the  beginnings  of  politi- 
cal change  and  reform. 

Jose  Napoleon  Duarte,  then  leader 
of  the  opposition,  probably  won  the 
election  of  1972.  But  the  military 
imprisoned  and  then  deported 
Duarte.  hi  October  of  1979,  however, 
a  group  of  reform-minded  officers 
overthrew  the  government,  brought 
back  Duarte,  and  early  in  1980  began 
a  series  of  dramatic  economic  moves, 
taking  over  the  largest  farms,  nation- 
alizing banks  and  exports.  If  it  was 
authoritarian,  it  was  pro-reform  au- 
thoritarianism. A  New  Deal  backed 
by  force.  The  aim  was  equally  to  curb 
the  left  and  right — Marxist  guerrillas 
who  had  built  their  war  chest  with 
kidnapping  and  murder,  and  the  mur- 
derous right-wing  forces  of  Roberto 
D'Aubuisson,  an  expelled  army  ma- 
jor, and  other  security  forces  abetted 
by  some  military  men. 

The  bloodshed  was  unleashed  by 
those  who  opposed  reform.  Those  on 
the  right  wanted  to  keep  the  status 
quo  ante.  Those  on  the  left  wanted 
power,  pure  and  simple.  "The  Salva- 
doran,  people,  as  a  group,  have  the 
best  reputation  in  Central  America 
for  being  productive,"  says  a  U.S. 
State  Department  official.  "I  have  to 
admit  they  also  have  the  reputation 
for  being  the  most  violent  people 
around  Central  America,  which  is 
saying  quite  a  lot." 


Violent  or  not,  history  also  tells  us 
that  small  crowded  nations  can  cre- 
ate successful  economies  with  effi- 
cient agriculture  or  industrialization 
or  both  and  a  measure  of  social  jus- 
tice and  discipline.  Examples  abound 
from  Belgium  to  Hong  Kong.  That 
type  of  development  is  possible  in  a 
free  El  Salvador  when  peace  comes: 
expansion  of  light  industry  tied  to 
leather;  shoes;  other  labor-intensive 
products;  semifinished  products  from 
cotton  and  coffee  and  a  push  into 
new  exports  of  vegetables  and  fruit. 

The  linchpin  of  these  hopes  was  the 
land  reform  program,  aimed  at  split- 
ting the  large  farms  of  the  wealthy 
class  and  creating  a  new  middle  class 
of  freeholders.  So  much  has  been  done 
in  this  regard  that  one  wonders  what 
the  leftists  really  want — other  than 
power  and  blood. 

So  far,  in  Phase  I  of  the  plan,  326 
plantations  of  1,235  acres  or  more 
have  been  turned  over  to  peasant- 


"Tfie  Salvadoran  people,  as 
a  group,  have  the  best  repu- 
tation in  Central  America 
for  being  productive.  I  have 
to  admit  they  also  have  the 
reputation  for  being  the 
most  violent  people  around 
Central  America,  which  is 
saying  quite  a  lot." 


owned  private  cooperatives  with 
nearly  60,000  members.  Phase  II, 
which  was  to  have  confiscated  small- 
er farms — 250  acres  and  up — was 
killed  by  widespread  resistance  and 
the  realization  that  the  owners  were 
middle  class,  not  upper  class.  A  third 
phase  of  the  reform,  the  Land  to  the 
Tiller  program,  aims  to  give  title  to 
150,000  tenant  farmers  for  the  small 
plots — up  to  1 7  acres — they  now  rent. 

"The  land  reform  has  just  about 
broken  the  back  of  the  old  oligarchy," 
says  Jack  Heberle  of  the  AFL-CIO- 
funded  American  Institute  for  Free 
Labor  Development.  "The  land  re- 
form had  been  the  desire  of  the  cam- 
pesinos  for  the  last  20  years.  I  sincere- 
ly believe  it  is  going  to  be  a  permanent 
part  of  the  Salvadoran  economic,  po- 
litical and  social  backdrop." 

Mary  Temple,  an  official  of  the 
Land  Council,  a  New  York-based 
group  supporting  the  land  program, 
points  out:  "Successful  land  reform 
did  happen  in  Japan,  Taiwan  and 
South  Korea."  It  might  have  hap- 
pened in  Salvador  as  well,  had  not  a 
rebellion  nurtured  from  outside  dis- 
rupted it. 

There's    another    alternative,  of 


course,  the  Marxist  solution  that 
some  Americans  seem  to  think 
makes  ^ense.  Considering  the  vio- 
lence of  the  civil  war,  a  rebel  victory 
probably  would  bring  on  a  massive 
refugee  flight,  larger,  even,  than  those 
of  Cuba  or  Vietnam,  with  the  regime 
eager  to  get  rid  of  people  and  the  mid- 
dle class  fleeing  for  its  life.  There 
would  be  the  usual  military  buildup, 
the  massive  bureaucracy;  land  reform 
would  turn  into  collectivization  and 
industrial  and  farm  production  would 
stagnate. 

If  there  is  one  thing  Marxist-Lenin- 
ists hate,  it  is  genuine  social  and  eco- 
nomic reform.  Probably  the  leftists  do 
not  really  think  they  can  seize  power 
soon;  but  they  can  disrupt  reform  and 
thus  pave  the  way  for  their  own  even- 
tual takeover.  Unfortunately,  they 
have  many  allies  in  the  U.S.,  the  well- 
meaning  but  misinformed  or  willfully 
ignorant  who  prattle  that  Salvador  is 
another  Vietnam.  "The  only  similar- 
ity with  Vietnam  is  this  erroneous 
concept  of  body  counts,"  says  Wilkie, 
who  edits  the  Statistical  Abstract  of  Ixtt- 
in  America.  "Why  not  say  it's  another 
Malaysia,  where  a  democratic  govern- 
ment is  trying  to  put  down  insurgents 
armed  from  the  outside:  " 

With  a  period  of  relative  peace  fol- 
lowing the  Mar.  28  elections,  in 
which  the  U.S.  is  counting  on  Presi- 
dent Duarte 's  favored  Christian 
Democratic  Party  to  win,  the  short- 
term  prospects  for  the  economy  aren't 
all  bad.  The  U.S.  expects  imports  to 
increase  this  year,  U.S.  aid  is  going  to 
be  up  sharply  from  the  SI 60  million  of 
last  year,  and  the  International  Mone- 
tary Fund  is  expected  to  produce  an- 
other $50  million.  Given  a  couple 
years  of  stability,  a  State  Department 
expert  says,  "people  who  are  still  in 
the  country  and  have  sent  money  out 
might  start  bringing  it  back." 

"El  Salvador's  production  capacity, 
despite  large-scale  economic  sabo- 
tage, remains  largely  intact,"  reported 
Senators  Claiborne  Pell  (D-R.I.)  and 
Patrick  Leahy  (D-Vt.),  after  a  trip 
there  in  February.  "The  private  sec- 
tor, one  analyst  told  us,  is  on  its  knees 
right  now,  but  not  on  its  back." 

The  seeds  of  social  justice  and  eco- 
nomic progress  have  been  planted.  All 
they  need  is  a  little  peace  and  some 
time  to  grow. 

"Most  people  want  to  try  a  reason- 
able form  of  democratic  govern- 
ment," says  Ernesto  Rivas-Gallont,  El 
Salvador's  ambassador  to  the  U.S.  "I 
think  Central  America  will  become 
more  democratic."  Unless,  that  is,  the 
American  people  are  persuaded  to 
turn  their  backs  on  the  budding  Salva- 
doran democracy.  ■ 


Why  has  American  Airlines  stock  been 
strong  in  a  weak  market?  Because  its  long- 
term  strengths  are  beginning  to  overshad- 
ow its  immediate  problems. 

Looking  beyond 
the  valley 


By  Jane  Carmichael 

American  Airlines  Chairman 
Albert  Casey  leans  back  in  his 
i  swivel  chair  in  Grand  Prairie, 
Tex.  and  clasps  his  hands  behind  his 
head.  "I  guess  you  know  I  would  rath- 
er not  talk  about  brother  John,"  he 
says  with  a  smile.  "It's  a  miracle 
we're  still  close  friends,  considering 
all  that's  going  on.  hi  fact,  he  gave  me 
a  big  birthday  party  Sunday." 

Nevertheless,  Casey  proceeds  to 
talk  quite  a  bit  about  older  brother 
John  Casey,  who  is  chairman  of  arch- 
rival Braniff  International  at  nearby 
Dallas-Ft.  Worth  Regional  Airport  (see 
box,  p.  34).  Last  November  Braniff 
slashed  its  fares  by  up  to  53%  in  a 
desperate  attempt  to  keep  itself  going 
until  the  heavy  summer  season,  and 
with  a  third  of  its  routes  competing 
head-on  with  Braniff's,  American  (as 
well  as  Delta,  the  other  major  factor  at 
DFW)  had  no  choice  but  to  match  the 
cuts.  That's  costing  American  an  esti- 
mated $12  million  a  month  in  rev- 
enue and  contributed  to  its  fourth- 
quarter  1 98 1  operating  loss  of  $35  mil- 
lion. Says  Casey,  "If  it  [the  fare-slash- 
ing] continues  into  the  second  quar- 
ter, there's  no  doubt  it  will  destroy  the 
summer,  when  we  usually  make  most 
of  our  money." 

Obviously,  the  best  thing  for  both 
American  and  Delta  would  be  for 
Braniff  to  go  under.  Says  Braniff's  em- 
battled President  Howard  Putnam: 
"By  overlapping  our  routes,  American 
is  doing  everything  possible  to  make 
it  as  difficult  for  us  as  they  can.  For 
example,  they  followed  us  into  Harlin- 
gen,  Tex.  and  then  undercut  our  fares 
by  something  like  30%." 

This  unbrotherly  behavior  under- 
scores the  dog-eat-dog  nature  of  the 
competition  that  is  raging  in  the  air- 


American  Airlines  Chairman  Albert  Casey 
"I  need  a  minimum  of  $200  million." 


line  business  today.  Deregulation  of 
fares  and  routes,  imposed  on  the  in- 
dustry in  1978  by  Congress,  is  leading 
to  the  inevitable  result:  the  elimina- 
tion of  weaker  airlines  and  the  even- 
tual domination  by  a  handful  of  strong 
lines.  There's  little  doubt  that  Ameri- 
can will  be  among  the  survivors — and 
Braniff  among  the  losers.  Says  Antho- 
ny Low-Beer,  airlines  analyst  with 
L.F.  Rothschild,  "We  judge  American 
to  be  developing  into  one  of  the  best- 
managed  of  the  large  airlines." 

It  hasn't  always  been  so.  For  years, 
American  had  one  of  the  highest  cost 
structures  in  the  business.  It  had  over- 
committed  itself  to  widebodied  jets  in 
the  late  1960s,  when  jet  fuel  was  still 


cheap  and  business  was  booming.  Its 
labor  contracts  compare  unfavorably 
with  those  of  most  airlines:  It  has 
been  unionized  since  the  1930s  and 
was  reluctant  to  take  strikes  and  lose 
its  image  for  quality  service. 

Then  came  the  huge  1980  losses. 
American  responded  by  cutting  back 
deep  and  fast.  By  the  end  of  last  year  it 
had  grounded  all  62  of  its  aged  Boeing 
707s — and  since  mid- 1980  has  laid  off 
14%  of  its  employees.  As  a  result, 
although  revenues  climbed  only  7% 
last  year,  to  $4.1  billion,  American 
turned  an  operating  loss  in  1980  of 
$86  million  into  an  operating/wo///  Ln 
1981  of  $72  million.  Its  cash  holdings 
have  climbed  close  to  the  half-billion- 
dollar  mark. 

Best  of  all,  American's  break-even 
load  factor — the  percentage  of  seats  it 
needs  to  fill  before  it  can  make  mon- 
ey, thus  a  good  index  of  overall 
costs — went  from  fourth  worst  among 
the  majors  in  1980's  third  quarter  to 
fourth  best  in  198  l's. 

To  be  sure,  there's  still  more  to  be 
done.  Casey  needs  to  borrow  $1.8  bil- 
lion for  Boeing  757s  and  767s  to  re- 
place less-efficient  727s,  747s  and 
DC- 10s.  That's  why,  just  after  Braniff 
announced  its  fare  cuts  last  winter, 
Casey  asked  his  employees  for  a  tem- 
porary 5%  wage  cut  and  freeze  to  part- 
ly offset  the  lost  revenue — even 
though  at  the  time  American  had 
barely  begun  to  lose  money.  When  the 
unions — predictably — refused,  Casey 
cancelled  the  757  orders.  Though  they 
weren't  due  to  be  delivered  until  late 
1984,  he  would  have  had  to  sign  con- 
tracts in  a  matter  of  days. 

"I  need  a  minimum  of  $200  million 
a  year  [in  additional  operating  prof- 
its]," says  he.  "We  cannot  give  job 
security  unless  we  get  $200  million." 
Casey's  second-in-command,  Presi- 
dent Robert  Crandall,  has  been  on  the 
road  trying  to  persuade  the  unions  to 
change  their  minds.  Casey  is  not  say- 
ing American  is  going  broke,  simply 
that  he  is  determined  it  will  never 
again  be  a  high-cost  carrier. 

In  pressuring  the  unions,  Casey  and 
Crandall  are  walking  a  fine  line.  To 
gain  a  marketing  edge  in  the  battle  for 
survival,  American  needs  to  strength- 
en its  old  image  of  quality.  It  can't 
easily  do  so  with  disgruntled  employ- 
ees and  without  enough  money  to  of- 
fer free  peanuts  with  the  drinks.  So 
far,  Casey  and  Crandall  seem  to  be 
walking  that  fine  line. 

Says  Marc  Klee,  portfolio  manager 
for  National  Aviation  and  Technology 
Corp.,  "In  general,  people  couldn't  care 
less  what  airline  they  fly.  But  for  some 
reason,  they  go  out  of  their  way  to  fly 
American."  Every  two  years  the  Inter- 


Sibling  rivalry  with  a  smile 


Albert  and  John  Casey  grew  up  during  the  Depres- 
sion in  Boston,  their  mother  having  founded  The 
Bartlett  School  in  Arlington,  Mass.  to  help  with  the 
family  finances.  Now  the  brothers  are  heading  two 
rival  airlines  in  the  same  city.  Last  year  John  Casey 
joked  about  the  coincidence.  "Too  bad  our  mother  isn't 
alive,"  he  quipped.  "She  would  have  been  proud  of  us — 
between  us,  we  owe  $2  billion." 

The  Casey  brothers  followed  very  different  routes  to 
the  debt-ridden  airlines  business.  John  Casey,  who  at 
63  is  less  than  two  years  older  than  Al,  has  been  there 
almost  all  his  professional  life.  He  studied  civil  and 
aeronautical  engineering  at  Massachusetts  Institute  of 
Technology  and  in  1946  went  to  work  as  an  engineer 
for — get  this — American  Airlines.  After  ten  years  there 
he  moved  on  to  aviation  consulting  and  eventually 
wound  up  at  Braniff  in  1968,  where  he  has  been  chair- 
man since  Harding  Lawrence's  forced  resignation  at 
the  end  of  1980. 

Al  Casey  went  to  Harvard,  got  an  M.B.A.  in  finance, 
and  worked  for  the  Southern  Pacific  Railway  and  the 


Railway  Express  Agency  before  joining  the  Times  Mir- 
ror Co.  (owner  of  the  Los  Angeles  Times  and  other 
newspapers)  in  1963.  By  1974,  when  he  was  recruited 
to  take  over  as  chairman  of  American  Airlines,  Casey 
was  president  of  the  publishing  company.  The  story 
goes  that  Al  kept  telling  the  headhunters  it  must  be  his 
brother  they  wanted,  not  him. 

The  Caseys,  who  live  only  4  miles  or  so  apart,  see 
each  other  socially  a  couple  of  times  a  month,  and  both 
say  they  keep  business  out  of  the  conversation.  That 
must  be  quite  a  feat.  American  executives  are  periodi- 
cally quoted  in  the  press  as  saying  Braniff 's  fare  cuts  are 
"irresponsible."  John  Casey  and  Braniff  President 
Howard  Putnam,  for  their  part,  sent  a  memo  to  Braniff 
employees  last  fall  saying  American's  complaints  were 
"like  Goliath  saying  David  was  a  bully." 

It's  clear  that  the  brothers'  excellent  senses  of  humor 
prevent  their  sibling  rivalry  from  turning  into  sibling 
bitterness.  Smiles  Al  Casey:  "If  I  were  in  John's  posi- 
tion, I  probably  would  have  cut  fares,  too.  But  it's  still 
irresponsible." — J.C. 


national  Airline  Passengers  Associ- 
ation polls  its  members,  who  take  an 
average  of  40  flights  a  year,  to  find  out 
which  airlines  they  prefer.  American 
has  won  in  the  domestic  category  four 
times  in  a  row. 

That's  the  kind  of  customer  loyalty 
American  was  playing  on  when  it  in- 
troduced the  AAdvantage  program 
last  year.  Frequent  fliers  get  free  trips 
or  upgrades  from  coach  to  first  class 
when  they  pass  successive  mileage 
landmarks. 

Attracting  and  holding  steady  cus- 
tomers is  also  the  idea  behind  the 
hub-and-spoke  route  system  Ameri- 
can has  built  at  DFW  since  it  moved 
there  from  New  York  late  in  1978.  (It 
already  had  such  a  system  in  Chica- 
go.) American's  unpainted  silver  jets 
now  fly  in  and  out  of  DFW  from  about 
100  cities,  16  of  them  added  last  year, 
and  its  market  share  (of  passengers 
boarded)  there  has  gone  from  31%  in 
1979  to  48%  now,  as  against  31%  for 
Braniff  and  14%  for  Delta. 

There  are  two  advantages  to  "com- 
plexing,"  as  it's  called.  As  Delta 
proved  years  ago  in  Atlanta,  it's  a 
great  way  to  fill  seats  that  might  oth- 
erwise fly  empty.  You  bring  in  20 
planes  from  various  points  east  at  1 1 
a.m.,  let  them  exchange  passengers 
and  luggage,  and  then  fling  them  out 
to  20  points  west  at  11:30  a.m.  That 
keeps  your  planes  busy  and  helps  pro- 
tect you  from  competition,  including 
cut-rate  regionals  like  Texas  Interna- 
tional. (It's  more  convenient  to  make 
connections  when  you  stay  with  a 
single  airline.)  Some  90%  of  the  pas- 
sengers who  arrive  in  Dallas  on 
American  continue  on  American  to 


points  beyond — a  retention  rate 
roughly  equal  to  Delta's  in  Atlanta. 

American  may  have  an  operating 
loss  of  $25  to  $40  million  in  the  first 
quarter,  by  one  estimate,  and  analysts 
are  projecting  full-year  net  from  $1  to 
$3pershare.Notspectacular,  certainly, 


but  in  a  weak  market  American  Air- 
lines stock  has  been  strong,  having 
climbed  25%  in  a  couple  of  months  on 
rising  volume.  Clearly,  a  good  many  in- 
vestors are  looking  beyond  the  current 
turmoil  to  American's  almost  certain 
emergence  as  a  healthy  survivor.  ■ 


There  s  doom  and  gloom  on  Wall  Street, 
so  we  went  off  to  find  some  optimists. 


Three  lonely 
bulls 


By  Pamela  Sherrid 


T|  his  month,  when  the  Dow 
traded  below  800  for  the  first 
time  in  two  years,  we  went 
hunting  for  bulls  on  Wall  Street.  The 
search  wasn't  easy,  but  we  found 
three  respected  investment  analysts, 
each  with  his  own  reasons  for  opti- 
mism. If  you  are  a  contrarian,  you 
should  be  interested. 

Howard  Winell  is  a  market  analyst 
at  Bostian  Research  Associates  who 


believes  that  the  averages  are  about  to 
rally.by  10%  to  15%— likely  followed 
by  a  bigger  move  up  that  could  turn 
into  an  "explosive"  bull  market.  "The 
bears  are  going  to  be  terribly  embar- 
rassed, and  short  sellers  are  at  a  great 
risk,"  he  warns. 

Winell  uses  a  computer  program  to 
see  where  stocks  close  in  relation  to 
their  daily  trading  range.  "Near  the 
end  of  an  advance,  prices  will  be  up, 
but  the  close  will  be  nearer  the  daily 
lows,"  he  explains,  pointing  to  a  12- 
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Howard  Wine//  of  Bostian  Research 
Trading  ranges  turn  him  on. 


John  Mendelson  of  Morgan  Stanley 
He's  high  on  the  low  list. 


John  McCarthy  of  Affiliated  Fund 
Lower  inflation  will  fuel  a  boom. 

year  history  of  market  analysis. 

Now,  however,  Winell  sees  the  op- 
posite divergence.  For  the  past  eight 
weeks,  while  price  indexes  have  fall- 
en, stocks  have  been  closing  nearer 
their  daily  highs.  "The  last  time  we 
saw  a  positive  divergence  of  this  dura- 
tion was  from  January  to  March  of 
1978,"  he  says,  barely  controlling  his 
excitement.  "After  that  we  saw  a  200- 
point  advance." 

John  Mendelson,  a  market-timing 
specialist  at  Morgan  Stanley,  also 
thinks  an  abrupt  reversal  is  immi- 
nent, but  not  because  of  daily  trading 
ranges.  He  takes  comfort  in  the  New 
York  Stock  Exchange  list  of  new  lows. 
"Fewer  and  fewer  stocks  have  ap- 


peared even  as  the  indexes  plummet- 
ed," he  explains.  He  thinks  that  the 
Mar.  3  list  of  145  stocks  is  a  collec- 
tor's item:  "It  includes  virtually  every 
animal  associated  with  energy  in  any 
possible  form." 

Mendelson  finds  that  heartening 
because  he's  convinced  that  a  market 
decline  ends  with  the  destruction  of 
old  leadership.  So  he's  also  reveling  in 
the  brutal  comedown  of  small  tech- 
nology stocks.  "There's  a  remarkable 
similarity  to  the  low  list  in  October 
1974,  vvhen  the  Nifty  Fifty  were 
crushed,"  he  explains.  All  the  devasta- 
tion, says  Mendelson,  has  blinded  in- 
vestors to  broad  improvement  else- 
where. "It  is  fascinating  to  watch  Da- 
tapoint  get  destroyed.  But  look  at 
American  Express,  GE,  Union  Car- 
bide, Penney,  Texas  Instruments, 
Minnesota  Mining,"  he  says,  flipping 
through  his  stock  book.  "They  all 
have  been  holding  way  above  their 
September  lows." 

How  about  someone  who  is  putting 
money  where  his  mouth  is?  John  Mc- 
Carthy is  more  than  an  analyst,-  he 
manages  Lord  Abbett's  SI. 5  billion 
Affiliated  Fund,  one  of  the  industry's 
largest.  Even  though  McCarthy  thinks 
the  market  may  go  down  slightly  be- 
fore it  goes  up,  at  the  moment  he  is 
close  to  fully  invested.  "Everyone  says 
they  buy  on  weakness,  but  I  do  it," 


asserts  this  market  veteran. 

For  him,  inflation  is  the  key. 
"When  people  perceive  that  inflation 
is  under  control,  the  Dow  isn't  going 
to  stop  at  1000.  It'll  probably  keep 
going  to  3000,"  says  McCarthy.  As 
evidence,  he  brandishes  a  chart  show- 
ing steep  market  rises  that  begin 
when  increases  in  the  CPI  end.  For 
instance,  after  the  inflationary  years 
of  both  world  wars,  the  market 
boomed  by  more  than  500%.  McCar- 
thy thinks  the  inflationary  spiral  that 
began  with  the  Vietnam  War  is  finally 
winding  down,  and  he  is  particularly 
pleased  that  many  major  labor  con- 
tracts are  up  for  renewal  in  the  midst 
of  a  recession. 

"When  Volcker  starts  to  believe 
that  inflation  is  slowing,  the  Fed  will 
change  its  tight-money  policies.  Ev- 
eryone will  say,  'Jesus,  I  didn't  expect 
that!'  "  McCarthy  predicts.  The  bud- 
get deficit?  "It's  a  nonevent.  When 
people  on  both  sides  of  the  aisle  in 
Congress  are  up  in  arms,  the  correc- 
tion is  already  on  its  way." 

These  days,  Winell,  Mendelson  and 
McCarthy  are  in  a  definite  minority. 
It  took  a  bit  of  legwork  even  to  find 
three  Wall  Streeters  willing  to  be  bull- 
ish in  print.  Are  they  right?  Who 
knows.  But  this  much  is  certain: 
There  aren't  many  people  around  who 
got  rich  by  following  the  crowd.  ■ 


Do  you  feel  like  gambling  where  the  true 
odds  could  be  stacked  heavily  against  you? 
Then  try  those  new  Kansas  City  Board  of 
Trade  stock  index  futures. 

Better  the 
racetrack 


By  Thomas  O'Donnell 


BEFORE  ANYONE  TALKS  yOU  into 
trading  in  those  new-fangled 
stock  index  futures,  better  be 
sure  you  understand  what  they  are 
and  how  they  work.  So  here  goes: 

•  The  contracts  are  based  on  the 
1700-stock  Value  Line  Composite  Av- 
erage. (Dow  Jones  &.  Co.  refused  to 
allow  use  of  the  more  familiar  Dow 


Jones  Industrial  Average.) 

•  Depending  on  whether  you  are 
bullish  or  bearish  on  the  stock  mar- 
ket, you  can  go  either  long  or  short. 

•  The  appeal  is  the  leverage.  The 
contract's  value  is  based  on  the  Value 
Line  average  multiplied  by  $500.  Re- 
cently the  index  stood  at  119,  so  a 
contract  was  worth  $59,500.  If  you  are 
a  speculator,  you  put  up  an  initial  mar- 
gin of  $6,500,  and  only  half  that  if  you 


are  .1  hedger.  (Speculators  assume  risk 
thai  hedgers  avoid.)  So,  if  the  index 
rises  13  points,  speculators  double 
then  money. 

In  the  stock  market,  by  contrast, 
margins  are  set  at  50%.  To  buy  shares 
valued  at  $59,500  you  would  have  to 
put  up  a  hefty  $29,750.  In  addition, 
the  stock  commission  would  run  you 
about  $500.  With  futures,  that  cost  is 
eut  to  $100  or  less.  Obviously,  this 
new  game  may  appeal  to  those  for 
whom  the  stock  market  is  too  slow. 

but  leverage  means  high  risk.  In 
fact,  you  run  the  risk  of  getting  a 
margin  call  every  day,  because  your 
account  is  marked  to  market  daily.  If 
you  fail  to  meet  a  margin  call,  your 
broker  could  sell  you  out.  Suppose  you 
were  long  one  contract.  If  the  index 
declined  trom  119  to  112  and  you 
failed  to  put  up  more  margin,  you 
would  lose  about  $.1,500  plus  commis- 
sion. Adding  to  the  potential  volatil- 
ity is  the  nature  of  the  Value  Line 
average;  unweighted,  it  gives  as  much 
weight  to  tiny  stocks  as  it  does  to  Big 
Bo. iul  giants  like  IBM 


Another  caveat:  Because  there  is  no 
underlying  commodity,  profits  on 
stock  index  futures  are  not  taxed  at 
the  attractive  32%  effective  rate  that 
applies  to  other  commodities.  Short- 
term  gains  are  taxed  at  a  50% -rate. 

Who  guarantees  the  contracts? 
Who's  the  bookie?  The  exchange's 
clearinghouse  guarantees  both  buyer 
and  seller.  If  the  market  goes  against 
you,  and  you  go  bust,  the  clearing- 
house will  pay  oft  the  winners. 

Who  is  expected  to  play  the  game? 
Chiefly  big,  respectable  institutions, 
according  to  the  Board  of  Trade.  Stock 
index  futures  will  help  them  hedge 
their  portfolios.  That,  ol  course,  is 
wishful  thinking:  The  real  players  are 
the  speculative-minded  section  of  the 
public,  and  they  find  themselves  play- 
ing in  a  zero-sum  game.  For  every  one 
who  wins,  another  must  lose. 

Stock  index  tutures  would  have  ar- 
rived years  ago,  were  it  not  for  the 
long-standing  feud  between  the  Com- 
modity Futures  Trading  Commission 
and  the  Securities  &  Exchange  Com- 
mission  over  who   would  regulate 


them.  Last  fall  the  two  agencies  gc 
together  to  carve  up  their  turf.  Stoc 
index  futures  went  to  the  CFTC 
whose  Reagan-appointed  Chairma 
I'hihp  lohnson  believes  in  letting  th 
market  decide  which  contracts  ai 
economically  viable. 

Thus  tar,  volume  on  the  Kansa 
City  Board  of  Trade  has  been  a  model 
ate  2,000  contracts  per  day.  Althoug 
things  are  a  bit  slow  in  Kansas  Cit) 
you  will  be  hearing  more  hype  in  corr 
tng  weeks.  Futures  exchanges  in  hot 
Chicago  and  New  York  are  awaitin 
regulatory  approval  for  similar  cor 
tracts.  These  may  be  more  successfi 
in  luring  institutional  hedgers  becaus 
they  will  be  based  on  the  Standard  t 
Poor's  500  and  the  New  York  Stoc 
Exchange  Composite  Index,  as  th 
fluctuations  of  both  more  accuratel 
reflect  institutional  portfolios. 

Meanwhile,  our  best  advice  is 
Don't  be  the  first  on  your  block  to  ge 
into  the  game.  The  professional  trad 
ers  you  could  be  playing  against  aren' 
in  the  game  to  provide  you  with  low 
cost  entertainment.  ■ 


Morry)  Weiss  has  big  plans  to  take  on  Hall- 
mark. Send  him  a  card  in  two  years — then 
you  will  know  whether  to  make  it  sympa- 
thy or  congratulations. 

Greetings  from 
the  competition 


By  Jeff  Blyskal 


Alan's  card  shop  111  Brooklyn, 
with  its  tranquil  modern  decor 
i  and  quiet  buff-colored  carpet- 
ing, seems  an  unlikely  battleground. 
But  the  neatly  arranged  card  racks  at 
Alan's,  like  those  in  similar  stores 
across  the  country,  are  the  front  lines 
ot  .111  aggressive  new  campaign  by 
American  Greetings  Corp.  Objective: 
to  unseat  privately  owned  Hallmark 
trom  its  preeminent  position  in  the 
$2  billion-a-year  market  for  cards, 
wrapping  paper  and  other  paper 
goods  "We  want  to  be  the  dominant 
force  in  the  industry,"  says  Morry 
Weiss,  AG's  president. 


That  is  no  idle  boast.  AG,  with  rev- 
enues of  about  $630  million,  is  hall 
Hallmark's  size,  but  its  performance 
of  late  has  been  impressive.  Earnings 
last  year  were  probably  up  24%,  to 
$32.8  million.  The  company  has  plans 
tor  a  new  marketing  campaign,  and 
industry  observers  say  it  is  in  a  posi- 
tion to  give  Hallmark  its  first  real 
challenge. 

Twenty  years  ago  there  were  two 
kinds  of  greeting  card  companies: 
Hallmark  and  everybody  else.  Tiny 
AG,  to  avoid  the  giant  that  dominated 
card  and  department  stores,  decided 
to  mass-market  its  lower-priced,  low- 
er-quality cards  in  pharmacies.  With 
modest  success  through  the  Sixties 


and  Seventies,  AG  moved  into  vanet 
stores,  discount  stores  and  finally  su 
permarkets.  Hallmark  followed  sui 
eventually — but  it  basically  stuck  ti 
its  traditional  outlets. 

"Now,  the  stores  we're  dominant  ii 
are  going  to  experience  the  fastes 
growth,"  says  Weiss,  thanks  to  ener 
gy-conscious  one- stop  shopping,  fo 
example.  And  the  profitability  o 
cards,  with  100%  markups,  means  j 
well-stocked  140-to- 160-foot  card  de 
partment  can  add  $100,000  t< 
$130,000  a  year  to  a  store's  net. 

Over  the  years,  AG's  marketinj 
strategy  has  paid  off.  Weiss'  company 
now  has  an  estimated  35%  marke 
share,  vs.  45%  for  Hallmark.  But  wit! 
the  low  end  as  firm  footing  that  pro 
vides  4%  to  5%  unit  growth  per  year 
the  Cleveland  cardmaker  is  gearing  u{ 
tor  a  push  into  card  and  gift  stores 
Hallmark's  traditional  turf  and  tin 
single  largest  market  segment. 

AG  is  actively  upgrading  its  prod 
ucts  and  prices.  "Consumers  are 
buying  a  higher  proportion  of  oui 
higher-priced  cards,"  says  Henr) 
Lowenthal,  chief  financial  officer 
"It's  a  combination  of  inflation  anc 
the  fact  that  the  price  is  printed  right 
on  the  back  of  the  card.  The  recipient 
knows  what  the  sender  paid." 

Beyond  that,  AG  has  launched  its 
first  national  television  advertising 
campaign  and  improved  its  inventor} 
system.  Its  slow  15-day  turnaround 
time  was  unpopular  with  independent 
store  owners,  who  want  high  turnover 


on  the  lowest  inventory.  Weiss  is  also 
willing  to  buy  market  share.  Hallmark 
charges  retailers  2.5%  of  sales  to  cov- 
er freight  costs  and  refuses  to  share 
Christmas-card-retum  losses.  AG  is 
more  generous  on  both  counts  and  it 
even  gives  away  display  racks. 

All  this  has  not  gone  unnoticed  by 
Hallmark,  though  its  executives  re- 
fuse to  say  much  about  the  newly 
competitive  environment.  "We  have 
no  new  strategy  just  because  of 
American  Greetings,"  explains  a 
spokesman.  Industry  experts,  mean- 
while, point  out  that  Hallmark  is 
making  a  stronger  play  for  AG's  tradi- 
tional markets.  Also,  last  month  Hall- 
mark dumped  its  advertising  agency 
of  35  years  and  staged  a  creative  run- 
off for  its  $16  milhon-a-year  account. 
The  old  promotion,  so  Madison  Ave- 
nue sources  say,  was  too  stodgy  for 
the  more  competitive  environment. 

AG,  in  fact,  may  have  chosen  the 
best  of  times  to  launch  an  attack.  Its 
own  earnings  are  buoyed  by  the  phe- 
nomenal success  of  royalties  on 
Strawberry  Shortcake,  a  card  charac- 
ter that  became  a  runaway  licensing 
success.  Meanwhile,  the  Hall  family, 
Hallmark's  owner,  seems  to  have  a 
plateful  of  troubles.  There  is  the  bur- 
den of  debt  and  losses  from  the  85- 
acre,  $500  million  Crown  Center  in 
Kansas  City  (Forbes,  Aug.  4,  1980)  as 
well  as  the  specter  of  $3  billion  in 
lawsuits  stemming  from  last  July's 
Crown  Center  Hyatt  Hotel  disaster. 

Still,  that  does  not  mean  going  up 
against  the  industry  leader  will  be  easy. 
AG  won't  talk  figures,  but  Hallmark's 
id  budget  amounts  to  half  its  competi- 
tor's 198 1  earnings.  And  Hallmark  may 
not  even  have  to  match  AG's  retailer 
incentives.  "Hallmark  has  something 
AG  doesn't  have — a  name  that  means 
quality,"  says  one  retailer.  "AG  will 
never  catch  up  until  it  improves  its  card 
line.  So  far,  it  has  upgraded  prices  more 
than  quality." 

Even  AG's  strengths  may  pose 
problems.  Its  1981  earnings  shot  up 
14%,  but  almost  all  of  that  resulted 
from  licensing  Strawberry  Short- 
:ake — gains  that  helped  its  stock 
price  double  during  the  year.  Take 
away  that  contribution  to  earnings — 
an  estimated  minimum  $2.5  million 
in  1980  and  $7.5  million  in  1981— and 
AG's  basic  card  business  threw  off 
little  more  profit  during  the  last  two 
years  than  in  1979.  In  fact,  earnings 
haven't  kept  pace  with  unit  sales 
growth. 

Why  is  that  bad?  AG  and  68  other 
producers  of  Strawberry  Shortcake 
dolls,  blankets,  nightwear  and  1,000 
other  items  are  mesmerized  by  $300 
million  worth  of  retail  sales  last  year, 


American  Greetings  President  Many  Weiss 
"We  want  to  be  the  dominant  force." 


of  which  AG's  royalty  take  is  5%.  But 
the  market  is  already  so  saturated,  AG 
will  not  license  any  more  Strawberry 
Shortcake  products  this  year.  What  if 
the  kids  develop  a  toothache  ovei 
such  gooey  spinoff  characters  as  Cus- 
tard the  cat,  Lime  Chiffon,  Butter 
Cookie  and  Jelly  Bear? 

Weiss'  answer  is  a  newly  formed 
division:  Those  Characters  From 
Cleveland.  Its  46  employees  are  work- 
ing to  develop  a  steady  stream  of  new 
licensing  properties,  and  AG  has  al- 
ready surpassed  Hallmark  in  this  re- 
spect. However,  the  last  licensing  su- 
perstar to  come  from  the  hundreds  of 
characters  introduced  was  Ziggy,  a 
popular  cartoon  character  brought  out 
ten  years  ago.  Division  co-president 


John  Chojnacki  admits  there  is  no 
way  to  predict  when  another  super- 
character  will  come  along. 

So  American  Greetings  is  making  a 
bold  move.  Weiss  is  pouring  his  li- 
censing profits  into  an  aggressive  and 
well-timed  campaign  to  challenge 
Hallmark.  The  fight  won't  be  easy.  As 
a  private  company,  Hallmark  isn't 
subject  to  quarterly  earnings  pres- 
sures, and  it  has  one  of  the  nation's 
strongest  marketing  franchises.  But 
for  American  Greetings  the  alterna- 
tive isn't  pleasant  either:  Being  num- 
ber two  is  no  fun. 

Enjoy  the  fracas.  In  two  years  you 
will  probably  know  whether  to  send 
Weiss  a  card  of  congratulations — or 
one  from  the  sympathy  section.  ■ 


John  Chojnacki  and  Ziggy  with  licensed  Strawberry  Shortcake  goodies 
But  what  if  the  kids  develop  a  toothache? 


There  is  much  talk  about  Gulf  Oils  being 
on  the  prowl  for  a  major  takeover.  But  it 
isn't  beyond  imagination  that  Gulf  itself 
could  be  taken  over. 


Is  the  hunter 
being  stalked? 

Gulf  service  station  attendant  in  the  1920s 


By  Subrata  N.  Chakravarty 

Even  at  today's  somewhat  de- 
pressed oil  price,  Gulf  Oil  owns 
assets  worth  at  least  $27  bil- 
lion, mostly  in  proven  oil,  gas,  coal 
and  uranium  reserves,  but  at  recent 
market  prices  it  is  valued  at  just  over 
$5  billion.  Less  than  20  cents  on  the 
dollar! 

That  $27  billion  is  just  the  mini- 
mum value,  developed  by  the  conser- 
vative and  respected  John  S.  Herold 
Inc.  As  is  its  wont,  the  Herold  organi- 
zation puts  a  heavily  discounted  value 
on  Gulf's  reserves  in  Canada  and  the 
North  Sea,  and  none  at  all  on  reserves 
in  Nigeria  and  Angola;  the  latter  are 
bonuses.  A  would-be  acquisitor  could 
offer  a  50%  premium  over  market  and 
still  buy  Gulf  for  not  much  more  mon- 
ey than  Du  Pont  and  U.S.  Steel  paid 
for  smaller  oil  companies.  Moreover, 
Herold  doesn't  value  Gulf's  oil  inven- 
tories at  market;  they  were  understat- 
ed by  almost  $4  billion  in  1980.  Of  all 
the  144  energy  companies  evaluated 
by  Herold  last  June,  only  three — Mara- 
thon, Amerada  Hess  and  Conoco — 
were  as  undervalued  as  Gulf.  Conoco 
and  Marathon  have  already  disap- 
peared into  mergers.  All  in  all,  Gulf  is 
quite  a  prize. 

No  other  major  oil  company  has 
worked  as  vigorously  as  Gulf  to  re- 
tailor itself  to  a  fast-changing  world 
oil  situation.  Like  the  others,  Gulf  has 
stepped  up  its  spending  on  explora- 
tion. But  it  has  done  far  more  in  cut- 
ting back  on  refining  and  marketing 
in  an  obvious  effort  to  increase  its 
ability  to  run  its  refineries  and  mar- 
keting organization  on  Gulf-produced 
crude  oil.  (Whether  oil  is  in  glut  or  in 
short  supply,  a  high  crude  ratio  is  im- 
portant to  profitability  in  oil.)  All  the 
while,  Gulf  has  been  buying  its  own 
common  shares — trimming  its  cap- 


Gulf  Chairman  James  E.  Lee 
"It's  going  to  be  a  sloppy  competi- 
tive market  in  the  1980s.  We  have 
to  entice  the  public  again." 
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$800 to  $4200 


ANNUAL 
PERCENTAGE 
RATE. 


If  all  you  need  is  a  little  incentive  to  buy  a  GMC 
ruck,  here's  a  lot  of  incentive.  Because  now  your  par- 
icipating  GMC  truck  dealer  has  new  1981  and  1982 
nedium-  and  heavy-duty  trucks  with  big  cash  bonuses 
md  at  the  same  time,  a  finance  rate  you  can  afford. 

Bonuses  up  to  $1200  on  medium-duties  and  up  to 
$4200  on  heavy-duties. 

On  orders  from  February  22  through  April  30,  1982, 
rou  can  get  from  $800  to  $1200  on  selected  medium- 
jluty  trucks,  depending  on  which  model  you  choose,  if 
|  ou  take  delivery  by  September  17,  1982.  And  there  are 
ven  bigger  bonuses  on  our  bigger  trucks.  $2600  to 
1 4200  on  GMC  heavy-duties,  if  you  take  delivery  by 
November  30,  1982.  Big,  hardworking  trucks  that  can 
>e  ordered  with  Detroit  Diesel,  Caterpillar  or  Cummins 
)iesel  power.  These  bonuses  on  non-fleet  sales*  come 
h  the  form  of  a  check  directly  from  GMC,  or  apply  it 
lirectly  to  your  down  payment. 


Financing  available  at  14.25%?* 

Participating  GMC  dealers  can  also  offer  attractive 
14.25%  financing  on  non-fleet  medium-  or  heavy-duty 
trucks  for  periods  of  36  to  60  months  on  selected 
models  to  qualified  customers.  Over  a  period  of  time, 
that  could  add  up  to  big  savings  for  you  and  your  company. 

Your  GMC  truck  dealer  has  more  good  news. 

Not  only  are  there  cash  bonuses  and  low  finance 
rates,  but  GMC  has  made  it  possible  for  your  dealer 
to  offer  additional  incentives.  All  of  which  makes 
it  easier  for  you  to  buy  a  GMC.  And  thats  good 
business.  'For  you  as  well  as  us.  So  see  your  GMC 
truck  dealer  today. 

*Fleet  buyers  should  see  participating  GMC  dealers  for  details  on 
fleet  purchases. 

""Participating  dealers  waiver  of  credits  to  its  reserve  may  affect 
vehicle  cost. 

This  program  is  not  available  in  Texas. 


Meeting  Japan's  Challenge 


Sixth  in  a  Series 


DOES  IT  PROV E  JAPAN  S 


In  1964,  Motorola  recognized  that  the  television  set  business  had 
imited  profit  opportunities  because  of  the  U.S.  retail  system  through  which  all 
nanufacturers  distributed.  We  asked  ourselves,  "Should  we  continue  the 
business  or  sell  it7'  If  the  television  business  was  to  be  sold,  we  had  to  create 
i  new  brand  name.  Later,  "Quasar"  was  conceived  and  took  time  to  popu- 
arize.  About  ten  years  later,  we  offered  the  Quasar  business  to  Matsushita, 
[hey  bought  it  m  1974. 

In  those  intervening  years,  we  vigorously  supported  the  product  and 
narketing,held  market  share  and  maintained  a  reputation  for  quality  in  the 
lome  equal  to  or  better  than  the  popular  Amencan  brands.  But  not  knowing 
whether  the  business  could  be  successfully  sold,  we  did  not  spend  unlimited 
unds  on  factory  tooling  and  processes  for  an  uncertain  future. 

After  Matsushita  took  over,  they  did  invest  extensively  in  the  final 
^sembly  factory  for  their  future. 

This  contrasting  approach  to  tooling  and  factory  process  investment 
was  seized  on  by  either  well-intentioned  analysts  or  critics  prone  to  putting 
Kmenca  down  as  evidence  of  Japanese  supenonty  Without  understanding 
he  background  for  the  sale  or  the  reasons  for  the  capital  investment  pro- 
grams, an  erroneous  or  convenient  conclusion  was  mistakenly  drawn  and 
publicized. 

Matsushita  is  a  good  manufacturer  So  is  Motorola  as  we  continually 
prove  in  our  successful,  growing,  high  investment,  high  technology  industnal 
electronics  businesses,  where,  incidentally  we  are  the  market,  product  and 
production  leaders  or  run  a  close  second. 

We  want  Quasar  to  succeed,  but  even  with  their  factory  investments  we 
understand  an  increase  in  market  share  and  earnings  has  proved  elusive. 

The  Quasar  transaction  was  publicly  acclaimed  as  nght  for  both 
oxipanies— a  smart  buy  for  Matsushita  of  a  well-regarded  U.S.  operation— a 
imely  reallocation  of  resources  into  Motorola's  high  technology  businesses, 
vhich  has  enhanced  our  market  and  earnings'  growth. 


Quality  and  productivity  through  employee  partiapation  in  management. 


MOTOROLA  A  World  Leader  In  Electronics. 


1982  Motorola  Inc  Motorola  and  @)  are  registered  trademarks  of  Motorola,  Inc 


italization  to  fit  a  smaller  company. 
None  oi  this  has  been  recognized  by 
the  stock  market,  where  Gulf  recently 
sold  (inly  slightly  above  the  price  that 
it  commanded  a  decade  ago,  when 
book  value  was  half  the  current  level. 

A takeover  target?  Laughable-'  lames 
,Lce  isn't  laughing  Not  aftei  the 
takeovers  oi  Conoco  and  Marathon 
Oil  last  year.  "It's  not  unthinkable," 
says  Lee,  who  took  over  as  chairman 
and  chiei  executive  last  December 
after  almost  nine  years  as  president. 
"It  can  be  done." 

"What  it  requires,"  says  a  merger 
and  acquisition  specialist,  "is  .1  eon 
tianaii  thinker  who  is  willing  to  bet 
his  company  on  a  rise  in  oil  prices  and 
who  has  the  resouiccs  to  do  it. 
They/re  very  rare,  This  would  have 
been  the  tune  lot  Seagram  to  move." 

So,  a  takeover  is  highly  unlikely, 
and  vet,  and  yet.  .  ,  Unless  he  can  get 
Wall  Street  to  levv.ud  his  efforts  with 


a  higher  stock  price,  the  more  suc- 
1  esslul  Lee  is  in  solving  Gulf's  prob- 
lems, the  more  attractive  he  makes  it 
to  predators. 

Lee's  major  task  is  to  reverse,  or  at 
least  slow,  Gulf's  production  decline 
of  the  last  decade.  From  a  peak  daily 
production  ot  3.3  million  barrels  of  oil 
and  natural  ,i;as  liquids, in  1971,  Gulf's 
production  dropped  to  just  over  1  mil- 
lion barrels  a  day  in  1981.  Gas  produc- 
tion has  also  declined,  although  not  so 
sharply  Once  the  world's  largest  trad- 
er in  crude  oil  with  trading  volumes, 
as  recently  as  1979,  ot  1.6  million 
barrels  a  day,  Gult's  trading  dropped 
last  year  to  only  150,000  barrels  a  day 
for  lack  ot  supply.  In  FORBES'  annual 
tanking  ot  the  US.  international  oil 
companies  (loiuus,  /tin  I),  Cult  now 
tanks  at  the  bottom  in  nearly  every 
category. 

1  ee  clearly  has  his  hands  full.  What 
happened''  "Well,  we  lost  Kuwait," 


says  Lee.  "We  lost  Venezuela  and  we 
lost  Iran.  That's  a  lot  to  happen  to  you 
in  a  relatively  short  period  of  time." 

The  possession  of  those  huge  re- 
serves in  the  Middle  Last  and  Venezu- 
ela led  to  what,  in  hindsight,  was  a 
dangerous  complacency.  "We  had  35 
billion  barrels  of  crude  reserves  in  Ku- 
wait. So  what  else  did  you  need?" 
recalls  Lee.  "Our  problem  was  selling 
the  oil.  I  spent  12  years  of  my  career 
building  refineries  around  the  world  to 
process  all  the  Kuwaiti  crude  that  we 
had  access  to.  The  mistake  was  that  top 
management  did  not  foresee  the  loss  of 
those  reserves.  As  a  result,  we  didn't 
invest  in  domestic  exploration." 

Gulf  is  paying  tor  that  neglect  now. 
From  a  peak  U.S.  production  of 
626,000  barrels  a  day  in  1970,  Gulf's 
domestic  production  ot  oil  and  natural 
gas  liquids  has  declined  to  346,000 
bat  tels  a  day  in  1981 .  What  makes  the 
problem  more  critical  is  that  Gulf  is 
becoming  more  dependent  on  Canada 
and  on  the  increasing  production  in 
Nigeria,  the  North  Sea  and  Angola. 
Each  year  those  governments  are  in- 
creasing their  bite,  either  through 
higher  taxes  or  a  greater  share  of  the 
production.  Gulf  cannot  count  on 
these  supplies  forever. 

Tlhe  situation  in  Canada  has  been  a 
particular  blow  to  Gulf,  what  with 
the  left-wing  Trudeau  government's 
finding  foreign  oil  companies  such 
easy  pickings.  Gulf  has  operated  its 
60%  subsidiary,  Gulf  Canada,  for  over 
75  years.  Gulf  Canada's  reserves  of 
224  million  barrels  of  oil  and  1.8  tril- 
lion cubic  feet  of  gas  make  it  one  of 
Canada's  largest  integrated  oil  compa- 
nies. In  addition,  it  owns  vast  reserves 
of  coal  and  uranium,  and  is  a  partici- 
pant in  two  huge  projects  aimed  at 
converting  Alberta's  tar  sands  into  oil. 

Gulf  Canada  is  extremely  well  posi- 
tioned and  has  been  very  successful  in 
exploration.  "In  mv  humble  opinion, " 
says  Lee  proudly,  "that  company  has 
the  best  acreage  position  of  any  com- 
pany operating  in  Canada."  But  the 
luster  of  that  jewel  has  dimmed  con- 
siderably 111  the  past  year,  hi  October 
1980  the  Canadian  government  insti- 
tuted the  National  Energy  Program 
(NEP).  Under  its  provisions,  the  gov- 
ernment slapped  on  an  8%  Petroleum 
and  Gas  Revenue  Tax,  payable  011  the 
wellhead  price  of  all  oil  and  gas  pro- 
duced after  fan.  1 .  198 1 .  Since  the  new 
tax  is  not  deductible  for  Canadian  in- 
come tax  purposes,  the  effect  is  dou- 
bled. Largely  as  a  result  ot  the  new 
tax,  Cult  Canada's  contribution  from 
operations  to  Gulf's  earnings  tell  from 
$189  million  after  taxes  in  1980  to 
$145  million  in  1981.  Over  70%  of  the 
revenue  from  the  sale  of  convention- 


A  decade  of  difficulties 

No  oil  company  was  hurt  so  severely  as  Gulf  in  the  1970s.  Its  huge  oil 
reserves  in  Kuwait,  Venezuela  and  Iran  nationalized,  Gulf  was  forced  to 
negotiate  contracts  for  crude  oil  supplies  at  market  prices,  and  by  1980 
was  even  having  difficulty  purchasing  enough  oil.  Once  the  world's 
largest  trader  in  crude  oil,  Gulf  ended  the  decade  crude-poor. 

Millions  tif  barrels  per  dav 

3.5 

3.0 

2.5 

2.0 

1.5 

^/                             Purchases  ^^^^^ 
/         1           1           1           1           1           I            I  1 

1.0 

0.5 

'71                        73           74           75          76           77           7g           ■?«           go  81 

'Crude  oil,  condensate  and  natural  gas  liquids  including  purchases. 

U  11.'  HIS    MiL'i'H  lO    I  OS!  7 


.  "BarclaysAmerican/ 
^  Business  Credit." 


What  resourceful  banks  say 
when  they  cant  say  yes. 

No  business  has  the  capacity  to  fund  every  project. 
That  is  as  true  for  lending  institutions  as  it  is  for 
other  businesses. 

So,  when  a  business  requires  money  for  expansion, 
turnaround,  or  refinancing,  BarclaysAmerican/ 
Business  Credit  can  help- perhaps  as  no  one  else  can. 

By  analyzing  situations  thoughtfully,  we  often  dis- 
cover assets  that  may  not  have  been  considered  assets. 
Then  we  write  revolving  loans  secured  by  receivables 
and  inventory,  and  term  loans  secured  by  plant  and 
equipment. 

For  flexible,  creative  financing,  give  us  a  call. 
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Service  is  the  difference  between  our  money  and  other  money/ 


Offices  located  nationwide. 

Corporate  Headquarters:  111  Founders  Plaza,  East  Hartford.  CT  06108,  (203)  528-4831 


ally  produced  oil  discovered 
before  Jan.  I,  1981  now  goes  to 
the  Canadian  government. 
Virtual  expropriation. 

This  year  the  impact  from 
Gulf  Canada's  exploration  and 
production  earnings  will  be 
even  greater  because  the  Pe- 
troleum and  Gas  Revenue  Tax 
has  been  increased  to  12%.  In 
addition  the  government  has 
announced  yet  another  tax:  A 
50%  Incremental  Oil  Revenue 
Tax,  which  deprives  compa- 
nies of  the  benefit  of  increas- 
ing oil  prices.  Furthermore, 
the  Canadian  government 
now  has  the  unilateral  right  to 
take  a  25%  share  without 
compensation  in  any  projects 
in  the  "Canada  Lands,"  the 
federally  controlled  lands  in 
the  frontier  area.  A  company 
takes  all  the  risk  to  explore  an 
area  and  takes  100%  of  the 
loss  if  the  effort  proves  unsuc- 
cessful. But  if  it  succeeds,  it 
must  cede  25%  of  the  project 
to  the  Canadian  government. 

But  the  most  invidious  as- 
pects of  NEP  are  the  provi- 
sions that  affect  only  the  for- 
eign-controlled energy  compa- 
nies. A  bill  being  considered  by 
Parliament  will  exclude  such  compa- 
nies from  most  of  the  incentives  of- 
fered for  exploring  in  the  frontier 
areas.  That  will  effectively  quadruple 
the  cost  of  exploration  for  non-Cana- 
dian companies,  a  disparity  that  will 
eventually  force  them  out  altogether. 

Tlhe  thing  that  we  worry  about  in 
Canada  is  that  they  keep  squeezing 
so  on  the  economic  benefit  that  it's 
almost  worse  than  nationalization," 
says  Lee. 

Which  leaves  the  U.S.  So  Lee  con- 
siders his  most  important  task  to  be 
halting  and  perhaps  even  reversing 
the  decline  in  domestic  crude  produc- 
tion. In  this  he  is  following  the  lead  of 
his  predecessor  as  CEO,  Jerry  McAfee. 
Investments  in  domestic  exploration 
and  production  have  soared,  from 
$800  million  in  1976  to  $1.8  billion  in 
1981,  and  will  top  $1.9  billion  this 
year.  In  all,  investment  in  domestic 
exploration  will  exceed  $12  billion 
through  1986.  Gulf  now  has  an  aver- 
age 52%  interest  in  over  26  million 
acres  of  exploratory  acreage  in  the 
U.S.,  second  only  to  Standard  of  Indi- 
ana. ,In  addition  to  its  own  invest- 
ments, Gulf  is  speeding  up  the  pace  of 
exploration  on  its  leased  land  through 
"farm-outs,"  where  it  takes  on  a  part- 
us who  funds  the  exploration  in  ex- 
>n,  e  for  a  share  of  any  discoveries. 

Lee  has  made  a  significant  change 


Gulf  adi  'ertisement,  circa  1920 

"Gasoline  remains  the  bread  and.  butter  in  market 
ing — the  one  that  makes  or  breaks  a  company." 


in  strategy.  Where  McAfee  concen- 
trated on  the  on-  and  offshore  areas  of 
the  Gulf  of  Mexico,  Lee  wants  to  em- 
phasize the  outer  continental  shelf  off 
California  and  Alaska.  "We  need  to 
find  the  elephants — the  giant  fields — 
rather  than  the  pimples,"  he  says. 
"That  means  the  frontier  areas." 

The  increased  effort  is  beginning  to 
pay  off:  According  to  Bear,  Stearns' 
energy  analyst,  William  Furth,  Gulf 
has  accelerated  the  rate  at  which  it 
has  been  replacing  its  reserves  in  the 
past  five  years  to  more  than  the  indus- 
try average.  Gulf  has  replaced  about 
33%  of  its  crude  and  68%  of  its  gas 
annual  production,  compared  with 
the  industry  replacement  averages  of 
2 1  %  and  52% .  That  is  still  well  below 
the  rate  at  which  it  is  depleting  its 
reserves,  however,  since  the  deposits 
that  Gulf  has  found  are  very  small, 
compared  with  the  huge  West  Texas 
fields  they  are  intended  to  replace. 

Lee  acknowledges  the  problem. 
"It's  not  an  acceptable  track  record," 
he  agrees.  "Our  success  ratio  has  been 
high,  but  the  reserves  we're  turning 
up  are  relatively  small  and  that,  after 
all,  has  to  be  the  measure  of  whether 
we've  done  a  good  job  or  not." 

It  can  take  a  decade  or  more  to  find 
new  oil  and  bring  it  to  market.  Lee 
says  frankly  that  to  arrest  the  decline 
in  the  short  term,  Gulf  will  have  to 
buy  reserves.  Last  year  Gulf  arranged 


for  a  $5  billion  line  of  credit 
about  whose  purpose  Lee 
coy  but  unmistakable.  "It  isn' 
for  building  refineries,  I'll  tel 
you  that." 

In  1977  Gulf  acquircc 
Kewanee  Industries,  with  its  5 71 
million  barrels  of  oil  and  161, 
billion  cubic  feet  of  gas.  In  197^ 
Gulf's  $675  million  bid  for  Gen 
eral  Crude  Oil  was  accepted  b> 
its  parent,  International  Paper 
But  IP  reneged  on  the  deal  anc 
finally  sold  General  Crude  Oi 
to  Mobil  for  $802  millior 
( Forbes, Feb.  18, 1980).  Late  last 
year,  Gulf  offered  Marathon  Oil 
$120  a  share,  vs.  U.S.  Steel's 
$105  bid,  but  the  offer  was  per 
ceived  as  too  tentative  and  con 
ditional.  Marathon  accepted 
U.S.  Steel  instead. 

Lee  clearly  has  merger  on  his 
mind  and  he  has  obviously  con- 
sidered it  with  some  care.  In 
recent  weeks  both  Phillips  Pe 
troleum  and  Pennzoil  have  wit 
nessed  runups  in  the  price  of) 
their  stocks  after  rumors  about 
a  possible  merger  with  Gulf. 
Can  Gulf  acquire  an  integrated 
oil  company,  i.e.,  would  the  Jus 
tice  Department  permit  it  on 
antitrust  grounds?  Lee  won't  comment 
about  the  rumors  except  to  say,  crypti 
cally:  "You  have  to  define  carefully 
what  an  integrated  oil  company  is." 

One  thing  is  sure:  Lee  isn't  running 
out  of  problems.  Although  halting  the 
domestic  production  decline  is  Lee's 
major  concern,  it  is  by  no  means  his 
only  one.  Thanks  largely  to  slumping 
demand  and  a  Nigerian  oil  price  $8  a 
barrel  higher  than  Saudi  Arabian  crude, 
Gulf's  U.S.  refining  and  marketing  re- 
sults, known  in  the  industry  as  "down- 
stream operations,"  skidded  from  an 
operating  profit  of  $443  million  in  1 980 
to  a  loss  of  $48  million  in  1 98 1 . 
WJFh.it  can  Lee  do  about  .ill  this'  Hi 
wwand  his  predecessors  have  been 
more  active  than  most  in  cutting  back 
on  refining  and  marketing.  Why 
maintain  inefficient  operations  that 
must  be  fueled  with  expensive  crude 
oil  bought  on  the  outside?  Especially 
so  in  gasoline,  where,  because  of  more 
fuel-efficient  cars,  Gulf  sees'  soft  de- 
mand well  through  this  decade,  even 
if  the  rest  of  the  oil  business  recovers. 
Says  Lee:  "Gasoline  has  traditionally 
been  the  bread-and-butter  product  in 
marketing — the  one  that  either  made 
a  company  or  broke  it — and  we're 
looking  at  a  substantial  demand  de- 
cline between  now  and  1990.  It's  go- 
ing to  be  a  sloppy,  competitive  mar- 
ket, and  the  companies  that  are  going 
to  survive  in  marketing  are  the  ones 
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Avis  showed  me 
that  trying  harder 

is  still  the  best 


way  to  do  business. 
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"I  used  to  work  for  another  car 
rental  company.  Well,  I'm 
behind  the  Avis  counter 
now. . .  and  a  lot  more  has 
changed  than  just  the  color 
of  my  blazer. 
"It  isn't  just  that  we  have 
the  terrific  Wizard  of  Avis 
computer  system.  It's  a 
different  attitude,  a  feeling 

Debbie  Romaine 

Rental  Sales  Agent 


that  everyone  here  has.  Every- 
body cares  about  their  work. 
We  really  do  try  harder  to 
satisfy  customers.  Trying 
harder  is  a  whole  lot  more 
than  just  a  button  on  my 
lapel'.'  For  information  or 
reservations  see  your 
travel  consultant  or  call 
f    toll  free:  800-331-1212. 


AVIS 


We  try  harder. 

Avis  features  GM  cars. 


31982  Avis  Rent  A  Car  System,  Inc.,  Avis*  We  try  harder 


that  are  the  most  productive  in  their 
refineries  and  marketing  systems." 

So,  in  1981  Gulf  scrapped  refineries 
in  Toledo,  Ohio  and  Venice,  La., 
and  shut  part  of  its  Philadelphia  refin- 
ery, reducing  domestic  capacity  11%. 
It  also  shut  down  a  refinery  in  Canada 
and  announced  the  closing  of  two  re- 
fineries in  Europe.  By  the  end  of  this 
year,  Gulf  will  have  reduced  European 
capacity  43%  and  ensured  that  the 
company  will  have  refinery  utiliza- 
tion rates  far  higher  than  the  rest  of 
the  European  industry.  Other  refiner- 
ies in  the  U.S.  and  Europe  are  being 
modernized  to  be  able  to  handle  high- 
er sulfur  and  heavier  crudes. 

Crude  oil  inventories  are  being 
worked  down,  which  both  increases 
profits  and  reduces  employed  working 
capital.  Last  year  Gulf  took  in  $194 
million  aftertax  from  inventory  prof- 
its, and  it  expects  to  reduce  inven- 
tories further  in  1982  by  9  million  to 


availability  than  about  price  or  any- 
thing else,"  he  says.  "We  grew  a  gen- 
eration of  marketers  who  had  the  title 
but  not  the  skills.  Now  we're  going  to 
have  to  entice  the  public  again." 

Gulf  has  a  long  way  to  go  in  market- 
ing, according  to  investment,  banker 
Joseph  Tovey,  who  knows  the  industry 
intimately.  "They  stink,"  he  says  flat- 
ly. "It's  a  different  psychology  from 
hitting  oil.  Hitting  oil  takes  a  willing- 
ness to  put  up  a  lot  of  money  and 
occasionally  lose  it.  Marketing  means 
you  squeeze  every  nickel  like  it's  the 
last  you'll  see  for  a  long  time.  They 
don't  have  the  marketing  mentality." 

Meanwhile,  Gulf's  important  Nige- 
rian supplier  has  begun  to  see  the 
light.  Rather  than  be  priced  out  of  the 
international  market,  the  African  na- 
tion cut  its  price  in  1 98 1  's  fourth 
quarter  and  probably  will  do  so  again. 
That  has  turned  Gulf's  marketing  op- 
erations around.  It  enters  1982  with  a 
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Gulf  gas  station  pennant,  1933 

"We  grew  a  generation  of  marketers  who  had  the  title  but  not  the  skills. 


11  million  barrels  in  the  U.S.  and  2 
million  to  4  million  barrels  in  Europe. 
That  will  add  around  S400  million  to 
1982  cash  flow. 

Since  1970  Gulf  has  also  closed 
more  than  20,000  gas  stations  world- 
wide, a  reduction  of  47% .  In  the  pro- 
cess it  has  withdrawn  from  Norway, 
Spain,  France,  northern  Sweden,  east- 
em  Italy  and  northeastern  England,  as 
well  as  from  California,  Arizona,  Ne- 
vada and  all  of  the  Midwest,  all  areas 
where  Gulf's  competitive  position 
was  weak.  It  has  recently  discussed 
with  Kuwait  Petroleum  the  sale  of  its 
remaining  downstream  operations  in 
Europe,  even  though  they  are  profit- 
able and  Gulf  is  quite  strong. 

Meanwhile,  however,  Gulf  is  ex- 
panding operations  in  the  28  states  of 
the  Sunbelt  and  Northeast,  where  it  is 
presently  the  second-largest  marketer 
overall,  after  Exxon.  Lee  plans  to  em- 
phasize marketing  once  more.  "We 
went  through  a  period  where  people 
were  much  more  concerned  about 


cost  advantage  over  Saudi  crude. 

To  free  up  more  money,  Gulf  has 
decided  to  sell  its  disappointing  spe- 
cialty chemicals  business — which 
represents  31%  of  Gulf  Chemicals — 
and  its  small  European  and  Asian 
chemicals  operations.  The  specialty 
chemicals  business  came  to  Gulf  as 
part  of  the  Kewanee  acquisition,  and 
Lee  is  now  giving  up  the  four-year 
effort  to  grow  it  to  a  significant  size. 
Gulf  will  retain  a  major  position  in 
the  more  cyclical  petrochemicals  and 
plastics  businesses,  but  the  money 
generated  by  the  divestiture  would  be 
invested  in  oil  exploration  rather  than 
in  chemicals. 

Last  year  Gulf's  coal  subsidiary, 
Pittsburg  &  Midway  Coal,  spent  $450 
million  to  acquire  the  Kemmerer  Coal 
Co.  and  to  enter  into  a  joint  venture 
with  Republic  Steel.  The  two  deals 
almost  doubled  P&M's  reserves,  to  2. 1 
billion  tons,  and  will  increase  its  pro- 
duction capacity  by  50%,  to  16  mil- 
lion tons,  making  it  the  seventh  larg- 


est in  the  industry.  As  a  result,  1 982 
sales  are  expected  to  approach  $40C 
million,  with  operating  earnings  oi 
$70  million.  By  1990  Gulf  will  spenc 
$1.25  billion  to  increase  P&M's  ca 
pacity  to  30  million  tons. 

Gulf  got  into  trouble  with  an  ambi 
tious  and  disastrous  foray  into  nuclea: 
energy.  It  planned  to  mine  uranium 
and  then  enrich  it  in  a  joint  venture 
with  AlhedCorp.,  called  AlliedGeneral 
Nuclear  Services.  It  wouldbuildnucleai 
plants  that  would  use  the  fuel  through 
another  partnership,  called  General 
Atomic,  with  Royal  Dutch/Shell.  What 
it  got  instead  was  a  string  of  horrendousl 
losses — when  uranium  pricescollapsed 
and  nuclear  plant  construction 
stopped — and  numerous  lawsuits.  The 
ill-fated  General  Atomic  (which  will 
soon  be  wholly  owned  by  Gulf)  and 
Allied  General  are  now  engaged  pri- 
marily in  research.  The  lawsuits  have! 
been  settled  and  losses  provided  for. 

Gulf's  other  problem  child — its 
long-term  contract  to  supply  between 
500  million  and  625  million  cubic  feet 
of  natural  gas  per  day  to  Texas  Eastern 
Transmission  at  a  price  of  20  cents 
per  thousand  cubic  feet,  vs.  the  going 
rate  of  perhaps  $1.43 — will  also  wind 
up  by  1987  or  so.  It  could  end  sooner  if 
Texas  Eastern  decides  to  renegotiate  a 
phased  price  increase  rather  than  face 
an  overnight  tenfold  price  hike.  With 
the  end  of  the  contract,  and  with  ex 
President  Jimmy  Carter's  gas  decon 
trol  also  due  by  1985,  Gulf's  natural 
gas  earnings  will  increase  enormously 
by  mid-decade,  if  not  before. 

Jim  Lee  commands  considerable 
strengths  at  Gulf.  The  company  is  sit- 
ting with  $1.4  billion  in  cash  and  a 
debt  ratio  that  is  lower  than  any  of  the 
other  internationals.  It  has  a  book  val 
ue  that  exceeds  $50  a  share,  and  that 
doesn't  begin  to  reflect  the  real  value 
of  Gulf's  crude  reserves  or  its  inven- 
tories. According  to  Bear,  Stearns' 
Furth,  earnings  per  share  this  year 
should  be  over  $7,  and  the  dividend 
expected  is  $3. 

To  improve  reported  earnings  per 
share,  Lee  recently  announced 
plans  to  buy  back  an  additional  10 
million  shares  of  Gulf  stock,  or  5.4% 
of  the  shares  outstanding  (Gulf  bought 
back  10  million  shares  in  1981,  at  a 
cost'  of  $375  million),  shrinking  its 
capitalization  as  a  means  of  increas- 
ing earnings  per  share  in  a  smaller, 
trimmer  Gulf.  The  market,  however, 
ignores  all  this  and  treats  Gulf  as  just 
another  big  oil  company.  And  there's 
the  rub:  With  every  reduction  in  cap- 
italization that  is  unaccompanied  by  a 
higher  market  price,  Gulf  just  be- 
comes that  much  easier  for  a  predator 
to  swallow.  ■ 
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A  bird's  eye  view  of  New  York 


Arab  Banking  Corporation 
(ABC)  has  established  a  federally - 
licensecl  branch  and  an  international 
banking  facility  in  New  York  to 
handle  a  full  range  of  banking 
services.  Based  in  die  heart  of 
Manhattan,  the  branch  will  cover  all 
of  North  America,  including  Mexico 
and  Canada 

Although  founded  little  more 
than  two  years  ago,  Arab  Banking 
Corporation  has  been  a  lead  or  co- 
lead  manager  of  US  $20.7  billion  in 
syndicated  loans  to  borrowers  in 


38  countries.  Our  assets  are  already 
in  excess  of  US  $4.5  billion,  and 
with  a  paid-in  capital  of  US  $750 
million,  we  have  a  solid  base  for 
continued  expansion. 

The  New  York  branch  adds  a 
further  dimension  to  an  inter- 
national presence  firmly  established 
through  our  Head  Office  in  Bahrain 
and  branch  and  representative 
offices  in  London.These  are  the  first 
steps  in  a  program  of  international 
expansion  which  will  give  us 
representation  in  major  financial 


centers  and  bring  us  closer  to  our 
clients  all  over  the  world. 

You  can  benefit  from  ABC's 
point  of  view.  Call  on  us  at 
Arab  Banking  Corporation 
245  Park  Avenue 
New  York  NY  10167 
Telephone:  (212)  370  0919/20 
Telex:  427531 ABCNY 
Dealing  Room: 
Telephone:  (212)  697  8315 
Telex:  661979  ABCFXNY 


Arab  Banking  Corporation  (ABC) 

Head  Office: 

Alia  Building  -  Diplomatic  Area,  PO  Box  5698  Manama,  State  of  Bahrain.  Telephone:  232235.Telex:9432  ABCBAH. 

London  Branch:  / £± 

6-8  Bishopsgate,  London  EC2N  4AQ. Telephone:  01-283  8511. Telex:  893748  ABC  GEN  G. 

Continental  European  Representative  Office:  ~      1  "v"  I 

Morgan  House,  1  Angel  Court,  London  EC2R  7HJ.Telephone:  01-606  5461.  Telex:  8956601-2  ABC-G 


The  illustration  is  of  the  eye  of  a  Peregrine  Falcon,  prized  by  falconers  in  the  Middle  East  for  its  speed  and  tenacity. 


The  New  Chryslers 

We've  re-engineered  the  American  luxury  car. 


The  Chrysler  LeBaron  Series. 
They  are  like  no  other  cars  in 
America,  Europe  or  Japan. 

No  other  six-passenger  car  com- 
bines the  high  mileage,  luxury  and 
unexpected  price  of  the  surprising 
LeBaron  coupe  and  sedan.**  They 
standalone. 

LeBaron  is  built  in  one  of  the 
world's  most  technologically  ad- 
vanced plants.  Computer-directed 
robots  assure  precision  welding, 
and  alohg  with  special  sound  insu- 
lation this  accuracy  helps  make 
LeBaron  a  car  of  unusual  quality  and 
quietness  on  the  road. 

With  advanced  front-wheel- 
drive  and  a  refined  suspension  sys- 
tem, LeBaron  assures  sure-footed 
traction,  cornering  and  a  sense  of 
confidence  behind  the  wheel.  And 
LeBaron  is  equipped  with  a  sophisti- 
cated electronic  fuel  system  that's 
computer-directed. 

xj^v  And  to  further 

assure  quality,  the 
C^^lO^T^  LeBaron  Quality  As- 
//  surance  Program  of 
200  inspections  is 
\cMmst£Rj/    the  most  demanding 
v         v     ever  for  a  Chrysler. 
•   In  LeBaron  you  will  find  your 
new  car.  In  your  new  car  you  will 
find  the  genius  of  Chrysler  engi- 
neering. The  series  includes  the 
ultimate  luxury,  LeBaron  convert- 
iblet  and  the  functional  luxury  of 
the  new  Town  &  Country. 

Chrysler  LeBaron  coupe  base 
sticker  price  $8,143.*-^  p&gHg 


I  i  1 1 


Today  Chrysler  engineering  is  set- 
ting new  standards  for  the  auto  indus- 
try. In  Computer  Aided  Design  (CAD) 
and  Computer  Aided  Testing  (CAT) 
Chrysler  is  so  advanced  that  two  auto 
companies  and  Boeing  bought  Chrysler 
programs.  In  Computer  Aided  Manu- 
facturing (CAM)  our  automatic  welders 
help  build  quieter  cars  with  better  fit 
and  appearance.  And  by  predicting 
parts  endurance  through  plastic  simu- 
lation, we  build  longer  life  into  our 
new  Chryslers. 

'  " 

The  Chrysler  Cordoba. 
Engineering  excellence  in 
a  personal  luxury  car. 

Here  isthe  sophisticated  design 
and  road  manners  a  fine  car  should 
possess.  Cordoba's  riding  comfort 
and  privacy  from  road  noise  are 
simply  astounding,  the  result  of  a 
refined  suspension  system  created 
with  the  aid  of  computer  design. 

Power  steering,  power  front 
disc  brakes  and  automatic  transmis- 
sion are  all  standard,  all  matched  to 
a  smooth  and  supple  six-cylinder 
engine  that  was  honed  to  excel- 
lence for  drivers  who  love  to  drive. 

Come.  Come  to  Cordoba.  Come 
for  elegance.  Come  for  excellence. 
Come  for  Chrysler  engineering. 

Chrysler  Cordoba  base  sticker 
price  $9,197*  '4ji£^gR9 


The  Chrysler  New  Yorker. 
The  best  luxury  car  value 
in  America. 

The  sleek,  new  contemporary- 
sized  New  Yorker  is  crafted  in  the 
great  Chrysler  tradition  of  personal 
attention  to  engineering  quality. 
And  it  is  fitted  with  so  many  stan- 
dard luxuries  that  it  is  the  best- 
equipped  luxury  car  value  in  its 
class.  No  other  luxury  car  matches  its 
combination  of  astonishing  equip- 
ment and  favorable  price. 

New  Yorker  standard  luxuries 
include  •  60/40  Cloth  &  Vinyl  Seats 
with  Passenger  Recliner  •  Air  Con- 
ditioning •  Automatic  Transmission 

•  Electronic  Ignition  System  •  Dual 
Horns  •  Power  Front  Disc  Brakes 

•  Power  Windows  •  Power  Steering 

•  Premium  Wheel  Covers  •  WSW 
Steel  Belted  Radials  •  AM  Radio 

•  Electronic  Digital  Clock  •  Special 
Sound  Insulation  •  Galvanized  Steel 
for  Corrosion  Protection  •  Front  Tor- 
sion  Bar  Suspension  System 

•  Halogen  Headlamps  •  Rear  Win- 
dow Defroster*  Premium  Plush  Pile 
Carpeting  •  Dual  Remote  Mirrors 

•  Tinted  Glass  •  Trunk  Dress  Up 

•  Bumper  Guards  •  Warning  &  Inte- 
rior Light  Packages  •  And  More. 

The  plush  new  New  Yorker  is 

the  flagship  of  ■  — —  -i 

Chrysler  luxury, 

Chrysler  value,  \ 

Chrysler  engi-  \^Sf3^J 
neering.  It  drives 

on  pride.  -CmmJ 

Chrysler 


The  New  Chrysler  Corporation 


•Sticker  price  excluding  taxes,  title  and  destination  charges.  Cordoba  wide  WSW  tires  shown  $116  extra.  **Use  EPA  est.  MPG  for  comparison.  Actual  mileage 
may  vary  due  to  speed,  trip  length  and  Weather.  Highway  and  Calif  .mileage  lower.  LeBaron  ests.  for  coupe  and  sedan  only.  Konvertible  available  late  spring. 


Romances  from  Bantam,  Harlequin  and  Simon  &  Schuster 

Growth  is  a  torrid  10%  a  year,  but  "some  who  see  gold,  will  find  ashes." 


Publishing  romance  novels  used  to  go 
hand  in  hand  with  luscious  profits.  Will 
competition  spoil  that  relationship? 

Heartbreak  comes 
to  Harlequin 


By  Barbara  Rudolph 

Book  publishers  are  like  execu- 
tives in  any  other  troubled  in- 
dustry: As  soon  as  they  spot  an 
appealing  line  of  business,  they  stum- 
ble all  over  each  other  to  move  in. 
Inevitably,  the  party  gets  crowded. 
And  often  no  one  has  a  good  time 
anymore. 

That's  happening  right  now  with 
brand-name  romance  novels.  The  an- 
nual market  for  these  $1.75  potboilers 
is  perhaps  $250  million — over  20%  of 
all  mass-market  paperback  sales. 
Readers,  almost  exclusively  female, 
range  from  19-year-old  secretaries  to 
45-year-old  lawyers,  and  growth  is  a 
torrid  10%  a  year.  This  at  a  time 
when  total  unit  book  sales  are  up  only 
3%.  Profits?  They  can  run  to  10% 


pretax,  partly  because  of  standardized 
production.  Most  titles  are  192  pages 
and  have  stock  cover  designs. 

Now,  however,  lots  of  new  suitors 
want  a  turn  on  the  dance  floor.  Two 
years  ago  there  were  just  two  major 
publishers  of  contemporary  category 
romances,  printing  some  15  titles  a 
month.  This  fall  there  will  be  nine 
publishers  fighting  to  sell  more  than 
four  times  as  many  titles. 

The  success  of  Harlequm  Enter- 
prises, now  part  of  Canada's  Torstar 
Corp.,  sparked  this  flurry  of  activity. 
It  sells  little  else  but  female-oriented 
perfect-love  fantasies,  and  profits 
skyrocketed  from  $1 10,000  in  1970  to 
$21.3  million  in  1979.  Margins  were 
almost  three  times  as  good  as  those  of 
American  publishers.  But  for  nine 
long  years  competitors  kept  their  dis- 


tance; Harlequin  enjoyed  a  market 
share  that  approached  80%. 

In  1979,  however,  Harlequin  decid- 
ed to  handle  its  own  U.S.  distribution. 
Simon  &  Schuster,  a  division  of  Gulf 
&.  Western,  had  been  performing  that 
task,  and  Harlequin's  move  turned  a 
friend  in  camp  into  an  enemy  in  the 
woods.  S&S  Chairman  Richard  Sny- 
der, not  about  to  watch  a  major  profit 
center  vanish,  moved  into  the  busi- 
ness himself. 

"We  knew  how  to  distribute  these 
books  and  Harlequin  didn't,"  says 
Snyder,  who  claims  his  two-year-old 
Silhouette  Books  operation  had  annu- 
al sales  of  $35  million.  He  has  perhaps 
20%  of  the  category  romance  novel 
market.  Those  gains  came  at  least 
partly  at  Harlequin's  expense,  but 
they  are  just  the  beginning.  S&S'  ini- 
tiative gave  others  courage.  Dell,  part 
of  Doubleday,  and  Jove,  owned  by 
MCA,  have  new  lines  out.  Bantam, 
part  of  Bertelsmann  A.G.,  came  on 
board  this  month.  Avon,  Ballantine 
and  New  American  Library  will  soon 
enter  the  market,  too. 

Booksellers  have  responded  accord- 
ingly: B.  Dalton  and  Waldenbooks 
have  opened  "romance  reading  cen- 
ters," increasing  their  rack  space  for 
romance  novels  by  about  20%.  Super- 
markets and  chain  stores,  where 
some  60%  of  these  books  are  sold,  are 
right  behind.  Chicago-based  Charles 
Levy  Co.,  a  distributor  serving  4,000 
retail  outlets,  indicates  that  space  de- 
voted to  category  romance  has 
jumped  50%  over  the  last  year.  Mar- 
keters in  the  book  business  are  having 
a  field  day.  Conventional  readers,  of 
course,  don't  search  for  books  by  a 
particular  publisher;  they  buy  author, 
title  or  cover.  But  romance  readers 
look  for  a  brand  name,  so  advertising 
dollars  can  promote  a  whole  line. 
"These  romance  centers  could  be  like 
the  coffee  section  in  the  supermar- 
ket," gushes  Silhouette's  marketing 
man  Al  Lieberman. 

The  real  story,  of  course,  is  whether 
once-invincible  Harlequin  can  remain 
preeminent.  Like  Campbell  Soup 
(Forbes,  Dec.  7,  1981),  Harlequin  is  a 
classic  case  of  missing  out  on  a  chang- 
ing market.  Its  staple  was  innocent 
love,  but  readers  gradually  developed 
an  appetite  for  less  naive  heroines  and 
spicier  plots. 

In  December  1980,  for  example, 
Dell  came  out  with  its  Ecstasy  line  of 
romances.  With  virtually  no  promo- 
tion, these  relatively  sensual  stories — 
still  a  far  cry  from  Harold  Robbins — 
sold  briskly.  "We  were  the  first  to 
consummate  a  love  scene  without  the 
phone  ringing  or  the  dog  barking," 
says  Dell  editor  Anne  Gisonny.  Now, 
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Boy  meets  girl 


love's  Second  Chance  at  Love  series 
features  characters  who  are  similarly 
mature  and  independent.  "And  none 
of  them  can  be  in  the  typing  pool," 
says  editor  Carolyn  Nichols. 

Silhouette  will  follow  suit  this  June 
with  its  Desire  line,  backed  by  Silhou- 
ette's $15  million  promotion  budget. 
That  buys  network  television  time, 
and  there  is  clearly  something  to  pro- 
mote. Silhouette  has  enticed  several 
top  Harlequin  authors,  including  best- 
selling  Janet  Dailey.  She  got  a  $2  mil- 
lion cash  advance  to  write  28  books 
for  S&S'  various  lines,  says  her  mana- 
ger/husband Bill,  with  royalty  pay- 
ments pegged  at  "well  over  15%." 

Bantam,  S&.S'  equally  well-heeled 
competitor,  also  plans  network  televi- 
sion ads  to  help  launch  its  Circle  of 
Love  line  this  month.  Its  target  is  the 
traditional  reader  of  sweet  ro- 
mances— the  circle  of  love  represents 
a  wedding  ring — but  the  sales  tactics 
are  strictly  rough  and  tumble.  Bantam 
is  enticing  booksellers  and  wholesale 
distributors  with  fat  discounts. 
Wholesale  distributors  get  58%  in- 
stead of  the  usual  50%,  retailers  get 
48%  instead  of  40%.  "That's  the  road 
to  ruin,"  says  David  Galloway,  Harle- 
quin's chief  operating  officer.  "Once 
you  give  a  discount,  you  never  get  it 
back." 

Galloway,  who  came  to  Harlequin 
from  its  parent  Torstar  last  year,  is 
clearly  on  the  defensive.  Torstar  bor- 
rowed $132  million  last  year  to  buy 
out  a  30%  minority  stake  in  Harle- 
quin, and  the  book  publisher's  1981 
net  earnings,  to  be  reported  late  this 
month,  are  expected  to  be  off  some 
30%.  Part  of  the  reason  is  that  1980 
results  were  overstated  by  27%;  Har- 
lequin got  back  far  more  returns  than 
it  had  anticipated. 

Still,  no  one  is  writing  Harlequin 
off.  It  boasts  a  powerful  trade  name 
and  a  formidable  market  share — at 
least  50%.  The  old  15%  aftertax  re- 
turns are  probably  gone  forever.  But 
then  again,  probably  none  of  its  new 
competitors  will  achieve  such  profit- 
ability either.  Indeed,  with  so  many 
publishers  entering  the  market,  the 
magic  of  marketing  brand-name 
books  may  wear  off.  Confronted  with 
an  excess  of  choice,  readers  may  re- 
sort to  buying  books  based  on  author, 
title  or  cover. 

So  far,  that  shows  no  signs  of  hap- 
pening. But  then  the  competitive  spir- 
its are  just  now  beginning  to  fly. 
"Deep  down  I  can  see  a  shakeout 
coming,"  says  Bantam  Chairman 
Louis  Wolfe.  "Some  who  see  gold  will 
find  ashes,"  says  Simon  &  Schuster's 
Snyder.  In  real  life,  there  are  unhappy 
endings.  ■ 


Y'ivian  Lee  Jennings  is  a  perky 
36-year-old  who  writes  the  only 
weekly  newsletter  serving  the  ro- 
mance novel  industry.  Its  title?  Boy 
Meets  Girl,  of  course.  Jennings,  who 
runs  a  bookstore  chain  in  the  Kan- 
sas City  area  that  specializes  in 
romance  novels,  is  part  of  a  cottage 
industry  that  serves  what  is  now  a 
$250  million-a-year  business.  Most 
readers  are  industry  executives 
who  pay  $125  a  year  for  a  mix  of 
gossip  and  sales  statistics. 

Since  August  three  competitors 
have  made  a  pass  at  Jennings'  mar- 
ket, but  she  feels  the  field  is  big 
enough  to  support  a  varied  trade 
press.  "Once  women  see  how  much 
fun  these  books  are, "  she  says  with  a 
smile,  "they'll  stay  with  'em  until 
.  .  .  well,  until  they're  pushing  a 
walker  somewhere." — B.R. 


Category  romance  novels  are 
pure  formula  fiction,  but  the 
pay  can  be  lavish.  A  first-time  au- 
thor who  delivers  an  acceptable 
manuscript — as  close  to  55,000 
words  as  possible — can  expect  a 
$6,000  advance  and  royalties  of 
perhaps  8%.  Nearly  all  titles  that 
make  it  into  print  have  a  similar 
sales  appeal,  so  that  might  work 
out  to  a  gross  income  of  $30,000.  A 
real  pro  can  turn  out  ten  books 
annually  and  afford  to  live  as  well 
as  most  corporate  chief  executives. 

To  try  your  hand,  follow  the  out- 
line below,  which  Simon  &  Schu- 
ster's Silhouette  Books  provided  to 
fledgling  writers  for  its  original 
line.  Currently  popular  settings  in- 
clude Paris,  the  Caribbean  and 
even  the  Yukon.  Manuscripts 
should  be  typed.  Neatness  counts. 

The  heroine:  "She  is  always 
young  (19  to  27).  .  .  .  She  has  a  good 
figure  and  is  often  petite  and  slight 
of  build.  Naturally,  when  she  dress- 
es up  she  is  stunning.  .  .  .  Her  out- 
fits are  described  in  detail.  .  .  .  She 
should  not  be  mousy  or  weepy.  .  .  . 
She  is  unaccustomed  to  alcohol 
and  seldom  smokes.  She  is  usually 
without  parents,  though  a  brother 
is  permissible.  He  may  be  weak  or 


Vivian  tee  Jennings 


even  handicapped.  ..." 

The  hero  :  "He  is  8  to  12  years 
older  than  the  heroine.  He  is  self- 
assured,  masterful,  hot-tempered, 
capable  of  violence,  passion  and 
tenderness.  .  .  .  He  is  rich  and  suc- 
cessful, or  he  can  be  independently 
wealthy.  He  is  always  tall,  muscu- 
lar (but  not  musclebound),  above  all 
virile.  He  is  usually  dark,  although 
we  have  seen  some  great  Nordic 
types." 

The  other  woman  :  "Usually  mean, 
oversophisticated,  well-groomed. 
.  .  .  She  NEVER  gets  our  hero." 

Other  characters:  "Stock,  easily 
recognized  .  .  .  the  Scottish  house- 
keeper, the  overbearing  aunt.  .  .  . 
We  would  prefer  no  children  (espe- 
cially not  illegitimate). 

Plot:  "Murder,  gunplay,  abduc- 
tions, beatings,  spies,  nurse-hospi- 
tal novels  and  the  occult  are  out. 
The  action  should  explore  the  rela- 
tionship between  the  lovers." 

Love  scenes:  "Descriptions  of 
lovemaking  should  be  sensuous 
with  some  details.  .  .  .  Nudity  is 
permissible  depending  upon  con- 
text, but  it  should  not  be  too  graph- 
ic. Of  course,  references  to  pain 
and  blood  are  out.  The  only  pain 
permitted  is  the  sweet  pain  of  ful- 
filled (or  unfulfilled)  desire." 


Wanna  quick  $30,000? 
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The  head  of  the  House  Banking  Committee 
is  leading  this  year's  congressional  rush  to 
save  the  S&Ls  and  housing . . . 

And  furniture 
and  sawmills 


By  Beth  Brophy 

Everyone  knows  S&Ls  are  sick. 
What's  the  remedy?  Free  mar- 
keters say  let  nature  take  its 
course.  Congressmen  don't  think  that 
way,  particularly  in  an  election  year. 

The  leading  congressional  plan — 
the  proposal  of  Fernand  St  Germain, 
54,  the  Rhode  Island  Democrat  who 
chairs  the  House  Banking,  Finance  & 
Urban  Affairs  Committee — would 
create  a  $7.5  billion  loan  fund  to  bail 
out  S&Ls  whose  net  worth  dipped 
below  2%  of  assets.  The  aided  S&L 
would  have  to  put  half  of  its  net  new 
deposits  into  mortgages  for  first-time 
homcbuyers.  Can  such  transfusions 
save  a  mortally  ill  patient?  Forbes 
talked  to  St  Germain  recently  about 
his  plan  and  others  being  proposed. 
Why  not  let  free  market  forces  operate 


on  failing  S&Ls,  even  if  that  means  a 
shakeout  and  consolidation? 
St  Germain:  We're  reaching  the  satura- 
tion point  for  merger  partners.  If  you 
are  an  invalid,  and  you  marry  another 
invalid,  do  you  help  that  person?  No, 
you  get  a  healthy  individual  to  assist 
someone  who  is  ill.  hi  S&Ls,  we're 
running  out  of  healthy  individuals. 

The  insuring  funds,  the  Federal  Sav- 
ings &  Loan  Insurance  Corp.  (which 
guarantees  depositors'  funds),  is  down 
to  a  $750  million  draw  (meaning 
FSLIC's  line  of  credit  left  with  the 
Treasury).  If  we  see  as  many  failures 
occur  as  some  are  projecting,  that 
fund  would  soon  disappear  and  we 
would  then  have  to  increase  the  line 
of  credit  anyway,  because  there  is  no 
way  the  federal  government  will  not 
stand  behind  its  guarantee  to  insure 
deposits  to  $100,000. 


Are  von  sure  we  bare  run  out  O) f  pri- 
vate remedies}'  Citicorf)  and  Chase,  for 
example,  are  healthy,  and  they're  eager  to 
buy  Fidelity,  a  failing  California  S&L. 
St  Germain:  Chase  and  Citicorp  would 
be  interested  in  one  S&L  each  in  Cali- 
fornia and  one  S&L  each  perhaps  in 
Florida  or  Illinois.  But  once  they  have 
obtained  that,  I  doubt  they  will  have 
any  further  interest.  There  just  aren't 
enough  Chases  and  Citicorps  to  ac- 
quire the  number  of  S&Ls  that  need 
assistance.  Let's  face  realities.  Re- 
member the  "regulators  bill,"  which 
would  have  allowed  holding  compa- 
nies to  purchase  S&Ls  under  certain 
conditions?  The  votes  just  weren't 
there  in  Congress.  The  opposition 
was  just  unbelievable,  both  to  the  idea 
of  a  commercial  bank  purchasing  a 
thrift  and  to  a  breach  of  the  McFadden 
Act  (prohibiting  interstate  banking). 

As"  /'/  wise  to  think  you  can  pump  $7.5 
billion  more  into  a  budget  already 
drowning  in  red  ink? 
St  Germain:  We  are  facing  a  tremen- 
dous deficit  but  this  is  a  loan,  after 
all — a  loan  that  would  be  repaid  at 
prevailing  interest  rates.  Action  has 
to  be  taken.  I  held  off  for  a  long  time. 
The  Administration  kept  assuring  me 
everything  would  be  fine  because  in- 
terest rates  would  be  coming  down.  A 
year  ago  February,  they  told  me  that 
by  spring  of  last  year  interest  rates 
would  be  down  enough  so  that  the 
number  of  problem  thrift  institutions 
would  decrease  significantly.  But  that 
didn't  happen,  and  there  seems  to  be 
no  relief  in  the  foreseeable  future. 

is  the  main  purpose  of  your  bill  to  save 
the  S&Ls  or  to  help  the  housing  industry? 
St  Germain:  It's  important  for  more 
than  one  purpose.  First,  to  see  to  it 
that  we  have  an  instrumentality  to 
help  people  buy  homes.  Second,  to  get 
people  back  to  work  in  the  home- 
building  industries  and  its  subsidiar- 
ies and  satellites — the  carpet  manu- 
facturing industry,  the  furniture  in- 
dustry, sawmills,  timberlands. 

Why  not  simply  extend  the  All  Savers? 
St  Germain  All  Savers  are  doing  noth- 
ing for  housing.  Those  are  short-term 
deposits  that  are  used  to  buy  second- 
ary instruments.  They  have  created 
no  new  housing.  I  haven't  heard  many 
of  my  colleagues  talk  about  extending 
All  Savers,  because  the  cost  benefit 
ratio  simply  has  not  been  there. 

The  All  Savers,  of  course,  were  billed 
last  year  as  the  salvation  of  the  S&Ls  and 
housing.  Now  that  they  haven't  worked, 
this  year's  bailout  proposals  are  unlikely 
to  have  any  greater  success .  ■ 


House  Banking  Chairman  Fernand  St  Germain  (D-R.I.) 
L-9,  we're  running  out  of  healthy  individuals. 
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Scott, 
we'd  like  to  show  you 
all  our  paper  products. 

In  the  past,  we've  helped  you  with  financing  and  cash 
management. 

But  like  they  say  money  isn't  everything.  And  that's 
especially  true  when  it  comes  to  our  capabilities  at 
Seattle- First 

A  TOP  20  BANK  NATIONALLY. 
NUMBER  ONE 
WHERE  YOU  NEED  US. 

As  the  dominant  bank  in  the  Pacific  Northwest, 
and  ranked  in  the  top  20  nationally,  we  offer  a  range  of 
multinational,  money  center  services  —  equipment  leasing, 
<  nternational  banking,  fund  and  trust  management, 
i  syndications,  or  what  have  you. 

What  have  you? 


GIVE  US  AN  ASSIGNMENT 

Any  assignment. 

You  already  know  we  can  perform  when  it  comes  to 
financing  and  cash  management.  And  wed  like  to  show  you 
what  we  can  do  in  other  areas.  Even  if  it  means  coming  up 
with  a  package  deal. 

SEATTLE  FIRST 
NATIONAL  BANK 

For  money  center  banking 
in  the  pacific  northwest 


Will  the  leveraged  buyout  save  smokestack 
America?  Hardly.  But  it  may  help. 


Operation 
buyout 


By  Ben  Weberman 
and  Jayne  Pearl 

Signode  Corp.'s  directors  ap- 
proved a  plan  to  sell  all  outstand- 
ing stock  at  $53  a  share  and  go 
private.  Another  leveraged  buyout. 
Another  mature,  slow-growth  corpo- 
ration being  sold  to  its  top  managers. 

What's  behind  all  this  going  pri- 
vate? In  Signode's  case,  corporate 
raider  Victor  Posner  held  8.1%  of  the 
stock  through  his  Sharon  Steel  Corp. 
and  announced  plans  to  bring  that  up 
to  15.1%.  A  takeover  seemed  to  loom. 
To  head  it  oft,  Signode's  management 
made  a  tender  to  their  own  sharehold- 
ers in  a  leveraged  buyout. 

Think  of  the  leveraged  buyout  as 
a  transaction  similar  to  real  estate 
investing.  Says  one  leveraged-buyout 
specialist:  "Like  real  estate,  the  in- 
vestor buys  assets,  writes  up  the 
value  of  capital  property  as  much  as 
tax  regulations  permit,  then  writes 
off  the  assets  as  fast  as  possible. 
The  cash  flow  from  tax  savings  and 
any  remaining  aftertax  profits  are 
used  to  repay  debt  over  10  to  12 
years."  Once  the  debt  is  paid  off,  or 
nearly  so,  the  company  can  then  be 
brought  to  the  public  market  again 
or  sold  to  another  company.  A  lev- 
eraged buyout  is  a  means  for  buying 
a  company  with  its  own  cash  flow. 
The  key  is  a  high  level  of  cash  flow 
that  can  be  used  to  pay  back  the 
debt  as  fast  as  possible. 

Signode  was  a  classic  leveraged- 
buyout  opportunity.  In  1981  it  had 
sales  of  $700  million  and  cash  flow  of 
$80  million,  but  $25.6  million  went 
for  income  taxes  and  $15.5  million  for 
dividends. 

Signode  shares  weren't  going  any- 
where. The  stock  peaked  at  $54  in 
1973  and  fluctuated  between  $30  and 
$40 — close  to  book  value — since  then. 


Stock  options  granted  to  CEO  J. 
Thomas  Schanck  and  key  executives, 
exercisable  between  $31.75  and 
$46.25,  were  of  no  practical  value. 
iManagement  wasn't  happy.  Stock- 
holders weren't  happy.  And  the  bo- 
geyman was  knocking  at  the  door. 

Here's  how  the  Signode  leveraged 
buyout,  packaged  by  Merrill  Lynch 
White  Weld  Capital  Group,  will  work: 
A  newly  formed  private  company  will 
take  over  Signode.  The  first  step  usu- 
ally is  to  write  up  the  aging  plant  and 
equipment     substantially,  perhaps 


Merrill's  Mancuso  and  Ferenbach 


The  name  of  the  game  is  cashflow. 


from  SI 50  million  to  the  area  of  $300 
million.  Depreciation  charges  will 
soar,  sheltering  income  from  taxes. 
It's  a  fair  assumption  that  writeoffs 
will  run  to  $60  million  annually  or 
more  at  first,  up  from  $20  million. 

Whence  will  come  the  money  to 
buy  out  stockholders?  The  biggest 
piece  from  banks  and/or  insurance 
companies  who  will  lend  on  the  col- 
lateral of  assets  and  cash  flow.  The 
lenders  are  expected  to  put  up  about 
$325  million  of  the  S450  million-or-so 
purchase  price.  Equity  will  come  from 
some  lenders  and  venture  capital  orga- 
nizations as  well  as  the  packagers  and 
management.  Interest  charges  will  ab- 
sorb perhaps  half  the  available  cash 
flow,  leaving  the  rest  free  for  capital 
spending  and  for  debt  repayment.  For 
tax  purposes,  the  new  company  may 
run  at  a  loss  for  a  few  years  because  of 
the  huge  depreciation  charges.  But 
who  cares?  There  would  be  no  income 
tax  to  pay  and  no  security  analysts  to 
worry  about. 

Real — as  opposed  to  book — equity, 
meanwhile,  is  increasing  as  the  debt 
is  repaid  out  of  the  remaining  cash 
flow.  After  it  is  paid  off  completely, 
the  company's  owners  wind  up  hold- 
ing a  stake  in  what  could  be  a  valuable 
corporation. 

Through  deals  like  this,  Carl  Feren- 
bach HI,  comanaging  director  of  the 
Merrill  unit,  and  Robert  F.  Mancuso, 
vice  president  in  charge  of  three  lever- 
aged-buyout specialists,  are  pushing 
to  become  a  key  competitor  of  Kohl- 
berg,  Kravis,  Roberts  &  Co.,  the  leader 
in  the  leveraged-buyout  field  (Forbes, 
July  24,  1978).  Says  Ferenbach,  "We 
don't  want  to  become  the  dominant 
principal  in  the  new  firm.  We  prefer 
established  management." 

It's  a  lovely  business:  Ferenbach 
says  fees  are  frequently  1%  on  $400 
million  deals.  He  sees  a  glittering  vis- 
ta for  leveraged  buyouts  in  smoke- 
stack America.  "American  business  is 
now  heavily  weighted  with  mature 
companies  that  have  a  heavy  cash 
flow — metal  benders  with  no  more 
glamour,"  he  says.  "Half  of  the  500 
largest  companies  in  America — or 
parts  of  them — could  be  sold  this 
way."  Take  an  aging  conglomerate, 
for  example.  The  parent  rids  itself  of  a 
stagnating  unit,  for  cash,  and  the 
spunoff  unit  rids  itself  of  a  cumber- 
some corporate  superstructure. 

Is  it  all  merely  a  get-rich  plan  for  top 
corporate  managers?  Clearly,  it  may 
brighten  the  golden  years  for  many. 
But  there  is  social  value  here,  too. 
Present  stockholders  are  bought  out  at 
a  profit,  and  an  aging,  stodgy  oper- 
ation has  a  chance  to  revive  the  entre- 
preneurial spirit  and  try  again.  ■ 
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The  Up-And-Comers 


Inventor  Gordon  Matthews  has  had  two 
product  successes  and  two  business  fail- 
ures. But  now  he's  getting  a  third  chance 
at  bat  with  his  new  company. 

"Three's  the 
charm" 


By  Anne  Bagamery 


When  Gordon  Matthews  is 
not  tooling  around  the  north- 
ern Dallas  suburb  of  Richard- 
son on  his  Honda  750  motorcycle,  he 
dreams  about  designing  a  perfect 
world.  "When  I  see  something  that 
irritates  me,  I  invent  something  to  fix 
it,"  says  Matthews,  45,  with  good- 
natured  bravado.  "Sometimes  I  think 
the  universe  could  be  flaw- 
less if  only  I  could  design  it." 

Matthews'  biggest  gripe 
with  the  universe  is  ineffi- 
cient communications.  For 
the  past  15  years  he  has 
channeled  that  irritation 
onto  his  drawing  board,  and 
with  good  results:  Two  Mat- 
thews-designed products,  the 
Teleswitcher/Telecontroller 
and  the  Watsbox,  have  been 
technical  and  commercial 
successes. 

Trouble  is,  Matthews — 
whose  University  of  Tulsa 
degree  is  in  engineering 
physics,  not  management — 
couldn't  run  the  firms  that 
made  and  sold  the  products. 
His  partner  seized  control 
and  forced  him  out  of  his 
first  company  in  1969,  and  a 
California  company  bought 
him  out  of  mounting  losses 
in  his  second  in  1976.  "As  an 
inventor,  Gordon's  reputa- 
tion is- unblemished,"  says  a 
venture  capitalist.  "As  a 
businessman,  it's  the  pits." 

But  Matthews  has  a  third 
company  now,  ECS  Tele- 
communications, and  he 
thinks  that  this  time  he  has 


the  problem  licked.  Matthews  is 
chairman  of  ECS  because  he  invented 
its  product — the  Voice  Message  Ex- 
change, a  computerized  telephone 
message  storage  and  retrieval  system 
with  greater  capacity  than  a  tape  re- 
corder and  a  novel  ability  to  reroute 
and  replicate  messages.  But  oper- 
ations and  fiscal  management  belong 
to  Chief  Executive  Bob  David,  43,  a 
Harvard  M.B.A.  and  former  top  finan- 


Matthews  of  ECS  Telecommunications  on  his  Honda 
"Gordon  wants  free  time  and  a  chance  to  invent.' 


cial  officer  at  General  Signal. 

After  two  years  $4  million  (sales) 
.  ECS,  though  not  yet  profitable  (it  lost 
$750,000  last  year),  is  the  leader  with 
20%  of  the  voice-mail  services  busi- 
ness— a  market  that  is  expected  to 
reach  $300  million  to  $500  million  in 
sales  over  the  next  four  years,  accord- 
ing to  an  exhaustive  study  by  the  Yan- 
kee Group,  a  Cambridge,  Mass. -based 
research  firm.  ECS  has  already  signed 
up  some  big  customers,  including  3M, 
Hoffmann-LaRoche,  ARCO  and  Intel. 
Analysts  predict  that  ECS  will  hold  on 
to  its  market  share  despite  competi- 
tors like  IBM,  Exxon  and  Wang  (all 
with  voice-messaging  systems  on  the 
market)  and  AT&T,  waiting  in  the 
wings  with  declared  intentions  to  en- 
ter. ECS  also  faces  formidable  compe- 
tition from  electronic  mail,  a  poten- 
tial $1  billion  industry  that  competes 
by  linking  desktop  computers  in  the 
same  way  that  voice  mail  links  tele- 
phones. The  electronic-mail  players 
are  giants,  too — IBM,  AT&T  and 
Xerox  among  them.  Still,  the  fans  are 
cheering.  "Being  the  first  company  to 
make  quantity  shipments  gives  ECS  a 
tremendous  leg  up,  no  matter  who  the 
competition,"  says  Martin  Fletcher  of 
Dataquest,  the  California-based  tech- 
nology research  firm. 

But  the  fans  have  said  things  like 
that  about  Matthews  before.  They 

 said  it  in  1968  about  the 

Teleswitcher,  which  was  the 
first  computer-based  system 
of  relaying  messages  be- 
tween terminals.  And  they 
said  it  in  1972  about  the 
Watsbox,  first  sold  by  Action 
Communications  Systems 
(now  part  of  Honeywell), 
which  helped  usher  in  the 
age  of  low-cost  long-distance 
phone  service  by  automati- 
cally shunting  calls  along  the 
least  expensive  lines.  Both 
products  survived,  but  the 
companies  crumbled.  What 
makes  the  men  of  ECS  think 
their  company  will  escape 
the  same  fate? 

Matthews,  a  ruddy  Okla- 
homan  who  resembles  Glen 
Campbell,  and  David,  an  In- 
diana native  who  looks  as  if 
he  has  eaten  The  Official 
Preppy  Handbook,  offer  differ- 
ent answers.  David:  "Gordon 
and  I  could  be  a  sort  of  latter- 
day  Hewlett  and  Packard, 
staying  abreast  of  this  indus- 
try by  building  on  the  part- 
nership of  a  businessman  and 
a  scientist."  Matthews: 
"Look,  I  know  it  sounds 
trite,  but  I  really  learn  from 
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my  mistakes,  and  I  just  won't  make 
them  again." 

In  1967  Matthews  was  a  Texas  In- 
struments engineer  based  in  Dallas 
after  four  years  with  IBM.  One  day  he 
spotted  TI's  teletype  switching  station, 
a  room  in  which  14  young  women 
carried  streamers  of  yellow  punched 
tape  from  one  machine  to  another.  He 
cringed.  "Tapes  were  getting  torn, 
stepped  on,  put  in  backwards — this 
was  state-of-the-art  for  getting  com- 
puters to  talk  to  each  other,"  recalls 
Matthews,  shaking  his  head. 

With  $100,000  in  project  money, 
Matthews  and  two  others  created  a 
rudimentary  Teleswitcher,  which 
eliminated  the  punched-tape  step  and 
took  messages  directly  from  the  ter- 
minals' memories.  Impressed,  TI  in- 
stalled it  in  its  headquarters  but 
balked  at  mass-marketing  it.  So  in 
1968  Matthews  left  to  form  Computer 
Control  Systems. 

The  company  was  "a  total  failure," 
says  Matthews.  "I  made  every  mis- 
take in  the  book.  We  were  terribly 
undercapitalized — $80,000,  mostly 
people's  savings.  But  still  we  had  1 1 
employees  and  we  rented  the  most 
beautiful  suite  of  offices  in  the  Ex- 
pressway Tower  so  we  could  ride  in 
the  elevator  with  [Dallas  Cowboys 
coach]  Tom  Landry."  Incredibly,  Mat- 
thews didn't  seek  venture  money  or 
bank  loans  because,  he  says,  "I  just 
didn't  know  I  could.  I  was  terribly 
naive."  Computer  Control  sold  a 
handful  of  upgraded  Teleswitchers,  at 
around  $200,000  a  system.  What  prof- 
its there  might  have  been  were  wast- 
ed on  those  plush  offices  and  a  huge 
sales  staff.  In  fiscal  1969  the  firm  lost 
$1  million. 

After  the  first  year's  results  were  in, 
one  of  Matthews'  partners — a  friend 
and  neighbor  Matthews  had  cut  in — 
decided  he  had  to  act  fast.  Enlisting 
the  aid  of  his  in-laws,  the  partner 
bought  up  51%  of  the  unregistered 
stock  and  then  handed  Matthews  an 
ultimatum:  Resign  or  be  fired.  Why 
didn't  Matthews  enlist  the  financial 
help  he  needed  to  fight  his  partner? 
"Pride,  youth,  arrogance,  inexperi- 
ence— I  just  didn't  know  how  things 
were  done,"  he  says.  "If  I'd  been 
wiser,  I  might  have  licensed  the  prod- 
uct and  had  someone  else  do  the  sell- 
ing. Instead,  I  tried  to  do  it  all,  and  I 
ended  up  doing  nothing."  He  pauses, 
then  smiles.  "My  partner  and  I  didn't 
speak  for  a  few  years,  but  we're  friend- 
ly now." 

One  of  the  things  Matthews  didn't 
tell  his  former  partner  when  he  left 


ECS  President  Bob  David  and  Chairman  Gordon  Matthews 

"Pride,  youth,  arrogance— I  didn't  know  how  things  were  done." 


in  1969  was  that  he  had  been  plan- 
ning to  upgrade  the  Teleswitcher  for 
use  with  the  more  advanced  mini- 
computers that  were  coming  on  the 
market.  For  six  months  he  dipped 
into  his  savings  to  develop  the  new 
model,  called  the  Telecontroller, 
then  sought  the  aid  of  professional 
money  men  to  bring  the  product  to 
market.  In  1970  he  raised  $500,000 
in  venture  capital  and  founded  Ac- 
tion Communications  Systems. 
"This  time  we  took  more  modest  of- 
fices and  kept  the  sales  staff  small." 
By  1975  Computer  Control,  unable 
to  compete  with  the  new  technolo- 
gy, was  reduced  to  a  service  bureau. 

Not  long  after  he  founded  Action, 
Matthews  was  again  irritated  into  in- 
ventiveness. During  a  visit  to  Swift  & 
Co.  headquarters  in  Chicago,  he  heard 
an  executive  complain  about  Swift's 
high  long-distance  phone  bills.  The 
company  had  just  installed  WATS 
lines  and  intercity  tie  lines,  but  em- 
ployees didn't  know  which  route  was 
cheapest — and,  since  they  weren't  ac- 
countable for  their  calls,  had  little  in- 
centive to  care.  Remembering  his 
own  experience  with  high  office 
costs,  Matthews  went  back  to  Dallas 
and  by  mid- 1971  had  designed  the 
Watsbox,  a  computer-controlled 
switching  station  with  a  hookup  to 
spew  out  itemized  bills. 

In  bringing  out  the  Watsbox  Mat- 
thews hit  a  large,  predictable  snag: 
AT&T.  Bell  had  just  had  a  stinging 
defeat  in  the  Carterfone  case  in  1968 
and  was  not  in  the  mood  to  let  another 
little  company  interrupt  Bell  System 
lines,  especially  with  a  product  that 
promised  to  save  money  on  phone  calls. 


"They  almost  threw  me  out  of  195 
Broadway,"  Matthews  recalls.  Un- 
daunted, Matthews  hired  Ray  Besing, 
the  same  Dallas  attorney  who  had  rep- 
resented Carterfone.  "It  was  beautiful. 
Ray  just  looked  across  the  table  and 
said,  'Look,  you  s.o.b.s,  I  whipped  your 
ass  in  Carterfone,  so  you  know  I'll  do  it 
again  if  you  don't  let  this  boy  sell  his 
box.'  "  Bell  relented. 

The  Watsbox  was  an  immediate 
success,  but  success  ruined  Action. 
With  two  hot  products  to  sell,  the 
company  grew  faster  than  Matthews 
could  control,  and  by  1974  Action  had 
plunged  into  the  red.  In  1976  Plan- 
tronics,  a  San  Jose,  Calif.-based  maker 
of  telecommunications  equipment, 
bought  Action  and  relegated  Mat- 
thews to  research  and  development 
("where  I  belonged,"  he  says  wryly). 
Four  years  later  Plantronics  sold  the 
division — now  back  in  the  black — to 
Honeywell. 

By  that  time,  however,  Matthews 
had  resigned  to  work  full  time  on  an 
idea  he  had  had  during  a  visit  to 
Johns-Manville  in  1974.  Struck  by  the 
sight  of  a  room  of  garbage  bins  filled 
with  telephone  messages,  Matthews 
combined  the  Teleswitcher  and  Wats- 
box principles  into  the  Voice  Message 
Exchange.  But  when  Matthews  tried 
out  his  idea  on  venture  capitalists  in 
1979,  the  reception  was  frosty:  "They 
liked  the  product,  but  they  made  it 
clear  to  me  that  I  couldn't  get  a  dime 
unless  I  could  assure  them  that  man- 
agement would  be  in  capable  hands — 
and  that  meant  someone's  hands  but 
mine." 

Enter  David,  who  had  been  with 
General  Signal  since  graduation  from 
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It's  crucial  that  you  rediscover  and  re-examine 
all  your  separate  parts. 


business  school  in  196S.  He  had  just 
passed  his  fortieth  birthday  and  was 
itching  to  start  his  own  company.  A 
venture  capitalist  put  him  in  touch 
with  Matthews,  and  together  they 
raised  $1.3  million,  even  from  old-line 
firms  like  Sutter  Hill  and  Bessemer 
Securities.  J.H.  Whitney  has  since 
kicked  in  $750,000. 


SO  RAVENOUS  IS  THE  APPETITE  for 
cable  programming  that  even 
corporate  annual  reports  will 
soon  be  competing  with  The  Young 
and  the  Restless  and  Flamingo  Road  for 
viewers'  attentions.  Some  30  compa- 
nies are  expected  to  televise  annual 
reports  this  year,  and  that  could  in- 
crease to  150  next  year,  says  Bruce 


Matthews  and  David  are  hoping 
to  strengthen  ECS  by  taking  on 
large  corporate  partners,  offering 
them  licenses  to  ECS  products  and 
part  ownership  in  exchange  for  roy- 
alties and  clout  in  the  marketplace. 
Shell  Canada  has  already  signed  up. 
Eventually,  Matthews  and  David 
would  like  to  take  ECS  public.  They 


Pennington,  a  New  York  communica- 
tions consultant.  He  should  know.  He 
grosses  up  to  $30,000  a  shot  getting 
members  of  the  Forbes  500  on  cable 
television,  and  Pennington's  total  bill- 
ings could  exceed  $1  million  this  year. 

The  idea  began  in  1980  when  Em- 
hart  Corp.  asked  Pennington,  a  for- 
mer writer  for  Bob  Hope  and  producer 


both  rule  out  a  merger,  although  for 
different  reasons.  David:  "What 
Gordon  wants  is  some  free  time 
and  a  chance  to  invent.  Through  an 
independent  company  I  want  to  of- 
fer him  that  chance."  Matthews: 
"After  two  tries,  I  just  want  to 
make  it  on  my  third.  I  want  to 
prove  that  three's  the  charm."  ■ 


Kdited  By  Paul  B.  Brown 


of  the  first  Sesame  Street,  how  it  could 
make  its  industrial-equipment  firm 
more  exciting— a  challenging  pros- 
pect indeed.  One  year  and  $250,000  in 
production  costs  later,  Emhart's  re- 
port was  aired  on  cable  TV  in  eight 
states  (Forbes,  Sept.  1,  1980). 

Was  the  electronic  version  more  ex- 
citing than  the  printed  one?  Not  real- 
ly. "We  are  as  factual  as  possible," 
says  Pennington.  "That  way  we  quali- 
fy as  informational  programming  and 
often  don't  get  charged  for  the  time." 
Shareholders  get  a  letter  telling  when 
the  report  will  air.  Why  spend  all  this 
money  for  something  shareholders 
will  get  in  the  mail  anyway?  "It  is 
equally  important  to  the  company  to 
develop  potential  shareholders,  par- 
ticularly if  the  company's  coming  out 
with  a  new  issue."  Pennington  re- 
plies. "It's  the  Peeping  Tom  principle 
of  communications.  Everyone  is  more 
interested  in  information  intended  for 
someone  else."  Even  someone  else's 
fine  print. — Laura  Rohmann 


Survival  tips 

Being  by  definition  cockeyed  opti- 
mists, entrepreneurs  are  supposed 
to  be  out  of  their  element  when  it 
comes  to  dealing  with  recessions. 
"They're  geared  toward  expansion, 
not  contraction,"  says  Harvey  D. 
Moskowitz,  a  partner  of  Seidman  & 
Seidman.  "They  may  underestimate 
the  length  of  the  recession  or  think  it 
won't  affect  them  severely." 

Armed  with  that  hypothesis,  Seid- 
man &  Seidman  has  come  forth  with 
a  Recession  Survival  Kit,  listing 
handy  tips  so  obvious  that  the  cock- 
eyed optimists  have  presumably  over- 
looked them. 
A  few  samples: 

•Don't  assume  that  just  because 
you  run  a  small  business  you  can't 
take  advantage  of  "sophisticated"  ac- 
counting methods  like  tax  leases  and 
LIFO.  Ask  your  accountant. 

•Eliminate  less  profitable  factories 
or  product  lines.  If  you're  an  inventor- 
entrepreneur,  you  may  find  it  difficult 
to  kill  any  of  your  brainchildren.  Be 
ruthless. 


The  Up-And-Comers 


What  could  be  worse  than  having  to  read 
an  annual  report?  Maybe  watching  one. 


The  Peeping  Tom 
principle 


PnRRH   MABPHIQ  1QK1 


So  that  when  the  pieces  come  together  again 


•Improve  cash  flow  by  speeding  up 
shipments  and  customer  payments. 
Try  enclosing  a  self-addressed  enve- 
lope with  the  invoice  and  offer  dis- 
counts for  quick  payment. 

•Conversely,  it  may  pay  to  borrow 
to  take  advantage  of  discounts  offered 
by  your  suppliers.  A  2%  monthly  dis- 
count justifies  up  to  a  24%  annual 
interest  rate  loan. 

An  encore:  "Sometimes  you  can 
save  money  by  spending  it,  like 
buying  more  efficient  equipment," 
Moskowitz  offers. 


One  tip  not  offered  in  Seidman's 
kit:  Bag  it  all  and  sell  out  to  an  oil 
company. — Jane  Carmichael 


Keep  it  up,  Ron! 

For  all  the  dire  predictions,  Reagan 
Administration  economic  policies 
do  not  seem  to  have  hurt  small  busi- 
ness as  a  whole.  Despite  the  fact  that 
there  were  17,043  business  failures 
last  year — the  second-highest  number 
since  the  end  of  World  War  II  (the 
most  were  in   1961) — 46%   of  the 


small-business  chief  executives  ques- 
tioned in  a  poll  conducted  for  Walter 
E.  Heller  International  Corp.  say  they 
have  not  been  hurt  by  the  recession. 
Of  those  who  admitted  they  were  af- 
fected, the  vast  majority  said  they 
were  hurt  only  slightly.  Half  the  ex- 
ecutives said  they  expect  the  reces- 
sion to  last  all  year,  but  82%  endorsed 
Reagan's  economic  program.  They 
seem  to  feel  a  mild  recession,  even  if 
protracted,  isn't  too  much  to  pay  for 
bringing  down  inflation  and  taxes  and 
reducing  waste  in  government.  ■ 


The  Up-And-Comers 


Systel  flopped  badly  with  its  first  product, 
but  it  used  that  technology?  to  come  up  with 
a  possible  winner  in  a  related  market. 

The  shotgun 
approach 


By  John  A.  Byrne 

As  a  competitive  trapshooter 
who  began  toting  a  shotgun  at 
i  the  age  of  12  to  hunt  rabbits  in 
the  backwoods  of  his  native  Tennes- 
see, BJ.  Moore  knows  that  you  don't 
always  have  to  be  squarely  on  target 
to  score  a  hit.  Sometimes  the  pellet 
spray  from  a  shotgun  blast  can  make 
you  lucky. 

As  president  of  Systel  Inc.,  Moore 
surely  missed  the  target  when  his 
company  launched  yet  another  small 
business  computer  early  last  year. 
"We  didn't  think  out  the  marketplace 
as  we  should  have,  so  it  died  a  slow, 
gradual  death,"  he  says  in  a  soft 
Southern  accent.  Yet  Systel  was  able 
to  use  much  of  the  technology  devel- 
oped for  the  computer  to  create  a 
promising  new  device  that  inexpen- 
sively turns  a  standard  electronic 
typewriter  into  a  word  processor. 

Just  six  months  after  realizing  that 
his  computer  was  a  dead  loss,  Moore's 
California-based  Systel  designed  and 
tooled  its  typewriter  attachment  and 
lined  up  suppliers  and  dealers.  Last 
month  Systel  began  delivery.  So  far 


the  reaction  has  been  anything  but 
ho-hum.  "These  guys  [office  equip- 
ment dealers]  practically  lumped  out 
of  their  shoes  when  they  saw  it,"  says 
Robert  Costain  of  Dataquest,  a  com- 
puter industry  market  research  firm. 
What  the  dealers  saw  was  an  odd- 
looking  device,  small  enough  to  fit 
alongside  the  typewriter  on  a  secre- 
tary's desk,  that  could  perform  nu- 
merous word  processor  functions, 
such  as  editing  without  retyping  and 
automatic  letter  writing.  Yet  the  Sys- 
tel II  retails  for  only  $3,450,  roughly 
half  the  cost  of  a  standard  word  pro- 
cessing system  sold  by  IBM,  Wang 
and  the  other  big  boys.  The  product 
can  be  plugged  into  electronic  type- 
writers, which  cost  as  little  as  S  1,000, 
made  by  Olympia,  Olivetti,  Adler, 
Remington  Rand  and  Royal.  IBM  will 
be  added  by  midyear. 

Critical  to  the  successful  introduc- 
tion of  Systel's  attachment  was  a  pri- 
vate-labeling deal  signed  with  Olym- 
pia U.S.A.,  whose  brand  was  on  30% 
of  the  electronic  typewriters  sold  in 
the  U.S.  last  year.  Moore  can  thank 
Systel  director  Frank  Fonteyn  for  that 
break.  A  major  office  equipment  deal- 


er and  Olympia  customer,  Fonteyn 
persuaded  Olympia  that  Systel's  at- 
tachment would  open  up  the  lower 
end  of  the  word  processor  market  for 
them.  Olympia  agreed  to  purchase 
more  than  5,000  units  this  year  alone 
for  sale  through  its  own  network  of 
dealers  in  the  U.S.  That  deal,  with 
Systel's  own  sales  efforts,  should  give 
the  company  revenues  of  more  than 
SI 5  million  this  year,  moving  Systel 
into  the  black  by  lune.  That  is  quite  a 
recovery  from  the  S 1 .5  million  loss  on 
Systel's  first  computer  failure. 

The  company  got  its  shaky  start  in 
early  1980  when  it  was  founded  by 
three  engineers:  Sam  Schwartz,  vice 
president  of  engineering,  Dan  Hock- 
man,  chairman,  and  Moore.  All  three 
boast  successful  records  starting  up 
other  electronic  ventures.  Moore  in 
1969  was  among  the  founders  of  Bio- 
mation,  an  electronic-instrument 
maker,  and  as  president  built  the 
company  into  an  $11.5  million  (rev- 
enues) firm,  which  Gould  Inc.  ac- 
quired for  SI 7  million  in  1978.  A  core- 
cipient  of  Electronic  Magazine's  Man 
of  the  Year  award  in  1977,  Moore 
hung  around  with  Gould  for  another 
year,  then  left  the  corporation  to  be  an 
entrepreneur  again. 

Together  with  a  dozen  other  inves- 
tors, the  three  pooled  SI. 2  million  of 
their  own  money  to  design  and  begin 
production  of  the  desk-top  computer, 
Report  80.  But  dealers  couldn't  find 
any  more  room  on  their  shelves  to 
stock  another  unknown  computer 
product.  To  make  matters  worse,  the 
very  feature  that  made  Systel's  Re- 
port 80  unique  also  made  it  unattrac- 
tive to  the  retailer.  The  computer 
combined  in  a  single  unit  a  display 
screen,  disk  drive  and  printer — fea- 
tures normally  sold  as  options.  Like 
the  automobile  dealer  who  depends 
on  selling  extras  for  most  of  his  profit, 
the  computer  dealer  wasn't  eager  to 
sell  a  product  with  virtually  no  poten- 
tial for  higher-margin  options. 


cnoncc  Mioru  io  loin 


Ilie  Lp-And-(  Vomers 


"While  everyone  had  gone 
crazy  trying  to  build  small 
computers,  what  had  gone 
neglected  was  a  simple  de- 
vice that  could  turn  an  elec- 
tronic typewriter  into  a 
high-quality,  inexpensive 
word  processor." 


Systel  President  B.J.  Moore 

"We're  not  a  success  yet,  so  we're  not  vulnerable. 


Faced  with  the  prospect  of  bank- 
ruptcy last  August,  Moore  was  search- 
ing frantically  for  a  solution  when 
Frank  Fonteyn  had  a  good  thought.  He 
innocently  asked:  "Is  there  any  way 
you  guys  could  make  a  simple  word 
processor  to  go  with  an  electronic 
typewriter?"  "We  instantly  knew  the 
answer,"  recalls  Moore,  "and  it  was 
yes.  While  everyone  had  gone  crazy 
trying  to  build  small  computers,  what 
had  gone  neglected  was  a  simple  de- 
vice that  could  turn  an  electronic  type- 
writer into  a  high-quality,  inexpensive 
word  processor."  With  great  difficulty, 
Moore  persuaded  several  venture  cap- 
italists to  pony  up  another  $700,000 
just  before  the  brainstorming  session 
to  continue  plugging  the  computer.  As 
it  turned  out,  Systel  used  much  of  the 
money  to  help  it  ditch  the  computer 
and  give  it  a  new  lease  on  life. 

This  time  Moore's  approach  to  the 
word  processor  market  was  shrewdly 
aimed  at  what  may  turn  out  to  be  a 
niche  beneath  the  product  lines  of  the 
big  boys.  "The  computerization  of  the 
office  will  be  evolutionary,"  he  ex- 
plains. "It  won't  in  every  case  occur  in 
one  big  step." 

Moore  may  just  be  right.  "A  lot  of 
office  managers  are  frightened  to 
death  over  all  the  hoopla  about  office 
automation,"  says  Costain  of  Data- 
quest.  "This  Systel  product  gives 
them  a  chance  to  do  it  one  step  at  a 
time  with  no  disturbance.  They  don't 
have  to  pull  thousands  of  dollars  of 
coaxial  cable  through  their  walls." 

Office  equipment  dealers,  who  are  as 
hesitant  about  stocking  advanced  word 
processing  systems  they  can't  under- 


stand, are  ready  to  embrace  the  Systel  II 
as  an  entry-level  product  in  the  new 
technology.  Systel  has  signed  50  of  the 
300  dealers  the  company  hopes  will 
carry  its  product  by  July,  offering  them 
slightly  higher  than  usual  markups  of 
40%  and  up  on  the  product. 

What's  particularly  promising  about 
Moore's  target  market  is  that  it  is  a 
known  quantity  to  his  dealers.  Their 
first  stop  will  be  known  customers 
who  already  have  bought  electronic 
typewriters  from  them. 

Moore  has  competition,  of  course. 
New  fersey-based  Syntrex  Inc.  began 
delivering  a  similar  product  compati- 
ble with  certain  Olivetti  and  IBM 
electronic  typewriters  in  early  1981 — 
before  Systel  even  thought  about  it. 
But  Syntrex'  basic  unit  retails  for 
nearly  S2,000  more. 

Moore  isn't  worried  by  Syntrex'  or 
by  one  of  the  giants'  moving  in  to 
swamp  his  little,  one-product  com- 
pany. Not  yet,  anyway.  "Success 
breeds  competition,  but  we're  not  a 
success  yet,  so  we're  not  vulnerable 
now."  Besides,  Moore  has  his  hands 
full.  Systel's  plans  call  for  production 
to  grow  from  only  350  units  this 
month  to  2,000  units  monthly  by 
year-end.  That  will  require  Systel  to 
increase  its  current  employee  head- 
count  fivefold.  Money  is  no  longer  a 
problem.  In  January  a  group  of  venture 
capital  firms  put  up  $2.5  million  that 
will  hold  Systel  for  the  rest  of  1982. 

By  then,  Moore  should  know 
whether  product  number  two  is  the 
success  he  hopes  it  will  be.  In  the 
meantime,  he's  not  apt  to  have  much 
time  for  trapshooting.  ■ 
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A  low-tech  merchant  ranks  with  the  best  of 
high-tech  in  personal  computers.  Charles 
Tandy  would  not  he  surprised. 

"Sometimes 
we  are  innovators, 
sometimes  not" 


By  Howard  Rudnitsky 
and  Toni  Mack 


How  good  really  is  Tandy 
Corp.,  and  what  is  it  good  at? 
The  $2  billion  (sales)  com- 
pany, with  its  8,500  Radio  Shack 
stores,  is  enjoying  rapid  growth.  Even 
after  the  market's  recent  savaging,  its 
stock  retains  a  price/earnings  ratio 
that  computer  makers,  to  say  nothing 
of  retailers,  would  envy.  It 
is  winning  its  spurs  in  the 
demanding  world  of  elec- 
tronics, which  two  months 
ago  received  Tandy's  new 
TRS-80  Model  16  personal 
computer  with  proper  re- 
spect. "Four  years  ago  al- 
most nobody  took  Tandy 
seriously,"  comments  Op- 
penheimer  analyst  Esther 
Dyson,  "but  now  even  IBM 
pays  attention." 

Yet  Tandy  seems  unaf- 
fected. "Other  companies 
are  technology-driven — 
worrying  whether  they  can 
make  something  1  micron 
smaller  without  knowing  if 
anyone  wants  them  to," 
says  Tandy's  head  of  re- 
search John  Patterson.  "But 
our  stores  give  us  market  re- 
search daily.  So  we  create  ap- 
plications, not  technology." 

Tandy's  43-year-old  presi- 
dent and  chief  executive, 
John  V.  Roach,  concurs. 
"Tandy,"  he  says,  "is  a  dis- 
tribution system  for  the 
products  of  technology. 
Sometimes  we  are  innova- 
tors, sometimes  not,  but  we 
have  the  capability  to  move 
a  lot  of  product." 

By  fostering  that  keep- 
your-eyes-on-the-cash-reg- 


ister  attitude,  Roach  has  made  Tandy 
the  market  coleader  (a  23%  market 
share,  equal  to  Apple's)  in  personal 
computers.  It  has  sold  some  500,000  of 
the  wonder  machines  and  now  has 
seven  different  models.  When  Tandy's 
fiscal  year  ends  in  June,  F.  Eberstadt  &. 
Co.  analyst  Barry  Bosak  expects  micro- 
computer re  venues  to  be  around  30%  of 
Tandy's  $2  billion  volume  and  even 
more  of  its  profits,  which  he  antici- 


Tandy  President  John  Roach  with 
Following  the  founder's  way. 


Chairman  Phil  /V<  trth 


pates  at  $228  million,  or  $2.20  a  share,  a 
30%  leap  from  fiscal  1981. 

Tandy  has  benefited  mightily  from 
its  early  start  in  personal  computers, 
but  it  is  scarcely  captive  to  them.  It 
also  has  items  like  cordless  phones 
and  answering  machines.  Plus,  says 
Patterson,  "We  still  sell  every  con- 
sumer fad — CBs,  radio-operated  cars, 
stereos.  It's  all  old  hat,  but  we  still 
make  money  at  it."  That  works  out  to 
roughly  $1  billion  sales  in  yesterday's 
wonders,  a  stable  base.  "While  people 
in  the  stereo  business  have  been  blow- 
ing their  brains  out,  we  have  emerged 
as  the  most  profitable  retailer,"  claims 
Roach.  "We  know  how  to  survive  in 
that  kind  of  jungle." 

What  it  all  adds  up  to  is  surprise.  In 
merchandising  profits,  Tandy  is  near- 
ing  the  giants — Sears,  Penney,  K  mart 
(see  table,  p.  68) — while  doing  only 
10%  to  20%  of  their  retail  sales  vol- 
ume. In  profitability,  Tandy  long  ago 
left  them  behind:  It  earns  better  than 
10%  on  sales  (r.v  a  typical  3%  for  large 
retailers)  and  has  averaged  close  to 
40%  on  equity  over  the  last  five  years. 

Charles  Tandy  wouldn't  be  sur- 
prised. A  formidable  merchant,  he  set 
the  rules  and  pattern  successors  have 
carried  on  since  he  died  three  years 
ago,  at  60,  of  his  third  heart 
attack.  "I  miss  him,"  says 
one  executive,  "but  the 
company  won't,  because  he 
taught  enough  people  to  do 
it  right." 

Gross  margin — the  price 
of  a  product  minus  what  it 
cost  to  buy  or  make — is  a 
religion  around  Tandy  Cen- 
ter. "Charles  Tandy  never 
entered  a  market  or  sold  a 
product  without  a  50%  gross 
margin,"  recalls  Craig  Hes- 
ter, investment  officer  of  the 
Texas  Municipal  Retire- 
ment System.  Tandy  real- 
ized that  retailing  margins 
were  normally  so  low,  "he 
had  to  have  his  profit  up 
front.  Once  you  get  past  the 
gross  margin,  other  costs  [in- 
terest, depreciation  and 
marketing  expenses]  cut 
deeply  into  your  profits." 

That's  why  Tandy  went 
into  CBs  and  stereos,  but  not 
television  and  videotape  re- 
corders where  he  wasn't  a 
leader  and  the  margins  were 
too  thin  to  afford  him  the  8 
cents  to  9  cents  per  sales 
dollar  the  company  normal- 
ly spends  on  advertising. 

The  emphasis  on  margin 
was  both  a  boon  and  a  pro- 
tection in  Tandy's  experi- 
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Kquities  trading  area. 


The  trading  block. 


Debt  trading  area. 


First  Boscons  spectacular  new  corporate  headquarters 
in  midtown  Manhattan  offer  clients  and  customers 
unsurpassed  trading  facilities  to  transact  business  in  todays 
increasingly  volatile  markets— a  blockwide  room  of  the 
best  trading  minds  in  action. 

The  world's  most  modern  trading  floor. 

We've  invested  over  $15  million  to  make  our  trading 
floor  the  most  modern  anywhere.  State-of-the-art  communi- 
cations and  computer  equipment  give  our  trading  and  sales 
professionals  instantaneous,  unexcelled  access  to  market 
information.  The  trading  and  sales  areas  have  a  unique, 
multitiered  design  which  encourages  close  working  relation- 
ships within  the  vast  spaces  of  the  floor. 

Strength,  integrity,  balance. 

Actively  involved  in  the  markets  of  virtually  every 
investment-grade  security,  we  are  adept  at  executing  trades 
of  all  sizes,  marketing  new  issues,  hedging  and  arbitrage. 
With  our  multibillion  dollar  stake  in  these  markets, 


First  Boston  has  to  have  a  point  of  view,  and  ours  is  based 
on  inputs  from  many  sources,  among  them  economic,  equity 
and  fixed-income  research  and  domestic  and  international 
market  specialists.  We  provide  that  same  worldwide  perspec- 
tive of  the  securities  markets  for  our  customers  and  clients. 

"The  Street  just  moved  to  Park  Avenue? 

That  will  be  your  reaction  to  First  Boston's  trading 
floor  and  the  other  nine  floors  we  occupy  in  the  Park  Avenue 
Plaza  building  at  52nd  and  Park  in  midtown  New  York. 

In  addition  to  our  trading  operation,  it's  the  new  home 
of  our  corporate  finance,  public  finance,  research  and 
executive  offices.  Here,  we  will  continue  our  47-year  tradition 
of  soundness  and  integrity  in  investment  banking. 

First  Boston  at  Park  Avenue  Plaza— it's  the  Street's  new 
address  for  the  innovative  financing  techniques  that 
lead  to  the  swift  mobi-  f-v       ,  "§~> 

lization  and  transfer  of  ;  H|.<  rlFSl  JtSOStOIl 
caPltal-  Investment  Bankers 


The  First  Boston  Corporation  Park  Avenue  Plaza  New  York,  NY  10055  (212)  909-2000 


In  the  big  leagues 


Tandy,  on  a  traction  of  their  sales, 
is  approaching  retailing's  giants  in 


ence  with  the  citizens  band  radio 
craze.  On  the  strength  of  the  CB 
boom,  Tandy's  profits  doubled,  to  $69 
million,  between  1975  and  1977.  But 
then  the  number  of  people  with  a  yen 
to  get  in  their  cars  and  shout  "10-4" 
dropped  steeply.  With  its  5,300  U.S. 
Radio  Shack  stores  and  a  physical  in- 
ventory count  every  90  days,  Tandy 
was  the  first  to  notice  the  falloff .  With 
its  fat  margins  it  could  afford  to  slash 
prices.  By  the  time  other  vendors  real- 
ized what  was  happening,  they  had  to 
cut  prices  even  more.  While  many 
companies  lost  their  shirts  in  the  CB 
debacle,  Tandy's  earnings  dropped 
less  than  5%. 

Charles  Tandy  learned  the  lessons 
that  guide  Tandy  Corp.  today  pretty 
much  in  the  way  most  business  ge- 
niuses learn — the  hard  way.  Tandy, 
who  left  Harvard  Business  School  to  be 
a  naval  supply  officer  in  World  War  II, 
was  by  1960  the  principal  owner  of  a 
Lowell,  Mass.  leather  and  sportswear 
firm  that  he  had  taken  over  in  a  proxy 
fight  after  selling  it  his  family's  leather- 
craft  business  a  few  years  before. 

For  only  $5,000— and  a  $300,000 
loan  he  subsequently  converted  into 
stock — Tandy  got  the  option  to  buy, 
at  book  value,  51%  of  the  voting 
shares  of  a  moneylosing  Boston  retail 
chain  named  Radio  Shack,  which  sold 
over  25,000  different  products  on 
terms  of  no  down  payment,  24 
months  to  pay.  First  National  Bank  of 
Boston — still  Tandy's  lead  bank — had 
a  shaky  $7  million  loan  out  to  Radio 
Shack  and  was  only  too  glad  to  get 
Tandy  to  come  in. 

Tandy  soon  learned  he  had  no  bar- 
gain. He  assumed  that  Radio  Shack 
had  virtually  no  net  worth,  but  when 
his  accountants  finished  their  audit,  it 
was  even  worse.  They  found  the  com- 
pany's net  worth  to  be  negative  to  the 
tune  of  $1.5  million. 

Tandy  went  to  work  with  a  ven- 
geance. He  hired  collection  lawyers  to 
■•  '.r  Radio  Shack's  deadbeats,  he 
et  sales  to  move  goods.  Then 
larply  shrank  its  merchandise 


total  profits  and  leads  well-run 
merchants  as  well  in  profitability. 


lines — down  to  2,500  items,  about  the 
number  of  products  the  stores  offer  to- 
day. Tandy  got  rid  of  watches,  musical 
instruments  and  pots  and  pans  but  kept 
the  radios  and  stereo  components — a 
big  and  then-untapped  market. 

Tandy  also  realized  that  he  needed  a 
lot  more  stores  so  he  could  spread 
costs.  Despite  a  weak  balance  sheet, 
Tandy  expanded  rapidly,  building 
2,000-square-foot  stores  on  street  cor- 
ners all  over  New  England.  By  the  late 
Sixties  he  was  opening  a  new  store  a 
day  nationwide. 

He  also  dropped  national  brands  in 
favor  of  private-label  merchandise, 
buying  from  the  Japanese,  who  were 
eager  to  gain  footholds  in  U.S.  mar- 
kets. By  1969  Tandy  figured  he  now 
had  enough  product  volume  to  build 
two  manufacturing  plants. 

Tandy  today  has  26  plants  making 
about  balf  of  what  it  sells,  capturing 
additional  manufacturing  margins.  No 
retailer — not  even  Sears — has  that 
kind  of  vertical  integration. 

These  days  Tandy  is  mainly  build- 


ing computer  manufacturing  capacity, 
and  President  Roach  thinks  Tandy 
may  get  up  to  65%  self-production. 
That  far  but  no  further.  "We  don't 
want  to  make  all  we  sell,"  says  Roach. 
"That  would  be  the  biggest  mistake 
we  could  make."  Tandy  had  to  scram- 
ble in  1977  to  switch  from  its  heavy 
commitment  to  CB  manufacturing 
capacity. 

But  financing  and  in-house  manu- 
facturing go  only  so  far  for  a  retailer. 
Tandy's  real  genius  was  in  motiva- 
tion. Store  managers,  who  can  make 
over  $100,000  a  year  counting  bonus 
based  on  net  profit  margins,  are  under 
orders  to  get  every  customer's  name 
and  address.  "The  guts  of  our  business 
is  the  repeat  customer,"  says  Bernard 
Appel,  executive  vice  president-mar- 
keting. Radio  Shacks  distribute  12 
free  batteries  a  year  to  customers — 
but  they  must  pay  a  monthly  visit  to 
the  store  to  pick  up  each  one. 

The  store  managers?  "Tandy  attract- 
ed a  certain  type,"  says  Chairman  Phil 
R.  North,  63,  a  close  friend  of  Tandy  and 
the  man  who  guided  the  company  in  its 
transition  after  his  death.  "Ourguysare 
all  entrepreneurial  types,"  says  North. 
"Our  winners  are  big  winners."  They 
are  because  Charles  Tandy  persuaded 
them  to  buy  the  company  stock.  North 
laughs.  "Charles  wouldcalltheemploy- 
ees  into  a  room  when  it  was  time  to 
hand  out  the  bonus  checks.  He 
wouldn't  let  them  out  until  they  bought 
Tandy  stock.  He  was  a  supersalesman, 
and  he'd  get  them  to  buy  it."  Close  to 
25%  of  Tandy  stock,  North  estimates, 
is  in  the  hands  of  employees,  their 
families  or  friends. 

And  making  them  very  wealthy. 


Aftertax 

Twelve  Total  retail  Return 

months  sales  income  on 

ending  (millions)  (millions)  equity 


Kmart  10/28/81  $15,759  $232  9.9% 

JC  Penney  1/31/82  11,860  '  356  12.9 

Sears,  Roebuck  12/31/81  27,357  285*  6.6 

Tandy  12/31/81  1,886  200  40.8 

Toys  'R'  Us  11/1/81  687  36  19.4 

Wal-Mart  1/31/82  2,445  83  27.9 


'After  capital  gains  and  before  unassigned  corporate  cosls  of  $103  million. 
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Northwestern  Mutual  Life 
just  made  things  a  little  hotter 
for  the  competition. 


Last  year  The  Northwestern's  ''Get  More 
Out  of  Life"  program  provided  an 
astounding  three  billion  dollars  in  extra 
coverage  to  our  policyowners  without  an 
increase  in  premiums! 

And  after  the  dust  had  settled,  the  life 
insurance  industry  breathed  a  collective 
sigh  of  relief.  Surely,  Northwestern  Mutual 
would  wait  a  while  before  initiating  any 
more  precedent-breaking  innovations. 

But  they  were  wrong. 

This  year  we  are  introducing  seven  new 
plans  specifically  designed  to  provide  you 
with  superior  value  in  life  insurance. 
From  great  new  whole  life  plans,  to  an 
Extra  Ordinary  Term  policy  that  builds 
cash  value. 


And  we  are  now  offering  the  most 
coverage  for  the  lowest  premiums  in 
our  history! 

But  this  is  nothing  new.  For  the  past 
125  years  Northwestern  Mutual  Life  has 
constantly  improved  the  products  we 
offer  you. 

Why  should  this  year  be  any  different? 

Our  newest  plans  are  just  another 
example  why  other  life  insurance  com- 
panies have  come  to  realize  that  we're  a 
tough  act  to  follow. 


Northwestern 


wesie 
al  Life 


Mutua 

The  Quiet  Company 


A  tough  act  to  follow 


The  Northwestern  Mutual  Lite  Insurance  Company,  Milwaukee.  Wisconsin  1982 


Learn  computers 


One  way  the  computer  is  chang- 
ing Tandy  is  in  the  success  path 
that  jobs  in  Radio  Shack  stores  have 
traditionally  represented. 

The  typical  Radio  Shack  man- 
ager, if  he  or  she  survives  the 
grueling  first  year,  can  hope  to 
eventually  make  $30,000  or  more 
in  salary  and  bonus.  But  in  the  425 
computer  centers,  the  manager  can 
hope  to  earn  $50,000  or  more  in  a 
few  years.  All  managers  earn  the 
same  commission  on  each  sales 
dollar,  plus  a  profits  bonus,  but  big- 
ticket  computer  stores  do  more 


than  twice  the  volume  of  the  aver- 
age Radio  Shack. 

According  to  Robert  Keto,  ex- 
ecutive vice  president-operations, 
the  computer  centers  are  also  the 
new  fast  track  at  the  company.  Re- 
wards are  tempting  enough  to  at- 
tract hotshot  sales  managers,  some 
of  whom  are  even  willing  to  trade  a 
short-term  25%  to  30%  cut  in  six- 
figure  income  for  a  management 
job.  "If  you're  good,"  says  Keto,  40, 
"you're  going  to  be  able  to  make  a 
lot  of  money  and  get  into  manage- 
ment very  quickly." — H.R. 


.4  Tandy  computer  center  in  Dallas 


One  thousand  Tandy  shares  bought 
for  $15,000  15  years  ago  is  now  worth 
over  $2  million,  including  stock  in 
spunoff  companies.  More  than  50  em- 
ployees are  probably  millionaires. 

Tandy  passed  on  other  habits  as 
well — determined  frugality  for  one. 
When  an  airline  price  war  broke  out 
for  two  days  recently  in  Dallas,  Tandy 
managers  and  executives  took  advan- 
tage. One  of  them  boasted  he  saved 
$18,000,  saying,  "It  shows  up  on  that 
profit-and-loss  statement,"  which 
comes  out  monthly.  Bemie  Appel  re- 
calls that  Tandy  would  call  the  retail 
stores  on  Saturday  afternoons  to  find 
out  what  was  going  on.  "Then  he 
would  call  his  top  store  executive  and 
say,  'Did  you  know  wat  was  going 
on  in  the  store?  I  do.  Call  the  stores — 
find  out  what's  going  on.'  " 

Tandy  had  each  store  take  physical 
inventory  every  three  months,  then 
later  on  every  two  months — unheard  of 
in  the  .retailing  business  where  it's 
usually  done  once  or  twice  a  year.  And 
now  the  company  is  taking  that  inven- 
tory control  to  its  ultimate — installing 
its  TRS-80  Model  in  computer  in  each 
of  its  4,300  U.S.  company-owned 
stores.  The  computer  will  act  as  a 


payroll  register,  ledger  sheet  and  inven- 
tory control  system  that  willeventually 
tie  into  Tandy  headquarters. 

The  inventory  control  should  warn 
Tandy  of  a  shakeout  in  personal  com- 
puters. Shakeout?  The  product  has 
scarcely  made  a  dent  in  the  public's 
consciousness.  How  could  a  shakeout 
come?  Because,  says  analyst  Peter 
Wright  of  the  Gartner  Group,  the  in- 
dependent retail  distribution  network 
is  saturated.  There  are  now  over  1,000 
independent  dealers,  many  of  whom 
can't  profitably  expand  anymore.  So 
discount  pricing  has  begun  to  spread 
to  offset  that.  This  could  lead  to  dealer 
bankruptcies  and  more  price-cutting. 
At  the  same  time,  new  hardware  and 
software  vendors  enter  the  market  ev- 
ery month. 

"Everyone  will  be  affected,  not  just 
the  independent  dealers,"  says 
Wright.  Later  on  the  strong  ones,  in- 
cluding Tandy,  will  wind  up  with 
more  business  and  a  more  stable  dis- 
tribution system — at  least  until  the 
next  round  of  price  cuts. 

John  Roach,  the  M.B.A.  from  Texas 
Christian  University  who  overcame 
Charles  Tandy's  nervousness  about 
the  computer  to  put  the  company  in 


the  business  back  in  1977,  does  not 
believe  a  shakeout — whenever  it 
comes — will  be  severe.  "There  will  be 
some  natural  turnover,  but  there's  no 
imminent  fallout,"  he  says. 

But  Roach  acknowledges  that  the 
master  retailer — partly  because  of  its 
focus  on  gross  margins — has  missed  a 
step  in  the  march  to  the  eventual  home- 
computer  market.  "Quite  frankly,  we 
misinterpreted  the  importance  of  vid- 
eo games,"  says  Roach.  "We  closed  out 
RCA's  programmable  games  division 
for  them  a  few  years  ago.  It  wasn't 
profitable  for  them;  the  price  looked 
too  high  for  consumers."  The  games  at 
that  time  were  a  low-volume  item; 
margins  were  nowhere  near  Tandy's 
corporate  average.  So  Roach,  of  course, 
followed  Tandy's  rule:  If  a  product  gets 
poor  gross  margin  and  not  enough  vol- 
ume, shun  it  in  favor  of  more  profitable 
items.  Belatedly,  Roach  saw  that 
games  turned  out  to  be  a  profitable, 
"maybe  slightly  faddish  market."  But 
most  important,  "It  bridges  the  gap  to 
put  the  computer  in  the  home." 

So  Tandy  now  has  to  play  catch-up 
to  the  big  lead  of  Atari  and  others  in 
the  video-games  market.  It  is  heavily 
promoting  its  $399  color  computer  as 
a  game  and  educational  product,  al- 
though the  machine  was  originally 
marketed  as  a  tool  for  home  and  per- 
sonal finance.  Analyst  Peter  Wright 
isn't  impressed:  "The  price  tag  is  too 
high,  and  they  don't  have  the  kind  of 
popular  games  that  Atari  does." 

You  can't  have  everything,  and 
Tandy  will  do  better  over  the  long  run 
sticking  to  the  principles  that  built  it 
than  by  trimming  rules  to  chase  the 
latest  fad.  Sure,  the  computer  is  im- 
portant to  Tandy.  It  is  a  mainstay  of 
the  40% -plus  returns  on  equity  at 
Tandy  today.  It  is  the  product  that 
keeps  on  selling.  Says  Roach:  "The 
beauty  of  computers  is  like  the  beauty 
of  stereos — add-on  components.  Once 
they  buy  your  computer,  they  buy 
your  programs,  your  printers,  the  ta- 
bles to  put  them  on." 

While  he  talks  about  other  new 
products  to  sell — pocket  pagers,  cellu- 
lar telephones,  and  video  tapes  if  the 
acquisition  of  Memorex'  consumer 
products  division  gets  FTC  clear- 
ance— it  is  the  long-term  growth  of 
the  computer  that  will  benefit  Tandy 
most.  If  Tandy  can  hold  even  a  15% 
share  of  the  computer  market,  within 
five  years  it  could  bring  in  some  $1.5 
billion  in  sales  all  by  itself. 

What  is  Tandy  Corp.  really  good  at? 
Retailing  is  the  obvious  answer.  How 
good  is  it?  It  is  coming  into  a  time  of 
testing  in  the  next  year  or  two,  but, 
armed  with  the  tenets  of  Charles 
Tandy,  probably  very  good  indeed.  ■ 
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TO  SYNDICATE  YOUR  LOAN 
EFHCIENTLX  YOUR  BANKER  MUST  KNOW 
PRECISELY  WHERE  TO  GO. 
AND  WHAT  THE  WEATHER'S  LIKE. 


A  bank's  ability  to  chart 
the  right  course  in  loan  syn- 
dication requires  intimate 
jnderstanding  of  the  financial  climate 
n  key  syndication  markets,  and 
iccurate  judgement  in  choosing  the 
ight  group  of  banks  to  provide  your 
uncling  requirements. 

To  apply  these  skills  effectively 
■equires  a  global  perspective  which 
:an  only  come  from  experience.  And, 
it  Bank  of  Montreal,  our  ex-  ^ 
Derience  has  placed  us  among 
ihe  leaders  in  dollar  volume  S 
}f  syndications.  That's  all 
ivell  and  good.  But  more 
mportant  to  us  is  the 
•espect  of  our  peers 
imong  international  lenders, 
in  international  surveys, 
iiey  have  consistently  voted 
3ank  of  Montreal  among 
:he  top  banks  in  the  world  for 
he  professionalism  with 
;vhich  it  handles  loan 
syndications. 

Credibility  in 
:he  marketplace  is,  after  all, 
more  than  a  matter  of  pride: 
t  gives  us  close  connections 
with  all  the  key  players  in  major 


syndication  markets  such  as  New 
York,  London  and  Hong  Kong. 
With  this  wide  choice  of 
funding  sources,  we  can  quick- 
ly gain  the  cooperation  of  a 
group  of  banks  whose  needs 
best  reflect  the  risk  profile  of 
your  project,  and  which  will 
provide  you  with  a  firm  base 
of  support  for  your  immediate 
needs.  The  breadth  and  flexibil- 
ity of  this  base  will  facilitate  access 
to  financial  markets  should  you  re- 
quire additional  funding  in  the  future. 

Judgement,  flexibility,  expe- 
rience, credibility,  a  secure  base 
of  support.  These  are  the  compo- 
nents of  professionalism  which 
Bank  of  Montreal  will  bring  aboard 
to  steer  your  next  financing  to  a 
successful  conclusion. 

jfa    Call  your  Bank  of  Montreal 
/     Account  Manager,  or 
one  of  our  loan  syndica- 
tion professionals.  They're 
part  of  Bank  of  Montreal's 
Merchant  Banking  Group: 
Toronto  (416)  867-4610 
London  (01)  638-1722 
New  York  (212)  758-6300 
Hong  Kong  (5)  224182 


m 


"In  the  next  five  years,  utilities  will  invest 
$10  billion  in  plant  improvement  projects 
and  we'll  put  115  years  of  experience 
to  work  to  help  do  the  job." 

Walter  M.  Vannoy 
President  and 
Chief  Operating  Officer 
Babcock  &  Wilcox 


FACT:  Over  20,000  B&W  employees 
are  working  to  give  utility  boilers 
longer,  more  productive  life. 


Vith  many  external  factors  chal- 
ging  their  ability  to  provide  bet- 
service,  electric  utilities  will 
ke  a  five-year  investment  esti- 
ted  at  over  $10  billion  to  make 
ir  existing  plant  and  equipment 
re  productive. 

iabcock  &  Wilcox  has  more  than 
sntury  of  experience  in  design- 
,  building  and  upgrading  power 
derating  plants.  We  have  sup- 
id  more  than  750  utility  boilers 
i  15,000  industrial  boilers.  And, 
re  continually  using  our  expe- 
ice  to  help  our  customers  reach 


higher  levels  of  productivity- 
through  upgrade,  product  improve- 
ment, operator  training  and  new 
fuel  technology. 

Offshore  and  onshore,  McDermott, 
its  subsidiaries  and  60,000  employees 
worldwide  are  well  prepared  to  help 
the  world  solve  its  energy  problems— 

with  oil  and  gas  production  facilities; 
fossil  and  nuclear  energy  systems; 
specialty  steel  tubing;  insulating 
products;  and  industrial  automation. 
For  more  information,  write  Vice 
President,  Public  Affairs,  McDermott 
Incorporated,  1010  Common  Street, 
New  Orleans,  LA  70112. 

No  matter  how  the  world 
ffull  solves  its  energy  problems, 
McDermott  Is  involved. 

If  you  think  Melville  Corp.  is  mainly  a  shoe 
company,  think  again.  Frank  Rooney  has 
turned  it  into  a  diverse  specialty  retailer. 


Fancy  footwork 


By  Howard  Rudnitsky 


T|  HEY  SHOULD  NEVER  have  Sold 
Frank  Rooney  short.  Late  last 
year  the  analysts  were  marking 
down  their  earnings  estimates  for 
Melville  Corp.,  the  $2.8  billion-a-year 
retailer  he  has  run  since  1964.  The 
experts  pegged  Melville's  1981  results 
at  below  $5  per  share — an  increase,  to 


be  sure,  but  well  below  the  17.5% 
annual  earnings  gain  that  Melville  has 
averaged  for  the  past  decade.  After  all, 
Christmas  1981  was  hardly  the  mer- 
riest in  memory. 

In  January,  however,  Rooney  sur- 
prised Wall  Street  by  raising  Melville's 
dividend  13%.  The  analysts  realized 
immediately  that  they  had  been 
wrong;  out  the  window  went  the 


gloomy  forecasts.  They  knew  Rooney 
never  pays  out  more  than  40%  of  his 
previous  year's  earnings.  Sure  enough, 
in  mid-February  Melville  posted  a 
16%  increase  for  the  year,  earning  a 
record  $5.26  a  share. 

The  reason  Rooney  did  so  well — 
and  surprised  outsiders — is  that,  for 
the  first  time,  over  half  of  Melville's 
revenues  came  from  outside  its  tradi- 
tional footwear  business.  The  Harri- 
son, N.Y.-based  company  is  known 
largely  for  its  1,261  Thorn  McAn  shoe 
outlets  and  Meldisco,  a  joint  venture 
with  K  mart  that  runs  shoe  depart- 
ments in  each  of  that  chain's  1,939 
domestic  stores.  For  some  time  now, 
however,  Rooney,  who  started  his  ca- 
reer as  a  Melville  shoe  stylist  in  1953, 
has  been  venturing  far — and  success- 
fully— from  his  last. 

His  most  recent  purchase  was  Kay- 
Bee  Toy  &  Hobby  Shops,  a  270-umt 
chain  Melville  bought  in  July  for  $64 
million  in  cash  over  three  years.  In 
the  toy  business  the  profits  come  in 
the  last  four  months  of  the  year,  so 
Kay-Bee  helped  Rooney  offset  an  oth- 
erwise gloomy  Christmas.  "It  added 
around  40  cents  a  share  to  1981  earn- 
ings," says  Binkley  Shorts,  a  portfolio 


Melville  Chairman  Frank  Rooney  at  a  Kay-Bee  toy  store 

"Maybe  some  mothers  feel  a  bit  guilty  about  working  and  not  being  with  the  kids  enough. 
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TAKE  YOUR  NEXT  BUSINESS  TRIP  AND  STICK  IT. 


American  Satellite's  Video  Teleconferencing  System 
is  the  first  truly  simple  "stay-at-home"  business  trip.  Just 
plug  it  in.  Through  satellite  transmission  you'll  be  able  to 
meet"  with  people  at  anytime . . .  anywhere  in  the 
United  States. 

You'll  be  able  to  see,  hear,  speak  and  record  as  if  you 
were  face-to-face  instead  of  thousands  of  miles  apart. 
In  fact,  American  Satellite's  Video  Teleconferencing 
System  is  just  like  being  there. ..but  without  the  travel 
time  and  expense,  overnight  stays  and  delays. 

Service  options,  ranging  from  complete  room  design 
to  simple  modular  ConferenceCenter  consoles,  can  be 


tailored  to  your  unique  requirements. 

Find  out  how  you  can  do  more  business  with  less 

travel.  Write  American  Satellite  Company,  18012A 

Research  Blvd.,  Rockville,  Maryland  20850.  Or  call 

(301)  251-8300 

Between  heaven  and  earth 
there's  little  we  can't  do. 

AMERICAN 
SATELLITE 
COMPANY 

American  Satellite  Company  is  a  pint  venlure  between  Continental  Telephone  and  Fairchild  Industries 


manager  at  Wellington  Management 
Co.,  which  owns  some  1  million  Mel- 
ville shares.  Much  of  the  rest  of  the 
earnings  gain  came  from  other,  faster- 
growing  nonfootwear  operations — 
Marshall's,  a  brand-name  family  ap- 
parel chain,  Consumer  Value  Stores,  a 
northeastern  chain  of  health  and 
beauty  aid  outlets,  and  other  men's 
and  women's  apparel  operations. 

Rooney  bought  Marshall's  in  1976, 
when  it  had  26  stores  and  revenues  of 
$118  million,  and  the  way  he  built  the 
business  illustrates  Melville's  style. 
Today  many  retailers  see  the  trend  to 
off-price  brand-name  apparel  market- 
ing, but  Rooney  got  in  early.  "We  saw 
that  the  same  thing  that  happened  in 
hard  goods  20  years  ago  would  be  re- 
peated," he  explains.  Like  the  cut-rate 
appliance  chains,  Marshall's  operates 
in  strip  malls,  away  from  department 
stores.  It  sells  name-brand  suits  and 
dresses  at  20%  to  60%  off  regular 
prices.  How-  Paying  lower  rents  and 
buying  manufacturers'  closeouts  or 
overstocks.  "As  long  as  we  don't  go 
for  fancy  chandeliers  and  carpets,  we 
can  easily  undersell  the  department 
stores,"  says  Rooney. 

At  the  moment,  he's  doing  that  in 
spades:  There  are  108  Marshall's 
stores  from  New  England  to  Califor- 
nia. Revenues  could  hit  $1  billion  next 
year.  Oh,  yes,  profits  in  1981  were 
approaching  $40  million — about  as 
much  as  Rooney  paid  to  buy  the  chain 
six  years  earlier.  An  earlier  Rooney 
acquisition — CVS — is  no  slouch  ei- 
ther. Rooney  bought  the  chain  for 
about  $12  million  in  1969,  and  later 
the  Mack  Drugs  chain  for  $9  million. 
This  year  the  433-store  CVS  division 
will  earn  over  $30  million. 

There  have  been,  of  course,  some 
Melville  failures.  Late  in  1980  Rooney 
folded  Metro,  a  men's  pants  manufac- 
turer that  sold  mostly  to  department 
stores.  In  the  late  Seventies  he  formed 
a  short-lived  joint  venture  to  sell  a  line 
of  high-priced  Bally  shoes  that 
flopped.  So  did  a  test-marketed  crafts 
store  and  Clothes  Bin,  a  network  of 
off-price  women's  apparel  shops. 

In  Kay-Bee,  however,  Rooney  clear- 
ly thinks  he  has  another  winner.  The 
chain  doesn't  go  in  much  for  dis- 
counting. Its  stores  are  a  lot  smaller 
than  Toys  'R'  Us'  freestanding  super- 
markets— 3,500  square  feet  vs.  45,000 
square  feet.  Kay-Bee's  market  is  sell- 
ing higher-margined  hobby-type  toys, 
including  chemistry  sets  and  electric 
trains,  as  well  as  such  hot  items  as 
Rubik's  Cubes  and  electronic  games. 

Rooney,  who  paid  IOV2  times  earn- 
to  get  into  the  business,  expects 
his  toy  sales  to  grow  25%  annually — a 
fate  that  would  make  Kay-Bee  a  $400 


million-a-year  operation  by  the  late 
Eighties.  "We  have  more  than  demo- 
graphics going  for  us,"  he  explains. 
"Maybe  some  mothers  feel  a  bit  guilty 
about  working  and  not  being  with  the 
kids  enough.  So  they  may  want  to 
prove  they  still  care." 

Then,  in  the  next  breath:  "At  any 
rate  they  were  buying  the  hell  out  of 
toys  last  Christmas."  Kay-Bee  may 
not  be  a  Toys  'R'  Us,  but  Rooney  is 
betting  it  will  keep  its  market. 

For  maximum  flexibility,  Melville 
can  put  Kay-Bee  outlets  either  in  con- 
ventional malls  or  next  to  its  free- 
standing Marshall's  stores.  That's  an- 
other part  of  Rooney's  specialty  store 
strategy.  He  has  thousands  of  leases, 
and  if  one  chain  flops  or  slows,  he  can 
substitute  another  with  stronger  sales 
gains.  For  example,  Melville  recently 
converted  its  Vanguard  shops,  a  men's 
dress-shoe  outlet,  to  Open  Country,  a 
chain  that  concentrates  on  outdoor 
footwear  and  apparel. 

What  about  Thorn  McAn,  which 
has  1,261  stores  and  has  shown  little 
earnings  growth  in  recent  years-  As  a 
mature  business  it  still  earns  5%  after 
taxes,  and  Rooney  is  using  that  cash 
to  invest  in  faster-growing  areas.  A 
new  management  team  has  been 
brought  in  to  revitalize  the  shoe 
chain.  Nonetheless,  Rooney  may  put 
some  of  its  excess  stores  to  better  use 
under  the  Kay-Bee  or  CVS  banners. 
Meldisco,    the   joint   venture  with 


K  mart,  continues  to  expand,  but  not 
at  the  20%  rate  that  prevailed  in  the 
Seventies. 

Whatever  Rooney  does,  however,  is 
based  almost  as  much  on  instinct  as  it 
is  on  in-depth  marketing  studies. 
"You  should  be  able  to  walk  into  any 
store,  walk  to  the  men's  room  and 
back  and  tell  if  it's  doing  well  or  not," 
he  explains. 

Of  course,  Rooney  wants  good 
numbers,  too — at  least  a  20%  return 
on  equity  and  a  5%  return  on  sales. 
Beyond  that  he  keeps  things  simple. 
He  and  accountant  Ken  Berland,  Mel- 
ville's president  and  Rooney's  top  aide 
for  years,  make  the  strategic  deci- 
sions, while  his  nine  divisions  operate 
autonomously. 

Very  simple,  and  it  just  happens  to 
work.  Rooney's  27%  return  on  equity 
is  among  the  highest  in  the  industry. 
Melville  has  little  debt,  and  1974  was 
the  only  year  in  the  past  18  that  the 
company  didn't  post  an  earnings  gain. 
This  year  may  prove  a  real  challenge. 
Rooney  won't  have  the  benefit  of  ex- 
tra earnings  from  Kay-Bee,  as  he  did 
last  year.  He  will  have  to  absorb  both 
goodwill  and  Kay-Bee's  financing 
costs.  Finally,  the  economy  may  still 
be  weak. 

Can  Rooney  manage  another  siz- 
able earnings  gain-  No  one  knows  for 
sure.  But  this  year  the  analysts  are 
going  to  be  doubly  cautious  before 
they  say  he  won't.  ■ 


Creating  computers  and  software  isn't  the 
only  way  to  profit  in  data  processing. 
Learning  how  to  use  them  can  be  just  as 
important.  Consider  Alco  Standard. 

"Would  you  want 

to  go  out  and 
compete  with  us?" 


By  James  Cook 


AYBE   THE   BEST  THING  that 

can  be  said  for  conglomerates 
is  that  they  don't  really 
stand  for  anything.  They  are  Oppor- 
tunism Inc.,  the  entrepreneurial  spirit 
in  its  purest  form.  Take  Valley  Forge, 
Penna.'s  giant  Alco  Standard  Corp.  A 


decade  ago  Alco  was  a  fairly  conven- 
tional conglomerate,  earning  $16.7 
million  a  year  on  $600  million  in  sales 
from  a  collection  of  businesses  so  di- 
verse as  to  stagger  the  mind. 

Yet  today  Alco,  5  times  larger  in 
revenues,  can  scarcely  be  called  a  con- 
glomerate. Following  opportunity 
where  it  led,  Alco  wandered  into  dis- 
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trihution,  where  it  is  today  a  $3  bil- 
lion-a-year  giant. 

The  whole  thing  grew  out  of  the 
way  this  particular  conglomerate 
made  its  acquisitions.  Tinkham  Veale 
II,  Alco's  chairman-founder,  put  the 
company  together  back  in  1965  and 
began  making  acquisitions — 175  so 
far — as  much  from  an  impulse  to  cre- 
ate an  earnings  record  the  stock  mar- 
ket would  approve  as  from  a  carefully 
considered  corporate  rationale.  From 
the  beginning,  Veale  thought  of  the 
company  as  a  partnership,  and  mainly 
he  went  after  family-owned  compa- 
nies whose  proprietors  became  part- 
ners in  Alco;  instead  of  retiring  to 
Florida  they  stayed  on  and  shared  in 
the  continuing  profits.  "The  basic 
philosophy  didn't  dictate  the  kind  of 
company  we'd  acquire,"  says  Alco's 
Chief  Executive  Ray  Mundt.  "It  dic- 
tated the  style." 

Which  is  why  the  distribution  busi- 
ness proved  tailor-made  for  Alco.  It's  a 
huge,  fragmented  industry,  family- 
owned  for  the  most  part,  with 
200,000  smallish  companies  moving 
perhaps  $  1  trillion  worth  of  goods  into 
the  U.S.  market.  Alco  could  pick  up 
such  companies  relatively  cheaply, 
upgrade  them  to  meet  its  rigorous  in- 
vestment standards  and  absorb  them 
easily  into  its  partnership  system. 

It  also  proved  to  be  surprisingly 
profitable  in  terms  of  invested  capital. 
"The  distribution  business,"  says  Ray 
Mundt,  "is  the  most  dynamic  busi- 
ness in  America  right  now."  Distribu- 
tion? Don't  scoff.  Listen  to  the  record: 

Alco  moved  first  into  paper  distri- 
bution. Back  in  the  mid-Sixties,  a  se- 
ries of  antitrust  decisions  made  it 
clear  that  the  big  paper  manufacturers 
were  going  to  have  to  divest  them- 
selves of  the  paper  merchants  they 
had  acquired  in  the  expansive  Fifties. 
So  in  1968  Alco  picked  up  a  Philadel- 
phia paper  merchant,  Garrett-Bu- 
chanan, as  the  nucleus  of  a  national 
paper  distribution  organization.  Al- 
co's idea  was  to  take  over  marketing 
responsibilities  from  the  manufactur- 
ers, without  demanding  the  special 
terms  or  commissions  or  kickbacks 
that  were  endemic  (and  still  are)  to 
most  phases  of  the  business.  That's 
how  Mundt  came  to  the  company 
from  Kimberly-Clark  back  in  1970. 
He  had  the  industry  expertise  neces- 
sary to  give  the  undertaking  direction. 

Distribution,  of  course,  is  a  middle- 
man's business.  Alco  buys  from  the  big 
paper  companies — Champion,  Inter- 
national Paper,  Scott  or  Weyerhaeus- 
er— and  moves  into  the  market 
through  Unisource,  its  nationwide  pa- 
per distribution  system.  Weyer- 
haeuser's  massive  $1  billion  mill  at 


Columbus,  Miss,  goes  into  production 
this  year,  for  instance,  and  Unisource 
has  contracted  to  move  a  good  third  of 
its  initial  output  into  the  market.  "The 
manufacturers  make  their  money  pro- 
ducing products,"  Mundt  says.  "That's 
what  they're  geared  to  do.  We're  geared 
to  marketing.  We  distribute  and  store 
and  sell  the  product  for  them  and  carry 
the  receivables  for  them." 

Unisource  can  do  the  job  cheaper, 
more  efficiently  and  more  effectively 
than  the  paper  companies  can  do  it 
themselves.  Alco's  initial  advantage 
was  largely  a  matter  of  scale — bigger 
and  more  efficient  warehouses,  for  in- 
stance. But  what  made  the  ultimate 
difference  was  the  change  the  com- 
puter was  making  in  distribution  it- 
self. Alco  put  itself  in  the  forefront  of 


Alco  President  Ray  Mundt 

The  dynamism  is  in  distribution. 

the  microprocessing  revolution,  com- 
puterizing its  ordering,  warehousing 
and  delivery  operation  and  substitut- 
ing low-cost  electronics  for  relatively 
high-cost  manual  labor.  In  the  process 
Alco  won  a  competitive  advantage 
not  only  over  the  paper  companies  but 
over  its  smaller  competitors  within 
the  industry. 

"You  can  manually  get  to  maybe  a  6 
turn  in  inventory,"  Mundt  says.  "But 
put  your  inventory  on  a  computer  and 
begin  to  manage  it,  and  you  get  to  7.5. 
Which  means  less  investment  to  pro- 
vide the  same  service.  Which  means 
increased  profitability.  You  can't  run 
a  professional  distribution  company 
without  acquiring  a  very  high  degree 
of  computer  specialization.  We  have 
that  in  house.  If  you're  a  manufactur- 
er, would  you  want  to  go  out  and 
compete  with  us?" 

The  result  is  that  Alco's  Unisource 
paper  distribution  operation  is  far  and 
away  the  biggest  and  most  profitable 
in  the  business,  generating  an  operat- 
ing income  of  $36  million  last  year  on 


$963  million  in  sales.  Unisource  com- 
pounds the  advantage  by  converting 
as  much  of  its  merchandise  as  it  can 
into  end  products.  Thus  Unisource 
not  only  sells  kraft  paper  but  also  con- 
verts it  into  sealing  tape,  of  which  it  is 
the  largest  U.S.  producer,  by  applying 
glue  and  fibers.  "That's  the  key," 
Mundt  says  exuberantly,  "because 
that's  value  added.  We  make  a  profit 
off  that  and  a  profit  off  the  sale  of  the 
product  as  well." 

With  Unisource  as  a  model,  Alco 
proceeded  to  move  into  other  types  of 
distribution:  specialty  steel  in  1969, 
auto  parts  in  1970,  liquor  in  1971, 
glass  containers  and  giftware  in  1975 
and  health  supplies  in  1977. 

The  health-supplies  group  suggests 
just  how  far  and  how  fast  Alco  can  go. 
Since  it  was  formed  in  1977,  sales 
have  gone  from  $83  million  to  $422 
million,  operating  profits  from  $2.8 
million  to  $13  million.  The  group  is 
just  getting  started,  but  it  has  already 
developed  one  of  the  most  sophisti- 
cated order-processing  systems 
around. 

Alco  is  number  one  in  paper  distri- 
bution, number  four  in  specialty 
steels,  number  three  in  health  ser- 
vices. All  told,  distribution  last  year 
generated  $78.5  million  in  operating 
profits  on  $1.9  billion  in  sales.  And 
Alco  has  just  begun  tapping  the  mar- 
ket. In  paper,  it  is  preparing  to  go 
national  with  two  ventures  undertak- 
en in  the  last  few  years — Copysource, 
a  computing  and  copying-paper  dis- 
tributor, and  Paper  Plus,  a  chain  of 
retail  stores  serving  small  businesses. 
And  Mundt  is  preparing  to  invade  yet 
another  new  distribution  market,  al- 
though he  refuses  to  specify  what  it  is. 

Though  first-quarter  earnings  were 
up  only  3%  on  a  23%  increase  in 
revenues,  Mundt  expects  earnings  for 
the  year  to  rise  between  10%  and 
15%.  "We  have  a  three-year  program 
of  increasing  our  margin  from  2.3%  to 
a  minimum  of  3%,  and  that  increases 
our  net  income  and  cash  available 
anywhere  between  35%  and  50%. 
We're  in  businesses  where  capital-em- 
ployed turnover  is  much  more  impor- 
tant than  return  on  sales." 

Alco  still  carries  vestiges  of  its  be- 
ginnings as  a  conglomerate.  It  manu- 
factures a  wide  assortment  of  indus- 
trial and  consumer  equipment  and 
even  mines  coal.  But  distribution  al- 
ready contributes  60%  of  profits  on 
75%  of  sales  and  its  dominance  of  the 
company  will  continue  to  grow.  The 
businesses  Alco  is  in  don't  make 
headlines  but,  with  an  average  return 
of  20%  or  so  on  stockholder's  equity, 
they  sure  make  money.  Who  says  op- 
portunism doesn't  pay?  ■ 
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If  you're  a  multi-national 
corporation  doing  business  in  a  lot 
of  places  around  the  world,  chances 
are  you've  experienced  the  difficul- 
ties of  dealing  with  a  lot  of  insur- 
ance policies  around  the  world. 

But  now  AIG*s  Global  Accounts 
Department  can  neatly  tie  it  all 
together  for  you  into  one  ingenious, 
unified  program. 

The  Whole  Earth  Policy. 

What  it  means  is  one  master 
insurance  plan  with  all  U.S.  domes- 
tic and  overseas  risks  pooled 
:ogeth  .r.You  get  the  insurance  you 
:d.  W  ■  iere  you  need  it.Tailor-made. 


From  property  and  casualty  cover- 
age to  marine  and  aviation.  From 
kidnap  and  ransom  to  a  wide  range 
of  employee  benefits,  including  life 
and  pension  plans. 

What  it  means  is  real  economic 
benefits  associated  with  buying 
power.  Risks  are  considered  world- 
wide. Not  country  by  country. Thus, 
there  are  considerable  savings. 

What  it  means  is  that  your 
account  is  underwritten  as  a  whole, 
not  as  individual  risks. Therefore, 
you're  better  insulated  from  the 
inevitable  cycles  of  the  insurance 
business.  And  just  as  important  as 


what  The  Whole  Earth  Policy 
can  do,  is  what  it  won't  do. 

It  won't  give  you  costly  du] 
cations  of  coverage.  It  won't  lea] 
you  with  troublesome  inconsis- 
tencies in  protection.  And  it  woi 
saddle  you  with  costly  foreign 
exchange  losses. 

At  AIG.  global  insurance  isj 
just  a  sideline.  Our  Global  Accoij 
Department  (the  only  one  of  its) 
kind,  by  the  way,  in  the  industry 
today)  is  staffed  with  individuals 
who  have  a  vast  amount  of  knov 
edge  in  their  field.  (They  average 
fourteen  years'  experience  in 


mercial  insurance.) 
What's  more.The  Whole  Earth 
y  client  is  given  an  unprece- 
2d  amount  of  personal  service, 
and  every  multi-national  client 
;igned  its  own  AIG  Global 
Hint  Manager  who  is  responsible 
.1  phases  of  the  account.  From 
'riginal  planning  stages  to  the 
ling  of  claims. 
Worldwide,  our  offices  are 
aged  by  people  who  are  really 
|>me  with  local  laws,  customs 
•egulations. 


Incidentally,  no  other  Ameri- 
can insurer  has  more  offices  in  more 
countries  offering  more  kinds  of 
business  insurance  than  the  AIG 
Insurance  Companies. 

For  over  60  years  we've 
assured  optimum  protection  for 
our  clients  against  hurricanes, 
fires,  floods,  employee  fraud  and 
political  upheavals.  And  today  you'll 
find  us  leading  the  way  in  energy, 
pollution  and  all  types  of  property 
and  casualty  risks,  to  mention  a  few. 

For  more  information  about 


The  Whole  Earth  Policy,  contact  AIG, 
Department  A,  70  Pine  Street,  New 
York.  N.Y.  10270. 

Or  call  your  broker.  And  get 
your  world  in  a  nutshell. 

Once  Again 
THeanswerIs 

AIG. 


IIG  COMPANIES:  American  International  Underwriters,  American  Home  Assurance  Co. .  Commerce  and  Industry  Insurance  Co-  ■  National  L  'nion  Fire  tntmthee  (  tympany  oj  Pittsburgh,  Pa. 
mencan  (ntemationdi  Life  Assurance  Co. ,  North  American  Managers,  New  Hampshire  Insurance  Co.  and  over  230  other  companies  operating  around  the  world  to  meet  your  insurance  needs. 


If  London's  Christopher  Murphy  has  the 
right  idea,  we  are  close  to  a  once-in-a- 
decade  opportunity  to  buy  gold. 


Murphy's  (Gold) 
Law 


By  Lawrence  Minard 

CHRISTOPHER  MURPHY,  56,  IS  a 
well-regarded  London  bond 
and  mining  analyst  as  well  as  a 
former  partner  at  London's  big  bro- 
kerage house  James  Capel  &  Co., 
where  he  and  his  son  Robert  share  an 
office  cluttered  with  charts,  graphs 
and  personal  computers,  managing 
money  for  themselves  and  a  few  doz- 
en clients  and  carrying  out  special  re- 
search studies  for  Capel's  big  institu- 


tional clients.  Over  the  years,  Murphy 
has  developed  a  theory  about  the  price 
of  gold. 

It  is  a  price,  he  says,  that  seems  to 
correspond  to  changes  in  the  world's 
unregulated  money  supply  as  mea- 
sured by  the  size  of  the  Eurocurrency 
market.  (The  Eurocurrency  market, 
you  will  recall,  is  the  term  used  for  all 
bank  deposits  anywhere  in  the  world 
that  are  denominated  in  currencies 
other  than  that  of  the  country  where 
the  bank  is  operating.  For  example, 


Golden  limits 


deutsche  marks  on  deposit  with  Citi- 
bank in  Singapore  are  Eurocurrency; 
deutsche  marks  at  Citibank  in  Frank- 
furt are  not.) 

Murphy's  Gold  Lav/  rests  on  what 
he  calls  the  "Eurocurrency-gold  par- 
ity." This  is  simply  the  ratio  of  out- 
standing Eurocurrency  to  gold  re- 
serves held  by  Western  commercial 
and  central  banks  and  the  Interna- 
tional Monetary  Fund.  Example:  In 
December  1971  Eurocurrency  claims 
totaled  $45  billion.  The  banks'  gold 
reserves  were  1.044  billion  ounces — 
meaning,  says  Murphy,  "it  would 
have  required  a  gold  price  of  $45  to 
cover  the  basic  liabilities  of  the  Euro- 
currency markets."  He  adds: 

"It  is  unlikely  to  be  wholly  coinci- 
dental that  the  average  gold  fixing  in 
December  1971  was  $43.15." 

Likewise,  at  the  end  of  1980,  Euro- 
currency liabilities  totaled  $475  bil- 
lion, against  978  million  ounces  of 
gold.  Parity  price:  $485  an  ounce.  Ac- 
tual price  in  January  1981:  $500.  Pure 
statistical  coincidence?  Murphy: 

"I  don't  think  so.  Suppose  Eurocur- 
rency went  back  to  its  1971  level,  $45 
billion.  Could  you  see  gold  at  $1,000? 
Of  course  not,  because  there  wouldn't 
be  the  money  to  pay  for  it.  And  what 
told  the  market  [in  January  1980]  that 
$850  was  the  peak?  Many  people 
thought  gold  was  going  to  $1,500.  But 


Gold  seems  to  have  moved  in  tune  with  the  Euro-  Christopher  Murphy  isn't  sure — hence  the  dashed 

currency  pool.  But  how  deep  is  that  pool  today?  lines — and  says  make  your  own  assumptions. 

Gold  price  per  ounce  (US  dollars) 
1,200 
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Jed  Taylor 

your  dragline's  ready" 


Now  the  manager  of  the 
Morrison-Knudsen-operated 
Sarpy  Creek,  Montana,  coal 
mine  can  double  production. 
No  wonder  he's  smiling. 

Jed  Taylor's  new  dragline  is  one 
of  the  West's  largest,  a  6,000-ton 
Bucyrus-Erie  Model  2570,  and 
assembling  it  was  a  challenge,  to  say 
the  least. 

The  M-K  crew  that  did  it  used 
550-tons  of  crane  capacity;  burned 
up  70-tons  of  welding  rod  and  wire; 
X-rayed,  stress-relieved  and  sonic- 
tested  74  mast  and  boom  joints;  and 
survived  31  weeks  of  snow,  wind  and 
sub-zero  weather. 

It  was  no  picnic,  but  it  more  than 
doubled  the  capacity  of  one  of  the 
most  efficient  mines  in  the  world,  a 
mine  designed,  engineered,  con- 
structed and  operated  by  one  of  the 
most  experienced  and  capable  out- 
fits in  the  world,  Morrison-Knudsen. 

When  it  comes  to  mining,  M-K  can 
do  it  all  -  feasibility  studies,  permits, 
EIS's,  mine  plans,  design,  engineer- 
ing, construction,  training  and  oper- 


ating, and  that's  about  what  M-K  did 
at  Sarpy  Creek. 

M-K  people  not  only  designed  and 
built  the  mine;  they  also  designed 
and  built  the  mine's  water  tankers, 
coal  haulers  and  37-mile  spur  line 
They  implemented  an  extensive 
reclamation  program  that  uses  17 
different  grasses,  bushes  and  trees. 
And  they  provided  opportunities  for 
the  Crow  Indians  who  make  up  more 
than  half  the  mine's  work  force,  and 
whose  tribe  has  leased  the  tract's 
mineral  rights. 

The  result?  In  five  years,  the  mine 
has  yet  to  miss  a  shipment,  and  it's 
never  been  weathered  out.  When  a 
"Hundred  Year  Storm"  closed  every 


other  Montana  mine  in  1978,  Sarpy 
Creek  didn't  miss  a  beat. 

"We  got  damn  wet,  though','  recalls 
Taylor,  a  third  generation  coal  miner 
from  Kentucky  who  knows  about  all 
there  is  to  know  about  running  a 
strip  mine. 

Taylor's  experience  and  M-K's 
technology  make  Sarpy  Creek  hum. 
You  can  feel  the  rhythm.  Everything 
moves  in  synch  all  the  time,  precisely 
according  to  a  long-range  plan 
That's  why  quotas  are  always  met. 

"A  genius  engineered  this  mine'.' 
says  Taylor.  Of  course'.'  he  adds  with 
a  wink,  "it  also  takes  a  genius  to 
manage  it'.' 

If  you've  any  sort  of  a  project 
on  your  drawing  board,  our 
"geniuses"  can  probably  con-  L 
tribute  to  its  productivity.  Let  s 
talk  about  it.  Call  our  CEO,  Bill 
McMurren,  at  (208]  386-6700, 
and  he'll  get  the  right  M-K  peo- 
ple to  your  office  PDQ. 

They'll  tell  you  what  M-K  can 
do  for  you,  and  they'll  take  no 
more  than  one  half  hour 


MORRISON-KNUDSEN  COMPANY,  INC. 

Boise,  Idaho  83729 


Engineers  Builders.  Developers.  Managers.  Equal  Opportunity  Employers. 


NOW  THAT  YO 

FIRST  GEI 
TAKE  A  LOO 


It  started  with  the  simple  notion  that  computer 
power  ought  to  be  available  for  the  individual,  not 
just  the  corporation. 

Admittedly,  a  revolutionary  idea  back  in  1976. 

But  one  which  proved  quite  popular.  So  popular, 
that  last  time  we  stopped  to  count  we'd  sold  over  a 
half  billion  dollars  in  personal  computers. 

Before  we  knew  it,  a  half  dozen  corporate  biggies 
moved  into  the  marketplace. 

Not  to  fear. 

We  more  than  held  our  own.  Even  with  all  this 
competition,  the  Apple"  II  remains  the  largest  selling 
personal  computer  in  the  world. 

Good  enough,  right?  Not  right.  There  were  still 
a  lot  of  people  who  needed  more  power  and  more 
capacity  than  even  the  Apple  II  could  deliver. 

THE  BIGGEST  APPLE. 

Our  answer  was  the  Apple'  III. 

Which  in  all  due  modesty  is, dollar  for  dollar,  the 
most  powerful  personal  computer  on  the  market. 

The  Apple  III  has  up  to  256K  RAM  of  usable 
internal  memory. 

That  s  more  memory  than  any  other  personal 
computer.  So  you  can  solve  a  limitless  number  of 
business  problems  easier  and  faster  than  you  ever 
thought  possible. 


Xerox  820 

Hewlett-Packard 
125— Model  10 

IBM  Personal 
Computer 

Apple  III 

Standard  Memory 

64K 

64K 

64K 

I28K 

Maximum  Memory  when  fully  configured* 

64K 

o4K 

192K 

256K 

Expandability 

No  expansion 
slots 

No  expansion 
slots 

No  extra  expan- 
sion slots  in  fully 
configured* 
192  K  system 

4  exira  expansion 
slots  in  fully 
configured  25oK 
system* 

Diskette  Storage  ( per  drive) 

92K 

256K 

160K 

140K 

Mass  Storage  ( per  drive) 

1 . 16  megabyte 
Floppy  Disk 

5  megabyte 
Hard  Disk 

Display  Graphics  Capability 

High  resolution 
BAV 

High  resolution 
BAV 

High  resolution 
BAV  or  4-color 
(color  requires 
additional  card) 

High  resolution 
BAV  or  16-color  I 

Software  Available 

Word  Processing 
Super  Calc* 

Communications 
CP/M"  library 

Word  Processing 
VisiCalc*  1.25 
Business  Graphics 
Communications 

CP/M"  library 

Word  Processing 
VisiCalc* 

Communications 

CP/M"86 
programs 

Word  Processing 

VisiCalc  Mil 
Business  Graphics 
Communications  | 
Apple  11  software  1 
library 

CP/M*  library 
(available 
Spring.  19821 

"Fully  configured"  means  system  includes,  at  minimum,  monitor,  printer,  2 -disk  drives  and  RS-232 
communicator.  NOTE:  Chart  based  on  manufacturer's  information  available  as  of  December,  1981  VisiCaM 
is  a  registered  trademark  of  Personal  Software, Inc. CP/M  is  a  registered  trademark  of  Digital  Research. Infl 


IE  SEEN  THEIR 

ORATION 

IT  OUR  THIRD. 


Apple  III 


FIRST  RUN  PROGRAMS. 

For  openers,  we  have  developed  new  software 
packages  exclusively  for  the  Apple  III. 

First,  there's  VisiCalc'1  III  —  a  Super VisiCalc" 
:hat  lets  you  create  and  revise  the  most  complex 
:orecasts,  budgets,  strategies  and  projections  with 
jnimagined  speed. 

Then  there's  Apple  Business  Graphics,  which 
ets  you  generate  graphs,  plots,  bars  or  pie  charts. 
All  in  16  high  resolution  colors  or  16  gray  scales. 

Add  Apple  Writer  III  software  and  you've  got 
professional  word  processing  capability  —  for  less 
:han  the  price  of  most  word  processors. 

You  can  create,  edit  and  print  memos,  letters  or 
arge  documents  in  record  time. 

For  those  long  cumbersome  mail  lists,  there's 
Vlail  List  Manager  This  lets  you  store  nearly  1,000 
names  on  one  disk.  And  retrieve  them  in  any  way 
you  wish.  Alphabetically,  occupationally,  whatever. 

In  addition,  all  of  these  programs  are  totally 
interactive  with  each  other. 

For  example:  you  can  take  the  information  from 
VisiCalc  III,  convert  it  to  a  graph,  and  print  the 
^raph  in  a  personalized  form  letter  to  be  sent  to  a 
select  list  of  customers. 


There's  another  Apple  III  exclusive,  Access  III 
communications  software. 

Which  gives  you  just  what  the  name  implies, 
access  to  mainframe  computers. 

You  can  remove  information  from  your  firm's  big 
machine,  even  work  with  it,  and  put  it  back.  Or  plug 
right  into  Dow  Jones  or  the  New  York  Times. 

And  if  your  fancy  runs  to  Goodspell,  Job  Costing, 
Personal  Finance  Manager  or  virtually  any  of  the 
other  Apple  II  programs,  you're  in  luck. 

The  Apple  III  can  run  thousands  of  Apple  II 
programs.  And  soon  you'll  be  able  to  run  thousands 
of  existing  CP/M"  programs. 

Taken  together,  this  gives  Apple  III  more  available 
software  than  any  other  personal  computer. 

APPLE  HI'S  NEW  PROFILE™ 

Another  Apple  III  exclusive  is  ProFile,  a  new 
hard  disk  option  that  greatly  expands  the  capabilities 
of  your  Apple  III. 

With  this  addition,  your  Apple  III  can  store  over 
1,200  pages  of  text  (5  million  bytes  of  information). 
Which  enables  you  to  handle  problems  once 
reserved  for  big  computers. 

About  the  only  thing  we  didn't  build  into  the 
Apple  III  is  obsolescence. 

Unlike  many  of  our  competitors'  first  generation 
machines,  the  Apple  III  is  built  to  grow  as  your 
business  needs  grow.  Even  when  you've  equipped 
the  Apple  III  with  a  printer,  a  plotter,  a  phone 
modem  and  extra  disk  drives,  you've  still  got  room 
for  more. 

Finally,  Apple  III  is  backed  by  a  network  of  over 
1,000  full  service  dealers  in  the  U.S.  and  Canada, 
offering  complete  technical  support. 

Visit  one  of  them.  Compare  our  Apple  III  with 
our  competitors'  machines. 

We're  sure  you'll  find  that  between  our  third 
generation  and  their  first,  there's  quite  a  gap. 


The  personal  computer. 


wnCippkZ 


'■ot  the  authorized  dealer  nearest  you.  call  (800)  538-9696  In  California,  call  (800)  662-9258  Or  write:  Apple  Computer  Inc  ,  10260  Bandlcy  Dr.  Cupertino.  CA  95014  Apple  is  a  registered  trademark 


What's  Penn  Central  doing  in  energy 
and  electronics? 


Growing. 


Internally.  And  through  acquisitions  and 
asset  redeployment.  The  results  have 
been  a  400  percent  growth  in  revenues  in  the  last 
three  years.  And  market  leadership  positions  in 
industries  vital  to  America's  future  growth: 

•  Energy  equipment  and  services.  We  are  the 
world's  largest  producer  of  offshore  jack-up  drill- 
ing rigs.  We  have  a  3,600  mile  oil  pipeline  system. 
We're  also  prominently  involved  in  oil  and  gas 
drilling  services  and  propane  marketing. 

•  Electronics  and  telecommunications.  Penn 
Central  is  the  nation's  leading  producer  of  fixed 
capacitors,  a  vital  component  in  computers  and 
hundreds  of  other  electronic  products.  We're 


also  a  leader  in  cable  for  telecommunications. 

Our  rapid  growth  has  been  achieved  not  only 
in  sales  and  earnings,  but  also  in  financial  strength. 
Our  working  capital  is  now  about  $600  million, 
and  since  1978,  common  shareholders'  equity 
has  grown  by  more  than  240  percent  to  over 
$1.3  billion,  or  over  $40  per  share. 

For  an  information  packet  about  Penn  Central, 
write:  Director  of  Investor  Relations,  Dept.  F-l, 
The  Penn  Central  Corporation,  245  Park 
Ave.,  New  York,  N.Y.  10167.  Or  call  toll-free: 
800-223-1924.  (In  N.Y.  State:  212-599-5919. 


The  Penn  Central  Corporation 
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the  growth  of  paper  money  was  far  too 
small  [to  get  enough  liquidity]  to  get  to 
$1,500."  In  effect,  Murphy  is  an  old- 
fashioned  monetarist  who  believes  in 
the  ultimate  rationality  of  markets. 
The  quantity  of  Eurocurrency  out- 
standing, he  says,  is  a  crucial  element  in 
determining  the  value  of  gold.  "The  net 
amount  of  Eurocurrency  holdings  is  a 
good  proxy  for  excess  liquidity  of  the 
Western  monetary  system,"  explains 
Murphy.  "And  I  think  it  is  logical  that 
the  market  should  relate  this  amount  of 
liquidity  to  the  amount  of  monetary 
gold  available  to  the  authorities  respon- 
sible for  the  Eurocurrencies." 

Look  at  Murphy's  chart.  The  solid 
line  up  the  center  is  the  Eurocurrency- 
gold  parity  price,  compiled  from  data 
published  by  Morgan  Guaranty  and 
the  Bank  for  International  Settle- 
ments. It  is  impressively  stable,  a  kind 
of  center  of  gravity  for  gold's  price. 
Now  look  at  gold's  actual  price  gyra- 
tions. They  are  anything  but  stable. 
Yet,  when  set  against  the 
parity  curve,  there  do  seem 
to  have  been  limits  to  the 
gyrations.  These  limits — 
the  lines  above  and  below 
the  parity  curve — are  what 
Murphy  thinks  may  give 
strong  clues  as  to  when  to 
buy  and  when  to  sell. 

What  are  the  limits?  Ac- 
cording to  Murphy's  arith- 
metic, the  upper  limit 
works  out  to  a  72%  premi- 
um to  the  parity  price.  In 
other  words,  if  gold  is  sell- 
ing at  1.72  times  parity  ( and 
assuming  you  think  history 
repeats),  you  had  better  sell. 
Conversely,  if  gold  is  selling 
at  the  reciprocal  of  that  pre- 
mium (or  about  a  42%  dis- 
count from  parity),  then  the 
time  may  be  ripe  to  buy. 

Now  Murphy's  Gold  Law 
seems  to  be  close  to 
screaming  "Buy!"  At  $345, 
gold  is  selling  at  a  33%  dis- 
count from  last  summer's 
parity  ratio.  That  kind  of 
discount  has  not  been  seen 
since  the  summer  of  1976, 
when  IMF  gold  auctions 
drove  the  price  to  $105, 
from  which  the  metal 
climbed  back  to  $850. 

Why  did  we  say  last  sum- 
mer's parity?  Unfortunate- 
ly, hard  figures  for  the 
amount  of  Eurocurrency 
outstanding  are  available 
only  twice  a  year;  they  are  at 
least  six  months  out  of  date. 
So  if  you  think  there  is  merit 
to  Murphy's  theory,  you 


must  still  make  your  own  assumptions 
about  where  you  think  the  Eurocur- 
rency market  is  at  present. 

That  is  one  reason  Murphy  is  get- 
ting itchy  to  buy  gold — but  has  not. 

Murphy  is  worried  that  the  Euro- 
currency market  may  be  in  for  a  major 
squeeze.  For  one  thing,  OPEC's  oil 
surpluses,  which  fueled  the  Eurocur- 
rency market's  growth  in  the  first 
place,  are  withering.  For  another, 
Margaret  Thatcher  and  Paul  Volcker 
seem  serious  about  bringing  inflation 
under  control.  In  any  case,  says  Mur- 
phy as  he  takes  another  pinch  of  snuff 
from  a  worn  silver  box,  a  slowdown  in 
the  market  is  inevitable: 

"The  Eurocurrency  market  has 
grown  from  $45  billion  in  1971  to 
around  $500  billion  today.  That's 
about  27%  compound  annual  growth. 
Obviously  that  growth  rate  cannot  be 
maintained.  Either  you  go  into  hyper- 
inflation, or  [the  growth]  is  interrupted 
by  authorities  trying  to  establish  con- 


Christopher  Murphy 
Not  buying— yet. 


and  son  Robert 


trol  over  inflation,  which  is  what's 
happening  now."  No  help  for  the  par- 
ity ratio  on  the  gold  stocks  side,  either. 
For  example,  to  finance  their  problems 
in  Afghanistan,  in  Poland  and  at  home, 
the  Russians  are  pouring  gold  onto  the 
Western  markets  at  distressed  prices. 

Says  Murphy:  "They  sold  90  tons  in 
1980',  220  tons  in  1981,  and  I'd  be 
surprised  if  they  sell  less  than  400  tons 
this  year."  (The  Western  banks'  re- 
serves total  around  32,000  tons.)  And 
OPEC,  once  a  big  buyer,  may  now  be 
ready  to  liquidate  its  gold  reserves. 

So  Murphy  and  son  Robert  are,  for 
now,  shorting  heating  oil  on  London's 
new  International  Petroleum  Ex- 
change and  keeping  their  clients  in 
cash  dollars  and  the  odd  special  situa- 
tion equity.  An  example:  Amersham 
International,  which  supplies  isotopes 
to  Cetus  and  Genentech  and  other 
biotech  firms.  "Owning  Amersham," 
says  Murphy,  "is  like  owning  the  gen- 
eral store  in  the  Yukon  during  the  gold 
rush.  For  Genentech  to  stay 
in  business,  Amersham 
must  thrive." 

Unless  there  is  a  real  fi- 
nancial disaster,  however, 
Murphy  says  he  will  prob- 
ably soon  follow  his  law 
back  into  gold  in  the  $320- 
to-$330  range. 

Murphy's  logic  is  simple 
and  scary.  He  figures  that 
when  the  social  pain  of  fight- 
ing inflation  becomes  too 
intense,  the  inflation  fight- 
ers will  be  replaced  by  refla- 
tionary  governments,  a  pro- 
cess which  is  already  under 
way  in  France  and  Germany. 
Says  Murphy,  who  spent  the 
late  1950s  in  Argentina 
where  he  watched  inflation 
unfold  firsthand: 

"I  think  it  will  be  very 
difficult  to  avoid  going  back 
to  the  easy-money  ways  of 
the  past  after  a  little  light 
punishment  is  dished  out. 
What  we  need  is  to  wipe  our 
balance  sheets  clean.  We 
need  a  wholesale  writeoff  of 
money.  But  like  the  South 
Americans  in  the  1950s,  we 
have  become  too  humane  to 
inflict  that  kind  of  financial 
pain  on  the  public.  It's  what  I 
call  the  suppression  of  cap- 
ital punishment  in  finance: 
Banks  won't  be  allowed  to  go 
broke,  except  maybe  a  cou- 
ple of  small  ones." 

If  Murphy's  longer-term 
outlook  is  right,  then  gold  at 
today's  price  will  seem,  with 
hindsight,  to  be  a  steal.  ■ 


16  reasons  wh 
be  your  stocl 


The  Morgan  Bank  knows  how  important 
stockholder  relations  are  to  your  company. 
That's  why  we  spent  millions  on  the  largest, 
most  efficient  stock  transfer  system  in  exist- 
ence. And  why  our  on-line  computers,  pro- 
fessional programmers  and  analysts,  and 
experienced  teams  of  account  administrators 
work  exclusively  on  stock  transfer. 

Here's  how  this  commitment  assures  you  of 
first-class  service  now — and  in  the  future. 

1.  We  have  on-line  posting.  This  automatically  up- 
dates your  master  stockholder  file  and  produces 
a  certificate  the  instant  we  enter  the  transaction. 
Result:  we  complete  and  deliver  nearly  all  regular 
transfers  within  24  hours. 


2.  You  get  daily  transfer  reports.  These  detail  new 
and  closed  accounts,  employee  and  reinvestment 
accounts,  option  activity,  restricted  certificates,  and 
transfers  made  by  co-agents.  We  can  also  give  you 
a  daily  summary  which  flags  large  transactions  and 
changes  in  key  accounts. 

3.  We  give  you  the  status  of  each  stockholder  s 
account— instantly.  This  includes  stock  certificate 
numbers  and  the  record  of  dividend  checks  issued 
and  cashed.  You  can  get  this  data  by  calling  your 
account  administrator — or  on  your  own  terminal. 

4.  We  acknowledge  all  stockholder  inquiries  the 
day  they're  received.  Then  we  follow  up  promptly. 

Stockholder  correspondence  is  handled  by  people 
who  communicate  clearly  and  courteously. 

5.  We  issue  dividend  replacement  checks  within 

24  hours  after  receiving  a  request.  We  put  a  stop 
against  the  original — and  automatically  include  a 


This  team  of  officers  has  worked  together  to  tailor  Morgan  stock  transfe 
services  for  a  number  of  corporations  and  banks  in  the  midwest. 
Patricia  P.  Conlin  is  a  department  head  in  the  Banking  Division. 

Stock  Transfer  officers  are,  from  left,  David  Apgar,  James  Ward,  head  o 
marketing  and  administration,  and  Lome  Price. 


duplicate  1099  if  one  was  with  the  original. 

6.  Our  on-line  system  keeps  your  stockholder 
addresses  current.  We  verify  address  changes  on) 
videoscreen  as  soon  as  they're  entered  in  the  sys- 
tem. We  get  this  data  mainly  from  paid  dividend 


lorgan  should 
ransfer  agent 


<s.  The  stockholder  changes  his  address  right 
ie  check  so  there's  no  separate  form  to  return. 

e  go  to  great  lengths  to  find  stockholders  who 
n't  cashed  their  dividends.  And  if  we  still  can't 
3  a  stockholder,  we  give  you  the  information 
leed  to  comply  with  the  latest  state  escheat 
xements  for  abandoned  property. 

Te  help  you  analyze  your  stockholder  universe 
any  ways.  For  example,  we  can  report  nomi- 
loldings,  grouped  according  to  sponsoring 
cial  institutions  and  including  shares  held  in 
ities  depositories.  We  can  list  your  stockhold- 
y  region,  zip  code,  size  of  holding,  type  of 
?r— almost  any  basis  you  want. 

'e  can  send  you  periodic  stock  option  tracking 
-ts.  They  show  employee  exercises  and  sales 
dividual  and  date. 

bu  can  get  fast  proxy  tabulations.  With 
ie  entry  of  proxies  you  can  have  up-to-the- 
te  voting  data  for  one  account  or  the  entire 
holder  file,  including  registered  shareholders 
11  depository  participants'  positions. 

fe  get  out  your  urgent  mailings  within 
—day  or  night.  This  could  be  vital  in  case  of 
!-over  attempt.  Our  on-line  stockholder  files 
is  a  current  list  at  a  moment's  notice— and 
n  process  a  mailing  of  up  to  750,000  pieces, 
code  and  presort  order,  within  24  hours. 

fe  provide  on-line  merger  and  tender-agent 

es.  Our  system  rapidly  processes  all  letters 
remittal  in  connection  with  stock  and/or  cash 
rs  and  mergers,  and  promptly  reports  these 
s  to  you. 


13.  We  offer  you  all  types  of  automatic  dividend 
reinvestment  plan.  You  can  include  features  such 
as  broker  and  nominee  participation  for  beneficial 
stockholders,  partial  dividend  reinvestment, 
investment  of  optional  cash  payments  only,  pur- 
chase of  common  by  preferred  and  bond  holders. 

14.  Our  depository-related  services  can  save  you 
money.  Through  electronic  bookkeeping,  our 
FAST/COD  service  (Fast  Automated  Securities 
Transfer/Certificate  On  Demand)  sharply  reduces 
issuance  of  certificates  by  eliminating  the  need  for 
large  inventories  of  certificates  at  depositories. 

15.  We  give  you  a  team  of  account  administrators. 

So  you  can  always  reach  someone  who  knows  your 
company,  knows  transfer  regulations,  knows  the 
full  range  of  Morgan's  transfer  services. 

16.  Morgan  is  committed— and  geared— to  serve 
you  in  the  future.  We've  made  a  multi-million-dol- 
lar investment  in  stock  transfer  technology.  And 
we're  staffed  deep  with  trained  professionals.  This 
means  you  get  high-quality  service— whether  you 
have  100  stockholders  or  100,000.  (We  now  serve 
over  7,500,000.)  It  also  means  we'll  be  able  to  meet 
any  new  changes  in  securities  processing. 

Want  to  know  more?  Read  our  booklet,  "Why 
The  Morgan  Bank  Should  Be  Your  Stock  Transfer 
Agent."  Better  still,  come  see  our  system  in  action. 
Ask  the  Morgan  officer  who  calls  on  you.  Or  write 
or  call  Thomas  W.  Stanley,  Senior  Vice  President, 
Morgan  Guaranty  Trust  Company,  30  West  Broadway, 
New  York,  NY  10015;  (212)  587-6425. 


The  Morgan  Bank 


General  Instrument  may  be  the  surest  ca- 
ble television  play  of  all.  But  even  Frank 
Rickey  is  hedging  his  bets. 


Fine  tuning 


By  Jeff  Blyskal 

Remember  the  battle  for  Bos- 
ton's cable  television  fran- 
chise? After  a  year  of  sparring, 
seven  contenders  were  eliminated. 
Then  Warner  Amex  went  one-on-one 
with  Long  Island-based  Cablevision 
Systems.  In  August,  amid  charges  of 
politicking  from  both  sides,  underdog 
Cablevision  Systems  Development 
Corp.  managed  a  surprise  victory,  and 
the  Boston  franchise  may  bring  in  $86 
million  a  year  by  1985. 

But  Cablevision's  top  brass  weren't 
the  only  winners.  Frank  Hickey  was 
just  as  happy.  When  the  dust  settles 


along  the  Charles  River,  he  knows 
someone  will  start  wiring  Boston's 
240,000  households.  That  someone 
will  be  General  Instrument  Corp.,  the 
$1  billion-a-year  company  that  Hick- 
ey has  run  since  the  mid-Seventies. 
"We're  kind  of  the  second  wave  in 
these  things,"  he  says  from  behind 
the  large,  round  conference  table  that 
serves  as  his  desk. 

Indeed,  by  dominating  the  market 
for  head-end  equipment,  which  trans- 
mits cable  programming,  and  by  hold- 
ing 50%  of  the  market  for  black-box 
converters,  which  take  signals  off  the 
coaxial  cable  and  put  them  on  a  TV 
screen,  General  Instrument  is  the  ca- 


ble play  behind  the  cable  play.  Its 
share  price  has  tripled  over  the  past 
three  years,  while  earnings,  sales  and 
margins  have  shot  upward. 

Last  year  GI  plugged  3.5  million  of 
its  converters  into  the  estimated 
100,000  miles  of  new  cable  plant  con- 
structed in  the  U.S.  Now,  despite 
some  indication  that  this  frenzy  has 
reached  a  plateau,  Hickey  thinks 
there's  still  plenty  of  excitement  left 
in  the  business.  "An  awful  lot  of  the 
existing  systems — maybe  50% — can- 
not handle  35  to  54  channels,"  he 
says.  As  cable  operators  and  custom- 
ers demand  more  capacity  and  two- 
way  capacity  for  such  things  as  home 
banking,  old  12-channel  systems  have 
to  be  upgraded.  Today  that  can  cost 
$2,000  a  mile. 

There's  another  benefit  for  GI  hid- 
den behind  slower  growth  in  cable 
mileage  installed.  Morgan  Stanley's 
James  Mendelson  points  out  that  the 
more  densely  populated  urban  mar- 
kets are  the  focus  of  development. 
"That  will  have  a  big  effect  on  the 
number  of  converters  sold,"  he  says. 

Still,  cable  gear  accounts  for  some 
61%  of  GI's  profits,  and  some  inves- 
tors worry  that  the  company  is  too 
heavily  committed  to  a  fast-changing 
technology.  But  the  fact  that  cable, 
with  its  fat  27%  pretax  margins,  ac- 
counts for  only  one-third  of  the  com- 
pany's revenues,  minimizes  the  dan- 
gers of  overexposure.  GI  also  does  a 
good  business  in  legalized  wagering, 
lottery  and  point-of-sale  data  systems, 
and  it  sells  semiconductors  and  indus- 
trial components.  Its  cable  success,  in 
fact,  is  really  an  example  of  how  bet- 
ting on  several  new  technologies  at 
once  can  bring  in  high  payoffs — even 
if  only  one  product  line  scores  big. 

To  examine  GI's  strategy,  go  back 
to  1967.  That's  when  Hickey's  prede- 
cessor, the  freewheeling  Moses  Sha- 
piro, entered  the  cable  equipment 
business  by  paying  $129  million  in 
stock  to  buy  Philadelphia-based  Jer- 
rold  Corp  Sixteen  times  earnings  for 
an  idea  that  was  way  ahead  of  its  time 
didn't  impress  Wall  Street,  nor  did  the 
fact  that  Jerrold  hadn't  paid  for  itself  a 
dozen  years  later. 

Also  in  1967,  however,  Shapiro 
bought  the  hard-to-pronounce  Ameri- 
can Totalisator  Corp.,  which  rhakes 
pari-mutuel  wagering  machines.  But 
by  the  early  Seventies,  GI  was  still 
primarily  a  ho-hum  producer  of  elec- 
trical components,  whose  sales  were 
vulnerable  to  recession.  Shapiro's  in- 
tuitive acquisitions  had  given  GI  plen- 
ty of  new  irons,  but  not  all  of  them 
were  in,  or  even  near,  the  fire. 

In  1975  Hickey  became  chairman. 
After  unloading  a  number  of  cash- 
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draining  businesses,  he  started  spend- 
ing heavily  on  his  betting  and  cable 
operations.  The  push  in  gambling  ma- 
chines quickly  started  to  pay  off,  pro- 
ducing almost  25%  operating  margins 
by  1977.  Cable  was  slower,  but  it  fi- 
nally exploded  in  1980.  Fortunate  tim- 
ing. The  cable  profits  began  rolling  in 
just  as  gambling  machine  competitors 
like  Datatrol  and  Control  Data  moved 
in  on  AmTote,  depressing  profit  mar- 
gins considerably. 

Now  Hickey  is  enjoying  his  cable 
riches — but  he  is  also  preparing  for 
the  day  when  the  nation  is  wired,  or 
when  some  newer  technology  makes 
cable  obsolete.  Last  month  GI  formed 
a  joint  venture  (United  Satellite  Tele- 
vision) with  Allstar  Satellite  Network 
and  Pop  Satellite  that  put  the  com- 
pany into  direct  satellite-to-home 
broadcasting.  Transmitting  on  a  high- 
frequency  broadcasting  band  with  the 
potential  for  3  times  the  power  of 
today's  conventional  satellite  signals, 
United  Satellite  Television  could  rev- 
olutionize this  market. 

"Today  only  rich  ranchers  can  af- 
ford to  spend  $10,000  to  $18,000  for 
large-dish  earth  stations,"  explains 
Hickey.  United's  three-foot-diameter 
models  should  be  available  in  early 
1983  and  cost  less  than  $1,000.  This 
will  boost  demand,  of  course,  but  GI 
thinks  most  initial  buyers  will  be  in- 
dividuals in  remote  areas.  "By  1986 
there  will  still  be  20  million  to  30 
million  homes  in  the  U.S.  and  Canada 
passed  over  by  cable,"  says  Hickey. 
At  the  same  time,  however,  GI  has 
!  a  hand  in  the  broad-band  technology 
j  of  local  area  networking.  These  sys- 
tems link  word  processors  and  tele- 
phones with  desk-top  and  mainframe 
computers  in  a  building  or  group  of 
buildings,  providing  a  communica- 
tions highway  for  the  office  of  the 
future.  Still  in  its  infancy  in  such 
forms  as  Xerox'  Ethernet  and  Wang 
Laboratories'  WangNet — for  which  GI 
supplies  parts — networking  could  be- 
i  come  a  $1  billion  market  by  1990. 
■  Says  Hickey,  likening  the  systems  to 
telephone  lines:  "In  the  future,  there 
'  won't  be  a  large  building  constructed 
without  a  local  network." 

The  beauty  of  GI's  forays  into  new 
!  markets  is  the  cost.  The  initial  invest- 
[  ment  in  United  Satellite  comes  to  just 
|  $5  million;  a  43%  stake  in  Califomia- 
I  based  Sytek  Inc.,  a  local-networking 
expert,  cost  only  $6  million.  "They're 
going  about  this  almost  like  venture 
capitalists,"  says  Mendelson.  "They 
get  in  on  the  ground  floor,  their  in- 
vestment is  limited  and,  if  it  doesn't 
pan  out,  they  can  write  it  off." 

Meanwhile,  the  wagering  market 
could  be  a  sleeper.  Sales  are  limited  by 


restrictive  state  legislation;  so  the 
gambling  equipment  business  never 
grew  as  fast  as  GI  expected.  Now, 
however,  state  and  local  governments 
are  under  heavy  pressure  to  find  pain- 
less methods  of  generating  revenues. 
Gambling,  perhaps  in  the  form  of  GI's 
Teletrack,  now  being  used  in  Con- 
necticut, might  be  just  the  ticket. 

To  find  future  growth  Hickey  has 
diligently  reduced  the  huge  debt  bur- 
den Shapiro  ran  up.  Now  debt  stands 
at  only  9.3%  of  GI's  capital,  vs.  48.9% 
in  1973.  Cash  is  piling  up,  too — there 


was  $129  million  as  of  last  month — 
and  working  capital  is  a  healthy  $300 
million.  In  case  of  emergency,  there's 
also  an  as  yet  untapped  $100  million 
line  of  credit. 

In  effect,  Hickey  has  transformed 
what  was  once  a  seat-of-the-pants  op- 
eration into  a  soundly  financed,  well- 
positioned  company.  Moses  Shapiro 
knew  how  to  find  opportunities; 
Hickey  knew  how  to  develop  them.  If 
his  latest  bets  on  the  future  pay  off 
even  half  as  well  as  Shapiro's,  GI  is 
sitting  pretty  indeed.  ■ 


These  days  municipal  bond  issuers  have  to 
be  creative.  A  tax  break  isn't  enough. 


Will  alter 
to  fit 


By  Richard  L.  Stern 


W1  ashington  State  used  to  be 
the  image  of  economic 
health — with  a  concurrently 
high  credit  rating.  But  no  more.  Key 
industries  like  aerospace  and  timber 
are  depressed,  and  officials  in  Olym- 
pia  were  $1  billion  short  of  the  cash 
needed  to  pay  their  bills.  Not  surpris- 
ingly, rating  services  immediately 
downgraded  the  state's  creditworthi- 
ness. A  vicious  circle.  All  of  a  sudden 
traditional  borrowing  was  more  ex- 
pensive, and  even  after  a  sales  tax 
increase  and  budget  cutting,  the  trea- 
sury was  still  $400  million  short. 

Enter  creative  financing.  Instead  of 
selling  conventional  notes,  Washing- 
ton issued  $400  million  in  debt  due  in 
one  year,  with  the  added  come-on 
that  investors  can  put  the  notes  every 
30  days  or  roll  them  over  at  prevailing 
interest  rates.  What's  more,  Citibank 
backed  the  issue  with  a  credit  agree- 
ment, so  the  state  got  Moody's  high- 
est rating.  That  way  Washington  was 
able  to  borrow  11/2%  cheaper.  Lately 
such  innovative  techniques  have 
helped  a  small  but  growing  number  of 
marginal  borrowers. 

Cash  shortfalls  and  lower  ratings 


aren't  the  only  reason  for  tax-exempt 
borrowers  to  try  something  different. 
Of  course,  municipal  finance  these 
days  is  more  competitive  than  ever. 
To  begin  with,  some  of  the  biggest 
buyers  of  tax-exempts — such  as  casu- 
alty insurance  companies — don't  have 
the  need  for  sheltered  income  they 
once  did,  points  out  Robert  Simmons, 
a  vice  president  with  Merrill  Lynch 
White  Weld.  On  the  supply  side,  too, 
there  is  a  matter  of  new  tax-exempt 
borrowing.  Now  hospitals,  industrial 
development  projects  and  pollution 
control  projects  are  sometimes  found 
in  the  municipal  market.  In  addition, 
long-term  rates  are  in  the  strato- 
sphere, so  that  more  borrowing  is  be- 
ing compressed  into  the  short  term. 
There  the  rates  are  lower  and  borrow- 
ers can  hope  for  things  to  get  better 
instead  of  worse.  The  results:  New 
short-term  borrowings  for  1982  are 
projected  by  Bankers  Trust  at  a  rec- 
ord-breaking $40.5  billion  compared 
with  $34.3  billion  last  year.  And  that 
was  up  by  almost  $8  billion  over  1980. 

In  a  sense,  this  is  good  news  for 
buyers  of  bonds.  Competition  usually 
is.  On  the  other  hand,  it's  all  quite  a 
shock  to  tax-exempt  issuers,  many  of 
which  were  used  to  dictating  their 
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Part  of  the  reason  for  the 
swing  to  short-term  maturi- 
ties is  that  they  are  attrac- 
tive to  tax-exempt  money 
market  funds,  major  new 
customers.  They  must  stay 
liquid  and  keep  their  portfo- 
lios short— so  new  wrinkles 
to  serve  them  abound. 


own  terms.  In  1977,  for  example, 
North  Carolina  still  was  issuing  19- 
year  bonds  at  4.6%.  But  no  more. 
Claire  Cohen,  a  Moody's  analyst, 
notes  that  last  fall  California  was  un- 
able to  come  to  market  with  general 
obligation  bonds  priced  below  the  1 1  % 
interest  maximum  set  by  state  statute. 
"Issuers,"  says  Robert  Adler,  analyst 
with  Shearson/ American  Express,  "are 
having  to  give  up  things  to  bond  buyers 
they  never  had  to  before." 

Part  of  the  reason  for  the  swing  to 
short-term  borrowing  is  that  such  ma- 
turities are  very  attractive  to  tax- 
exempt  money  market  funds — a  ma- 
jor new  customer.  These  funds  by  ne- 
cessity must  keep  themselves  liquid, 
and  the  maturities  of  the  notes  they 
hold  short.  So  new  wrinkles  to  serve 
their  needs  abound. 

Goldman,  Sachs,  for  example,  has 
been  authorized  to  place  $115  million 
in  tax-exempt  commercial  paper  for 


Connecticut.  And,  as  in  corporate 
commercial  paper,  Goldman  has  been 
tailoring  size  and  maturity  to  its  cus- 
tomers' needs.  The  buyers,  usually 
munifunds,  bank  trust  departments  or 
corporations  that  want  to  park  cash 
short  term,  can  obtain  Connecticut 
commercial  paper  with  maturities  as 
short  as  overnight. 

This  can  help  borrowers  dramati- 
cally: The  Memphis  Light,  Gas  &  Wa- 
ter Division,  which  is  issuing  com- 
mercial paper  in  denominations  of 
$25,000  and  up  through  Merrill 
Lynch,  recently  was  paying  out  7%  on 
seven-day  notes  when  equivalently 
rated  corporate  commercial  paper  was 
about  14%.  The  long-term  municipal 
rate  for  an  equivalent  tax-exempt  bor- 
rower would  have  been  13%. 

In  yet  another  twist,  the  Alaska 
Housing  Authority  Finance  Corp.  has 
tried  to  make  the  long-term  markets 
look  less  painful.  It  issued  $100  mil- 
lion in  bonds  for  single-family  home 
mortgages  due  as  far  out  as  2012. 
Minimum  denominations  are  $5,000. 
However,  here's  the  sweetener.  The 
debt  is  backed  by  a  letter  of  credit 
from  Crocker  National  Bank.  This 
guarantees  that  buyers  can  put  the 
bonds  at  par  in  1985  and  every  year 
thereafter — effectively  turning  the 
notes  into  one-year  bonds.  At  an  ef- 
fective yield  of  11.5%,  the  housing 
authority  gets  a  long-term  bond  at  a 
lower  intermediate-term  rate.  The 
South  Carolina  Public  Service  Author- 
ity, meanwhile,  issued  similar  instru- 
ments but  without  a  letter  of  credit 
from  a  bank. 

A  number  of  state  student  loan  au- 
thorities have  resorted  to  still  another 
creative  technique.  The  Kansas  High- 
er Education  Loan  Program  has  issued 
$24  million  in  bonds  due  1985  with  a 
variable  interest  rate  that  is  changed 
four  times  a  year  to  70%  of  the  aver- 
age T-bill  rate  for  the  previous  quarter. 
Kentucky  and  Minnesota  authorities 
have  similar  issues. 

Still,  creativity  takes  experience. 
The  Virginia  Education  Loan  Author- 
ity was  the  first  with  this  new  wrin- 
kle, but  with  a  much  longer  maturity. 
Despite  an  interest  rate  keyed  to  cur- 
rent markets,  investors  refused  to  buy 
bonds,  that  far  out,  and  principal 
dropped  below  par. 

The  bottom  line:  If  you  are  shop- 
ping for  tax-exempt  bonds,  be  pre- 
pared to  see  a  range  of  gimmicks.  Un- 
fortunately, the  new  creativity  on  the 
part  of  borrowers  makes  traditional 
debt  analysis  harder  than  ever — but 
eminently  worthwhile.  In  today's 
market  there  are  bargains  for  careful 
shoppers  and  problems  aplenty  for 
those  who  want  to  qualify.  ■ 


Ol  l 
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In  a  year  when  a  lot  of  other  real  estate 
developers  didn't  lay  the  first  block,  NLT's 
couldn't  stack  them  fast  enough. 

It  seemed  that  everywhere  one  turned, 
real  estate  developers  were  crying  the  blues, 
or  worse. 

But,  in  that  same  period,  NLT's  devel- 
opment affiliate,  Intereal,  was  involved  in  more 
projects  in  more  places  than  ever  before.  With 
everything  from  apartments  to  warehouses.  It  was  a 
year  of  record  revenues  and  earnings  for  Intereal. 

That  should  tell  you  something  about 
NLT...a  nationwide  $4.5- billion  company  that's 

deeply  involved  in  insurance,  broadcasting,  entertainment,  data  process- 
ing, lodging,  and  development. 

There's  a  spirit  at  NLT  today  that  makes  us  different.  We're 
involved  in  a  variety  of  efforts  aimed  at  developing  better  products  and 

services  for  our  customers,  and  enhancing  return  to  our 
shareholders.  In  the  process,  we're  making  NLT 
more  exciting  place  to  work. 

We'd  like  to  share 
that  spirit  with  you.  For 
more  information,  please 
write  to  Walter  M.  Robinson, 
Jr.,  Chairman  of  the  Board, 
NLT,  Nashville,  Tennessee 


The  end  of  the  overnighl  run. 


ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


»n  a  cold  night,  truckers  often 
ave  their  engines  running  to 
>ep  their  diesel  fuel  warm, 
sea  use  cold  fuel  can 
>ul  the  fuel  system 
id  even  cause 
lgines  to 
all  soon 
ter  start  up. u 

Timing  gears . 
:her  parts  made  by  the ; 

metal  process  help  auto  manu- 
cturers  reduce  weight  and  costs. 

But  Allegheny  International 
jveioped  a  special  device  for 
esels,  called  ThermoBlend™ 
warms  up  diesel  fuel  rapidly 
;ing  returned  hot  fuel,  so  the 
igine  runs  smoothly  without 
ping,  even  after  a  cold  start. 


Now  trucks  don't  have  to 
run  all  night  long  — wasting 
precious  energy. 

This  is  just  one  of  the  ways 
Allegheny  International  is 
applying  its  special  skills  to 
meet  the  special  needs  of 
transportation. 
In  the  automotive 
1    industry  we're  helping 
rs  and  trucks  run  safer  and 
more  efficiently  with  advanced 
engine  thermostats  and  sophis- 
ticated electrical  components. 

We're  taking  weight  out  of 
engines,  transmissions  and 
shock  absorbers  with 
specially-designed, 
lighten  less  costly 
powdered  metal  parts.  r» 
We're  also  one  of  the  *S 
nation's  leading  suppliers  of 
railroad  wheels  and  axles  for 
the  rail  transportation  industry 
At  Allegheny  International, 
we  believe  applying  special 


skills  to  meet  special  needs 
is  the  one  and  only  means  for 
growth.  And  we're  applying 
our  special  skills  in  some  of 
the  world's  fastest  growing 
markets— aerospace  and 
defense,  electronics,  food  pro- 
cessing, healthcare,  consumer 
products,  and  safety  and 
protection.  And  that's  exactly 
what  makes  Allegheny 
International  so  special. 

We  are  the  largest  producer  of 
automotive  thermostats,  and  supply 
them  to  85%  of  the  world's  passenger 

car  and  truck  manufacturers. 

For  more  information 
^  about  Allegheny 
International,  write 
us  at  Box  456  G, 
Two  Oliver  Plaza, 
Pittsburgh,  Pa.  15230. 


Equipped  with  our  new 
ThermoBlend  fuel  warm-up 
device  for  cold  starts,  diesel 
trucks  can  run  on  economical 
#2  fuel  all  year  long. 


Standard-Thomson,  which  makes  ThermoBlend  and 
automotive  thermostats,  and  IPM,  which  supplies  the 
powder  metal  process,  are  subsidiaries  of  Allegheny 
International. 


How  Curt  Carlson  parlayed  a  menial  job 
and  a  promotional  sense  into  a  personal 
fortune  of  half  a  billion  dollars. 


Capital 
formation 


Profiles 


By  Maurice  Barnfather 

In  1933,  when  he  was  18  years 
old,  Curtis  LeRoy  Carlson,  one  of 
five  offspring  of  Swedish  immi- 
grant parents,  got  a  school  vacation 
job  as  a  messenger — bellhop  they 
called  it  then — at  Minneapolis'  Farm- 
ers &  Mechanics  Savings.  It  paid  $50 
a  month,  with  a  late  night  on  Thurs- 
day for  an  extra  25  cents.  A  man  can't 


get  rich  on  that.  Can't?  Curt  Carlson 
did.  When  the  tellers  at  the  bank 
needed  weekend  money  before  pay- 
day on  Monday,  young  Carlson  went 
in  for  some  modest  loansharking. 
Naturally,  he  doesn't  put  it  quite  like 
that.  "I  would  give  them  $5  for  the 
weekend,  and  they  would  pay  me 
back  $6  on  Monday,"  he  says. 
"There's  no  use  thinking  you're  going 
to  make  money  if  you  don't  have  the 


capital  working  for  you." 

That's  stating  precisely  the  princi- 
ple on  which  Carlson  has  built  his 
empire.  At  67,  Curt  Carlson  is  100% 
owner  of  one  of  the  U.S.'  largest  pri- 
vate companies:  Plymouth,  Minn.- 
based  Carlson  Cos. — likely  1982  sales, 
S2  billion — which  comprises  75  dif- 
ferent businesses  and  has  grown  at  a 
33%  compounded  annual  rate  for  the 
past  44  years.  Carlson  says  his  net 
worth  is  at  least  $500  million.  Clearly, 
he  enjoys  playing  the  part  of  the  dy- 
namic, supersuccessful  magnate. 

The  centerpiece  of  Carlson's  con- 
temporary chrome-and-glass  office  is 
a  giant,  brightly  lit  globe.  He  spins  it 
and  points  to  Iowa.  In  the  restaurant 
business,  Carlson  owns  the  285-outlet 
Country  Kitchen  chain.  "That's  a 
family  restaurant,"  he  says,  moving 
right  along  to  his  obvious  personal 
favorite,  the  TGI  (thank  God  it's)  Fri- 
day's chain.  Friday's  is  a  singles  place, 
with  bars  on  three  levels  so  that  hope- 
fuls can  check  out  Miss  or  Mister 
Rights  no  matter  which  bar  they  are 
propping  up.  "This  year  we'll  add  17 
to  the  already  50  locations,"  Carlson 


The  entrepreneur  behind  $2  billion  (sales)  Carlson  Cos.:  Curt  Carlson 
"The  public  votes  with  its  dollar.  Get  the  public's  dollar  and  you'll  succeed. 
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says  proudly.  "It's  not  the  biggest 
thing  we  have,  but  one  of  the  best." 
Friday's  averages  $3.6  million  sales  a 
year  from  each  restaurant.  "The  high- 
est of  any  chain  in  the  country."  Sin- 
gles bars?  What  kind  of  business  is 
that;  A  high  cash  generator,  says 
Carlson.  He  bought  the  Friday's  chain 
when  it  had  only  11  restaurants  and 
wanted  to  go  public  to  raise  capital. 
Carlson  had  capital,  and  used  it  to 
expand  Friday's.  It  wasn't  the  sociolo- 
gy of  singles  that  attracted  him,  it  was 
their  spending. 

T|  he  public  votes  with  its  dollar," 
he  declares.  "Get  their  dollar 
and  you'll  succeed."  The  many 
ways  he  has  devised  to  pluck  that 
dollar  include  Gold  Bond  trading 
stamps,  food  wholesaling,  sports 
equipment,  construction  and  interior 
design,  catalog  showroom  selling, 
jewelry  manufacturing,  home-build- 
ing. Carlson  is  a  one-man  conglomer- 
ate. He  hasn't  neglected  real  estate, 
where  Carlson  is  planning  to  break 
ground  shortly  on  a  $300  million  of- 
fice complex  with  hotel  and  shops — 
the  Carlson  Center— straddling  300 
acres  of  Minnetonka  and  Plymouth. 
"A  kind  of  Hanging  Gardens  of  Bab- 
ylon," he  quips. 

The  globe  revolves.  His  hand  lands 
on  Egypt.  Last  year  he  opened  the 
Radisson  Oasis  Hotel,  near  the  pyra- 
mids outside  Cairo.  There  are  now  24 
Radissons,  8,492  rooms,  generating 
revenues  of  $117.4  million.  Carlson 
smiles.  "I  like  being  an  innkeeper,"  he 
says.  But  hotels  average  only  a  5% 
return  on  investment.  What  is  there 
to  like  in  that? 

Carlson  smiles  again  and  explains 
that  hotels  shelter  profits  from  his 
other  businesses.  Under  the  new  Ac- 
celerated Cost  Recovery  System  of  de- 
preciation, real  estate  is  depreciated 
over  15  years  as  opposed  to  the  old 
rule  of  useful  life.  Furniture,  fixtures, 
TVs  can  be  depreciated  over  five 
years,  and  there  are  investment  tax 
credits  for  elevators  and  escalators. 

Carlson  has  the  private  business- 
man's view  of  profits:  They  should  be 
made  but  not  seen.  "Profits  are  some- 
thing you've  got  to  pay  tax  on,"  he 
observes,  leaning  back  in  his  well-up- 
holstered leather  chair.  "Get  cash 
flow  from  depreciation  and  you  keep 
it."  He  estimates  he  has  leveraged  his 
capital  2-to-l,  but  this  is  no  problem 
so  long  as  there  is  cash  flow  to  support 
the  debt.  Today's  fearsome  interest 
rates?  "Costly,"  says  Carlson.  A 
threat?  "Certainly  not." 

Carlson  still  drives  his  own  fawn- 
colored  Lincoln  Continental  to  work. 
He  pumps  his  own  23  gallons  of  gas  at 
a  station  near  the  office.  He  prefers  a 


quick  lunch  of  Nachos — tortilla  chips 
topped  with  jalaperio  peppers  and 
cheese — at  a  local  Friday's,  and  is  de- 
manding of  his  employees.  The  corri- 
dor outside  his  office  is  known  as 
Ulcer  Alley.  "If  I  find  they  are  riding 
on  the  efforts  of  the  rest  of  us,  it's  only 
a  matter  of  time  before.  ..."  His  fin- 
ger makes  an  ear-to-ear  slicing  mo- 
tion. "But  if  they're  producing,  I  fall  in 
love  with  them." 

Each  year  his  25  top  executives  get 
a  new  car — one  year  a  gold-colored 
Cadillac  (after  Gold  Bond  stamps),  the 
next  a  blue  Lincoln.  Never  a  green  car. 
"That's  Sperry  &.  Hutchinson's  col- 
or," he  says.  "I  hate  it."  To  keep  his 
managers  happy,  Carlson  invests  in  a 
retirement  trust  an  amount  equal  to 
one-fourth  of  their  annual  salaries. 
"Compounding  is  magic,"  says  Carl- 
son. "They  don't  pay  taxes  either  un- 
til they  take  it  out.  That's  a  terrific 
incentive,  a  terrific  means  to  hold 
them.  They  all  have  a  lot  to  lose." 
Because  of  such  golden  handcuffs, 
Carlson  rarely  loses  his  best  execu- 
tives, many  now  millionaires. 

So  big  is  he  on  incentives  that  Carl- 
son has  an  incentive  program  com- 
pany selling  to  other  businesses  such 
plans  as  two  weeks  in  Florida  for  the 
bestselling  local  Ford  dealer.  The  mo- 
tivation division  of  Carlson  Market- 
ing Group  Inc.  grossed  $462.9  million 
(revenues)  last  year. 

The  quintessential  entrepreneur, 
Carlson  wouldn't  feel  at  home  in  your 
typical  big  company.  Nevertheless,  he 
strongly  recommends  working  for  a 
big  company  as  training  for  would-be 
entrepreneurs.  He  spent  18  months 
working  for  Procter  &  Gamble  as  a 
soap  salesman  after  graduation  from 
the  University  of  Minnesota  in  1937 
with  a  degree  in  economics.  Why 
P&G?  Says  Carlson:  "Anybody  start- 
ing his  own  business  should  go  with  a 
big  company  first.  There  are  rules  on 
making  money,  and  you  learn  from  a 
big  company." 

But  it  is  essential  that  the  entrepre- 
neur spot  his  chance  and  make  the 
break.  Carlson's  first  big  idea  came 
indirectly.  He  was  selling  P&G's  soap 
to  grocery  stores  and  noticed  that  any 
incentive — two  for  the  price  of  one,  a 
cents-off  deal — boosted  sales.  But  it 
was  department  stores  that  gave  trad- 
ing stamps.  And  Carlson  saw  they 
didn't  fit.  If  you  want  that  suit  or  that 
pair  of  shoes,  stamps  won't  influence 
you.  But  whynotgrocerystores?  "They 
sell  identical  items,  all  national  brands. 
So  every  thing  else  equal,  the  one  giving 
stamps  will  have  the  advantage." 

He  was  right,  of  course.  His  Gold 
Bond  Stamp  Co.  was  born  in  1938. 
"Gold  and  Bond  have  good  connota- 


tions," he  says.  "So  I  put  them  togeth- 
er, figuring  that  was  better  than  call- 
ing it  Carlson  Stamps."  The  idea  was 
simple.  A  grocer  bought  stamps  from 
him  for  $14.50  and  Carlson  redeemed 
them  for  merchandise  that  cost  him 
only  $10 — although  the  retail  price 
was  much  higher.  The  spread  be- 
tween $10  and  $14.50  covered  his 
overhead  and  Carlson's  profit  came 
from  the  float — from  the  use  of  the 
money  in  the  long  interval  between 
issuing  the  stamps  and  redeeming 
them  for  merchandise.  At  first  the 
idea  needed  a  little  help,  so  his  wife, 
Arleen,  sporting  a  drum  majorette's 
costume,  would  work  the  floor  of  the 
local  grocery,  telling  customers  what 
they  were  missing.  By  1941  Carlson 
had  200  accounts,  including  gas  sta- 
tions and  drugstores. 

World  War  II  was  a  problem.  Short- 
ages meant  retailers  didn't  need  the 
inducement  of  stamps  to  sell  goods. 
Carlson  even  worked  for  a  while  in 
his  father-in-law's  children's  clothing 
business.  Nevertheless,  he  survived, 
and  by  1952  he  was  ready  for  his  most 
important  deal,  when  he  got  the  now 
$4.2  billion  (sales)  Super  Valu  Stores  to 
begin  giving  Gold  Bond  stamps.  The 
first  year  of  that  deal  Carlson  did  $2.4 
million  in  sales.  By  1960  all  but  1  of 
the  20  largest  supermarket  chains 
gave  stamps,  and  Gold  Bond  was  the 
third  biggest  in  the  business,  after 
Sperry  &  Hutchinson  and  Top  Value. 
It  was  then  that  Carlson,  realizing 
that  if  everyone  gave  stamps  their  at- 
traction would  soon  fade,  began  his 
diversification  into  hotels. 

Regrets?  "I've  had  a  few,"  says 
Carlson  with  a  wink.  "You 
have  to  make  mistakes  if 
you're  going  to  move  forward."  For 
example?  "I  went  into  meat  packing, 
which  was  kind  of  stupid."  But  mis- 
takes are  to  be  learned  from.  Meat 
packing  was  losing  money  and  Carl- 
son couldn't  stop  the  losses.  Result: 
Thereafter  he  bought  only  profitable 
situations  that  he  could  expand  with 
his  capital — no  turnarounds. 

Will  Carlson,  one  of  the  U.S.'  20 
largest  private  companies,  go  public? 
"No  way,"  he  snaps.  "I  would  go  pub- 
lic tomorrow  if  no  member  of  my 
family  were  interested  in  this  busi- 
ness. But  they  are,"  he  says,  referring 
to  Edwin  (Skip)  Gage,  41,  husband  of 
daughter  Barbara.  He's  now  president 
of  Carlson  Marketing  Group  Inc. 

To  keep  ownership  in  the  family, 
Carlson  has  devised  a  clever  and  elabo- 
rate distribution  of  his  100%  share- 
holding after  he  retires.  When  will  that 
be?  He  smiles.  "I  consider  a  go.-d  as  a 
journey  rather  than  a  destination.  And 
each  year  I  set  a  new  goal."  ■ 


Discover  the  new  worldwide 
source  of  energy  at  First  Chicago. 


First  Chicago  has  established  a  dynamic 
approach  to  serve  your  energy  financial  needs. 
From  our  network  of  experts  around  the  world, 
your  First  Chicago  Relationship  Manager 
assembles  the  team  that  can  make  the  most 
effective  contribution  to  your  unique  objectives. 
They're  your  Energy  First  Team,  now  unified 
into  one  worldwide  banking  department  to  give 
you  the  most  complete  benefit  of  First  Chicago's 
expertise  and  resources. 

Bill  Lear.  Senior  Vice  President/World- 
wide Energy  &  Minerals  Group,  asserts  First 
Chicago's  commitment:  "We've  added  a  vital 
dimension  to  our  50  years  of  service  to  the  oil 
and  gas.  mining,  utilities  and  service  sector. 
Through  increased  financial  and  personnel 
resources.  The  First  Team  now  gives  our  cus- 
tomers competitive  advantages  anywhere  in  the 
world." 

For  more  efficient  credit  structuring. 
First  Chicago  dispatches  teams  of  energy  special- 
ists to  the  four  corners  of  the  world.  Bob 
Bucklin.  Vice  President/ Energy  Project 
Finance  Division,  leads  the  effort. 


"On-site  evaluation  gives  customers  total  First 
Team  support  on  any  time-intensive  transaction, 
whether  it's  an  acquisition  in  Tulsa  or  a  pro- 
duction financing  in  Australia!' 

Donna  Rae  Green.  Vice  President/ 
Relationship  Manager:  "Swift  and  compre- 
hensive response  from  our  Energy  Project 
Finance  Division  permits  the  Energy  Relationship 
Managers  of  First  Chicago  to  structure  a 
complete  array  of  financial  services  for  our 
customers.  From  cash  management  consulting 
to  equipment  leasing,  trade  finance  and  letters 
of  credit,  your  Relationship  Manager  is  your 
First  Team  Leader." 

To  get  The  First  Team  working  for  you. 
call  Bill  Lear  (312)  732-6814. 

First  Chicago  Worldwide 

Atlanta  -  Baltimore — Boston  -  Chicago — Cleveland  - 
Dallas  — Houston -Los  Angeles -Miami  — New  York— 
San  Francisco— Washington. D.C.— Abu  Dhabi— Athens- 
Beijing—  Beirut  -  Brussels  -  Buenos  Aires— Cairo— 
Calgary  -  Caracas  -  Cardiff  -  Dubai  —  Dublin  — 
Dusseldorf — Edinburgh  -  Frankfurt  -  Geneva  — 
Guernsey  —  Hong  Kong- Jakarta  -  Kano— Kingston  - 
Lagos— London— Madrid  -  Manila  —  Mexico  City — Milan  - 
Munich  —  Nairobi  —  Panama  City  —  Pans— Port-au-Prince - 
Port  Harcourt  — Rome— Rotterdam  -  Sao  Paulo— 
Seoul — Sharjah  —  Singapore  -  Stockholm  -  Sydney — 
Tokyo — Toronto — Warsaw — Zurich 
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©  1982  The  First  National  Bank  of  Chicago.  Member  FD.I.C. 


Kidder,  Reabody 
thinks  twice. 


When  you're  making  a  big 
investment  decision,  you  want 
the  best  possible  thinking  on  it. 

At  Kidder,  Peabody  you  get 
the  best.  And  you  get  it  from 
two  sources. 

First,  from  your  Kidder, 
Peabody  stockbroker.  An  expe- 
rienced, dedicated  professional 
who  knows  how  to  anticipate 
the  needs  of  the  most  sophis- 
ticated investor. 

Then,  a  second  opinion  is 
there  for  your  broker's  asking, 
from  Kidder,  Peabody  research. 

Our  research  department  is 
recognized  as  one  of  the  best 
in  the  business.  The  fact  is, 
Kidder,  Peabody  has  probably 
the  most  favorable  broker-to- 
analyst  ratio  of  any  investment 
firm.  Which  means  thatyour 
Kidder,  Peabody  broker  has 
direct  access  to  timely,  per- 
sonal research  advice  when- 
ever the  need  arises. 

That's  Kidder,  Peabody.  A 
company  that's  been  carefully 
structured  to  have  the  ability, 
and  the  time,  to  double-team 
your  investment  problems— to 
think  and  re-think— whenever 
the  need  arises. 

That's  why  we  say,  at  Kidder, 
Peabody,  we  think  twice. 

We  think  you'll  think  that's  a 
very  professional  way  to  do 
business. 

■HI  Kidder.  Peabody 

■ ■©Co.  INCORPORATED 
■1  v.  ■ 

—over  60  nffiirs  worldwide- 


Copyright  1982  Kidder  Peabody  &  Co  incorporated 


Here's  the  unpalatable  truth  about  high  interest  rates:  Even  with 
no  budget  deficit  we  are  never  going  to  keep  rates  down  unless 
Congress  does  something  about  the  tax  deductibility  of  interest. 


Do  you  sincerely . . . 


By  William  Baldwin 


Is  it  any  wonder  that  banks  are 
sometimes  the  only  tenants  able 
to  afford  rents  in  fashionable 
commercial  neighborhoods'1  That  fad- 
following  businessmen  are  trampling 
one  another  to  get  into  "financial  ser- 
vices"? Gross  interest  payments  are 
flowing  through  the  economy  at  a  rate 
approaching  $900  billion  a  year — 
about  $4,000  per  year  for  each  Ameri- 
can man,  woman  and  child.  That's 
interest,  mind  you,  not  debt.  It's  an 
increase  of  200%  since  1976.  Interest 
payments,  in  short,  have  risen  more 
than  twice  as  fast  as  the  gross  nation- 
al product. 

Numbers  like  these  have  lost  the 
power  to  shock  in  a  society  that  has 
come  to  equate  indebtedness  with 
shrewdness,  thrift  and  liquidity  with 
senility.  It's  clear,  however,  that  the 
tide  is  turning.  The  tremendous  bur- 
den of  debt  service  is  taking  a  growing 
toll  in  bankruptcies,  savings-and-loan 
failures,  dividend  omissions  and 
continued  declines  in  housing 
prices. 

Meanwhile,  the  financial  mar- 
kets have  all  but  caved  in.  Equal- 
ly bad,  the  sums  are  so  enor- 
mous as  to  obliterate  the  profit 
and  loss  signals  on  which  eco- 
nomic efficiency  depends.  K 
mart,  for  example,  is  paying  out 
half  of  its  operating  income 
(after  depreciation)  in  interest 
costs.  Its  profits  are  determined 
as  much  by  the  vagaries  of  the 
money  market  as  by  the  quality  of 
its  merchandising.  A  large  chunk  of 
the  airline  industry  is  in  danger  of 
collapsing  under  the  weight  of  inter- 
est costs  (see  chart,  p.  106).  Building- 
supplies  companies  like  Jim  Walter 
and  Wickes  are  paying  out  almost  all 
their  operating  profit  to  bankers  and 
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bondholders.  Old  leaders  like  Interna- 
tional Harvester  and  AM  Internation- 
al survive  only  by  the  sufferance  of 
their  lenders.  In  1950  the  average  cor- 
poration had  $43  of  operating  income 
after  depreciation  to  meet  each  dollar 
of  interest  payments;  today's  figure  is 
less  than  $4.  Liquid  assets  are  down  to 
24%  of  short-term  liabilities,  half  of 
what  they  were  in  the  1950s.  Aggra- 
vating the  liquidity  problem  is  the 
faster  maturity  of  debt:  The  ratio  of 
short-term  to  long-term  debt  on  cor- 
porate balance  sheets  has  climbed 
from  40%  in  the  1950s  to  70%  today. 

The  debt-service  overhang  extends 
well  beyond  the  corporate  world.  In 
the  early  1950s,  4%  of  farm  operating 
income  after  depreciation  went  to  pay 
interest.  By  1980  the 


figure  had  shot  up  to  44%.  Interest  on 
the  $700  billion  of  Treasury  securities 
held  outside  the  federal  government 
will  cost  $68  billion  this  year,  ac- 
counting for  9%  of  the  budget  and 
two-thirds  of  the  deficit.  Debt  service 
now  eats  up  21%  of  consumers'  dis- 
posable personal  income — seemingly 
a  saturation  level,  since  consumers 
are  cutting  back  on  big-ticket  items 
like  cars.  That's  one  reason  for  the 
recession. 

This  year,  predicts  economist  and 
former  vice  chairman  fames  O'Leary 
of  U.S.  Trust  Co.  of  New  York,  do- 
mestic borrowers  will  come  to  the 
credit  markets  for  $536  billion  in  new 
money — over  and  above  funds  sup- 
plied by  retirement  of  old  debt.  If  this 
huge  borrowing  were  tor 
productive  invest- 


People  are  confused.  They 
think  that  inflation  is  bad. 
But  as  they  come  to  under- 
stand that  you  cant  have 
both  cheap  credit  under 
present  conditions  and  sta- 
ble prices,  they  wonder  if 
the  cure  isn't  worse  than 
the  fever. 


ment,  it  might  be  a  sign  of  health. 
Alas,  most  of  the  money  will  go  either 
to  finance  unproductive  consumption 
by  individuals  and  by  government  or 
to  pay  interest  on  existing  debt.  Cred- 
it market  debt  now  totals  $5  trillion. 

The  big  credit  hog  will  continue  to 
be  the  U.S.  Treasury,  busy  financing  a 
fiscal  1982  deficit  the  Reagan  Admin- 
istration projects  at  $118  billion,  in- 
cluding off-budget  items.  Last  year  it 
soaked  up  $16.3  billion  of  the  scarce 
supply  of  long-term  financing,  leaving 
room  for  only  $12.5  billion  in  conven- 
tional long-term  corporate  bonds. 

Many  a  business,  meanwhile,  suf- 
fering from  declining  sales,  is  forced 
to  borrow  short-term  to  finance  swol- 
len inventories.  "With  debt  at  a  high 
percentage  of  GNP,  and  tight  money, 
you  have  to  keep  borrowing,"  says 
economist  Raymond  Dalio  of 
Bridgewater  Associates.  "You  never 
get  the  falloff  in  interest  rates."  Gen- 
eral Motors  was  barely  in  the  black 
last  year,  so  to  finance  new  equip- 
ment it  had  to  double  long-term  debt 
to  $4  billion.  That  meant  $2  billion 
less  that  was  available  for  individuals 
to  finance  cars. 

The  economy  is  now  at  a  perverse 
turning  point.  It's  in  recession — but 
without  the  abatement  of  interest 
rates  that  is  supposed  to  come  with 
recession.  It's  going  through  disinfla- 


tion, with  all  the  discomfort  that 
brings  to  debtors — without  enjoying  a 
corresponding  drop  in  the  inflation 
premium  built  into  interest  rates.  As  a 
result,  "real"  (inflation-adjusted)  in- 
terest rates  are  sky-high,  about  10% 
on  a  home  mortgage  or  8%  on  a  long- 
term  corporate  bond. 

Real  rates  that  high  haven't  been 
seen  before  in  this  century.  How  did 
we  get  in  this  fix? 

Ill-informed  people  or  politicians 
with  axes  to  grind  can  blame  the  Fed- 
eral Reserve,  "Reaganomics"  or  "face- 
less" bankers.  In  fact,  neither  govern- 
ments nor  businesses  have  much  free- 
dom of  action.  The  demand  for  credit 
exceeds  the  supply  at  any  reasonable 
price.  It's  as  simple  as  that.  Printing 
money  would  alleviate  the  credit  situ- 
ation but  at  the  expense  of  sending 
inflation  soaring.  (How  does  a  25% 
inflation  rate  sound?  Or  35%?).  So, 
don't  blame  Paul  Volcker.  He  only  in- 
herited the  mess. 

How  did  the  economy  become  so 
debt-happy?  The  situation  is  both  a 
product  of  inflation  and  a  contributing 
cause.  America's  debtor  mentality 
said  that  high  interest  isn't  so  bad: 
Inflation  will  bail  you  out,  and  in  the 
meantime  you  can  write  the  interest 
off  on  your  tax  return.  Farmers  who 
bought  land  in  the  1950s  and  1960s 
enjoyed  an  untaxed  gain  that  ran  well 


The  debt  addiction . . . 


Both  individuals  and  corporations  have  been 
piling  up  debt  faster  than  their  ability  to  re- 
pay— as  measured  by  economic  output — has 


expanded.  For  a  long  time  it  made  sense:  They 
took  tax  deductions  for  the  interest,  and  they 
counted  on  inflation  to  make  repayment  easy. 


Outstanding  debt  of  US  nonfinancial  borrowers  as  percent  of  GNP 


3(1 


25  _ 

 1  1  1  1  1  L__I  1  I  I  I  I  I  I  |  |  1  |  |  |  |  |  |  |  |__J  |  |  |  |  |  |  L_ 

'50  '52  '54  '56  '58  '60  '62  '64         '66  '68         '70  72         '74         '76  '78  '80*  '82* 

'  Estimate 

Soarce:  Federal  Reserve  System 


FORBES,  MARCH  29,  1982 


ahead  of  the  general  inflation  rate 
built  into  their  mortgages.  The  same 
asset  game  is  at  work  in  any  good  real 
estate  tax  shelter:  High  interest,  off- 
set by  a  largely  untaxed  capital  gain  in 
later  years,  is  the  magic  that  makes 
the  shelter  so  attractive  during  an  in- 
flationary period.  Average  Americans 
played  the  game  by  bidding  up  the 
price  of  homes. 

Corporations  did  too.  Even  with  the 
recent  runup  in  real  rates,  K  mart  is 
financing  its  inventory  at  negative 
cost.  It  pays  14%  on  its  commercial 
paper,  or  about  7%  after  taxes.  The 
goods  on  the  shelf  appreciate  at  the 
current  inflation  rate  of  8%.  K  mart 
isn't  taxed  on  its  inventory  gains  be- 
cause it's  on  last-in-first-out  account- 
ing. Bottom  line:  A  real  aftertax  inter- 
est rate  of  minus  1%. 

Don't  blame  corporations  for  load- 
ing up  on  debt.  As  Harvard  economics 
Professor  Benjamin  Friedman  says, 
"There  is  a  bias  in  the  tax  code 
against  equity  financing."  Returns  to 
equity  are  taxed  twice:  once  at  the 
corporate  rate  of  about  50%  (includ- 
ing state  taxes)  and  again  as  divi- 
dends on  shareholder  returns.  Re- 
turns to  debt  are  taxed  once,  since 
interest  is  deductible  on  the  corpo- 
rate return.  Teledyne,  Metromedia 
and  IC  Industries  know  this  well. 
They  have  all  borrowed  money  and 


used  the  proceeds  to  retire  common 
stock,  thereby  boosting  earnings  per 
share.  Tax  deductions  on  $3  billion 
in  new  debt  are  also  helping  to  pay 
for  U.S.  Steel's  fling  in  the  oil  patch. 
With  speculators  like  U.S.  Steel  bid- 
ding up  the  price  of  existing  assets, 
credit  becomes  an  expensive  com- 
modity for  the  rest  of  us. 

Besides  the  federal  government, 
two  kinds  of  debtors  are  at  the  head  of 
the  line  today:  those  who  do  so  to 
make  essentially  speculative  invest- 
ments; and  those  who  must  borrow — 
at  any  cost — to  meet  payrolls.  At  the 
tail  end  are  borrowers  for  new,  pro- 
ductive purposes;  they  simply  can't 
earn  enough  to  make  borrowing 
worthwhile  at  these  rates. 

Arthur  Michael  Jr.,  53,  a  Pennsylva- 
nia entrepreneur,  falls  into  the  latter 
category.  Prospective  customers  of 
his  seven-year-old  warehouse  con- 
struction firm  can't  afford  to  finance 
new  buildings.  At  the  same  time  the 
few  jobs  he  gets  tie  up  working  capital 
that  has  to  be  borrowed  at  the  prime 
rate.  A  year  ago  he  and  his  partner  dug 
their  way  deeper  into  the  same  hole  in 
buying  out  a  John  Deere  distributor. 
They  speculated  on  a  turnaround  in 
farm  profits  that  didn't  come. 

Mickey  Carawan,  41,  a  shrimp  fish- 
erman in  Texas,  is  caught  in  the  same 
bind.  He  lives  in  Aransas  Pass,  a  tran- 


quil harbor  town  near  Corpus  Christi 
where  the  parking  meters  still  take 
pennies  but  the  money  rates  are  tied 
inexorably  to  Wall  Street.  Five  years 
ago  he  and  a  partner  made  a  big 
plunge,  buying  a  $240,000,  80-foot 
gulf  shrimper.  In  1980  he  was  forced 
to  buy  the  partner  out,  and  refinanc- 
ing the  boat  turned  a  fixed-rate,  10% 
mortgage  into  a  floating-rate  loan  that 
has  since  soared  as  high  as  18'/2%. 
Meanwhile,  Mexican  fishing  fleets, 
running  on  cheap  diesel  oil,  have 
dumped  their  catch  on  the  American 
market.  Last  year  Carawan  lost 
$32,000  after  making  $58,000  in  boat 
payments. 

For  Carawan,  capitalism  means  14- 
hour  days  with  10-  and  20-day 
stretches  at  sea.  Why  did  he  do  it? 
"It's  so  peaceful  and  quiet  out  there," 
he  says  wistfully,  standing  beside  a 
collection  of  nets  that  took  in  70,000 
pounds  of  shrimp  tails  last  year. 
"You're  your  own  boss."  His  wife, 
Frances,  a  bookkeeper,  has  another 
explanation:  equity.  She  thought  he 
would  sell  the  boat  after  a  few  years 
and  retire  to  a  less  demanding  busi- 
ness. He  doesn't  have  that  option 
now.  "Never  in  a  million  years  would 
you  buy  a  boat  now,"  she  says,  "un- 
less you  had  the  cash,  and  then  you'd 
be  better  off  putting  it  in  a  money 
market." 


. . .  and  the  inevitable  cost 


Three  decades  of  rising  inflation  and  tax-code  favor- 
itism to  borrowers  have  had  a  predictable  result: 
Few  want  to  lend,  many  want  to  borrow.  With  such 


supply  and  demand,  money  has  to  be  priced  high. 
The  Federal  Reserve's  determination  to  break  infla- 
tion spells  certain  trouble  for  the  credit-addicted. 


Percent 


Sources:  Economic  Report  of  the  President;  Data  Resources-,  Federal  Home  Loan  Bank  Board;  U.S.  League  of  Savings  Associations. 
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Arent  IRAs  providing  a 
gush  of  new  savings?  Not 
when  taxpayers  engage  in 
arbitrage.  "Last  year  I  went 
out  and  borrowed  $1,500  to 
put  in  my  IRA,"  says  a  tax 
expert.  "Not  only  did  I  get 
the  exclusion  but  I  could  de- 
duct the  interest." 


For  Robert  Bush,  a  40-year-old  for- 
mer computer  engineer  who  went 
into  the  industrial  waste  disposal 
business  in  1980,  the  battle  is  certain- 
ly over.  Poor  marketing  and  a  weak 
industrial  economy  around  his  Grove 
City,  Ohio  base  hurt  the  business,  he 
says,  but  the  last  straw  was  a  $40,000 
annual  interest  expense.  The  bank 
sold  off  his  trucks  in  November. 
"Now  they're  coming  to  take  the 
house,"  he  says.  Entrepreneurs  can't 
expect  Paul  Volcker  to  protect  them 
from  the  construction  cycle  or  cheap 
imports  or  poor  salesmanship.  But 
these  vicissitudes  become  all  the 
more  perilous  against  a  backdrop  of 
high  interest  costs. 

And  so  the  nation's,  indeed  the 
world's,  30-year  fling  with  rising  infla- 
tion is  ending  in  a  painful  squeeze. 
People  are  confused.  They  think  that 
inflation  is  bad  and  should  be  brought 
to  a  halt.  But  as  they  gradually  come 
to  understand  that  you  can't  have 
both  cheap  credit  under  present  con- 
ditions and  stable  prices,  they  wonder 
if  the  cure  isn't  worse  than  the  fever. 
It's  not  a  new  story.  A  century  ago 
farmers  formed  the  Greenback  Party 
to  fight  gold-backed  currency.  They 
wanted  the  debtors'  relief  that  comes, 
for  a  while  at  least,  with  a  depreciat- 
ing currency,  i.e.,  inflation.  Today  the 
inflation  banner  is  carried  by  the 


housing  industry. 

Look,  for  example,  at  a  recent  full- 
page  ad  taken  out  by  the  National 
Association  of  Realtors  in  the  New 
York  Times.  "Homeowners  must  act 
now  to  make  democracy  work,"  it 
announces.  The  Realtors  want  you  to 
write  your  congressman,  asking  that 
the  Federal  Reserve  be  urged  to  speed 
up  the  growth  of  credit.  Tight  money, 
they  complain,  is  making  it  tough  for 
home  buyers  to  get  mortgages,  and  so 
has  sliced  $25,000  off  the  resale  value 
of  the  average  home. 

Self-interest  wrapped  in  the  flag  of 
democracy.  But  it  wouldn't  do  for  the 
builders  to  admit  that  what  they  real- 
ly want  is  a  speedup  of  inflation  to  bail 
them  out.  Housing  is  a  form  of  con- 
sumption. If  it  continues  to  be  the 
favorite  at  the  expense  of  business 
capital,  productivity  will  suffer.  Do 
we  want  to  become  another  economic 
Argentina,  wallowing  in  populist  con- 
sumerism while  our  tools  wear  out 
and  our  technology  declines? 

This  year  consumers  will  save  $23 
billion  by  claiming  mortgage  interest 
on  their  tax  returns  and  another  $9 
billion  by  running  up  credit-card  and 
installment  bills.  Anybody  who  has 
forgotten  about  the  deduction  need 
only  spend  two  minutes  with  a 
condo  or  car  salesman  to  be  remind- 
ed that  the  tax  system  will  subsidize 


Are  interest  rates  too  low? 


Those  towering  rates  shown  on  page  101  take  on  a  married  taxpayer  with  a  $50,000  salary  in  constant 
new  look  after  inflation  and  federal  income  taxes.  1981  dollars  and  itemized  deductions  at  20%  of 
Here  are  real  aftertax  yields  on  Aaa  bonds,  for  a    income.  No  wonder  people  hate  to  save. 


Percent 


J  I  L 


J  L 


J  I  I  I  I     I      I     I  ii 


J  I  I  I  I  L 


-  L 


'50  '52 
'  Estimate 


'54 


'56         '58         '60         '62         '64         '66  '68 


70 


72 


74 


76 


78 


'80 


'82* 


Sources:  Bridgewater  Associates:  Economic  Report  of  the  President;  Prentice-  Hall. 


102 


FORBES,  MARCH  29,  1982 


55  of  the  most  heavily  burdened 


Airlines  (see p.  106)  aren't  the  only  companies  strung  out  on  debt.  Each  of  the 
companies  listed  below  must  pay  at  least  $1  out  of  every  $6  in  operating 
income — most  far  more  than  that — merely  to  meet  its  interest  payments. 


Operating 

 Interest 

expense  latest  K 

months  

income  before 

as  %  of 

as  %  of 

Total 

Common 

Sales 

depreciation 

total 

operating 

common 

debt 

equity 

Company 

(millions) 

(millions) 

(millions) 

income 

equity 

(millions) 

(millions) 

Lrelco  Corp 

<r  0049 

.T>4yU.o 

3>ZC3i  .8 

DO. 4  7o 

117  1  0/ 

C99  3  f* 

Kay  Corp 

697.8 

12.5 

28.4 

226.9 

112.0 

72.0 

25.4 

Massey-Ferguson 

2,646.3 

d91.3 

324.4 

NM 

106.4 

622.3 

304.8 

Wickes  Cos 

4,245.0 

227.5 

215.6 

94.8 

76.0 

672.0 

283.7 

NVF  Corp 

1,045.6 

79.3 

111.5 

140.6 

42.4 

726.0 

262.8 

Coastal  Corp 

C  077  C 

o,y  {  f  .  o 

zyz.o 

1  QA  A 

oo.U 

1Q  A 

JO.O 

70  1  O 

/  y  i  .y 

A7ft  n 

Lockheed 

5,175.8 

201.6 

106.1 

52.6 

34.7 

814.7 

306.2 

Tiger  Intl 

1,628.4 

283.8 

153.1 

53.9 

34.3 

1,700.5 

446.3 

Commonwealth  Oil  Ref 

1,284.4 

27.3 

44.1 

161.3 

34.0 

190.0 

129.8 

Total  Petroleum 

2,379.7 

31.1 

61.0 

196.2 

33.5 

283.4 

182.2 

C          I  A     *  • 

Saxon  Industries 

JJ.O 

A1  Q 

if*  i 

33  3 
oo.o 

99  1  ft 

zz  i  .o 

1Z  /  .4 

Dome  Petroleum 

1,514.9 

461.0 

244.2 

53.0 

32.9 

2,264.6 

742.2 

Del  E  Webb 

508.7 

49.5 

42.3 

85.5 

31.0 

212.6 

136.7 

Humana 

1,393.8 

319.9 

94.5 

29.5 

31.0 

757.1 

305.2 

Intl  Harvester 

7,041.0 

10.3 

396.7 

3,870.2 

30.9 

2,065.5 

1,285.0 

ivellwoou  Co 

olo.l 

If)  Q 

oz.y 

77  1 

in  9 

oU.Z 

AA  A 

ftA  n 

El  Paso  Co 

3,997.2 

524.6 

151.9 

29.0 

30.0 

1,308.0 

506.4 

Chic  &  N  West  Trans 

1,015.3 

103.7 

43.1 

41.6 

27.4 

353.8 

157.5 

Tosco 

3,431.5 

4.8 

59.4 

1,236.5 

25.9 

264.6 

229.0 

Jim  Walter 

2,032.8 

199.0 

178.6 

89.7 

25.3 

692.5 

705.0 

Matte*} 

i,uzy.u 

70  1 

f  y.o 

^1  9 
O  1  .Z 

AA  ^ 

91  1 

ZO.O 

1  ^ft  1 

US  Home 

1,061.4 

101.8 

60.2 

59.1 

23.0 

213.9 

261.9 

MCI  Communications 

413.4 

122.3 

39.4 

32.2 

22.6 

282.6 

174.2 

Northeast  Utilities 

1,655.1 

397.1 

220.7 

55.6 

21.8 

1,555.8 

1,013.2 

GATX 

992.7 

273.5 

114.0 

41.7 

21.7 

1,016.8 

525.9 

iviiuuie  ouuin  utilities 

9  771  ft 

Z,  1  1  1 .  o 

ft 

Ann  i 

73  A 

9 1  l 

1  ^  1  1  ft 

1  80S  0 

1,070.7 

Conagra 

1,726.9 

69.9 

30.5 

43.6 

20.9 

92.4 

146.0 

Caesars  World 

603.2 

117.3 

40.2 

34.3 

20.5 

165.7 

196.0 

Boston  Edison 

1,049.6 

234.1 

92.5 

39.5 

20.1 

623.6 

460.2 

LTV 

7,510.7 

343.9 

163.5 

47.6 

20.0 

1,510.9 

818.0 

l  ransco  Cos 

Q   C'lC  A 

AftQ  O 

ooy.y 

1ZU.Z 

1  7  A 

1  O  0 

i  y.y 

1  9^1  K 

AD3  S 

General  Tel  &  Electric 

11,026.3 

3,104.2 

870.4 

28.0 

19.4 

7,704.0 

4,484.4 

Entex 

1,081.2 

129.7 

39.3 

30.3 

19.4 

267.4 

202.5 

Mitchell  Energy  &  Dev 

998.9 

247.5 

54.1 

21.9 

18.9 

236.9 

285.5 

Gifford-Hill 

575.9 

83.0 

34.9 

42.1 

18.9 

262.9 

184.8 

_ 

Consumers  Power 

9  71A  n 

Z,  ( o4.U 

A 1  1  7 

O  lo.  I 

inft  7 
olio .  1 

1  ft  0 

i  o.y 

9  CA^  9 
Z,  jOj.Z 

1  All  1 
1,000.0 

Portland  General  Elec 

572.9 

271.3 

128.8 

47.5 

18.9 

1,054.2 

682.1 

Pacific  Power  &  Light 

1,203.7 

471.7 

195.9 

41.5 

18.3 

1,708.9 

1,070.6 

Charter  Co 

4,982.5 

243.2 

98.0 

40.3 

18.2 

436.5 

537.8 

Marriott 

2,000.3 

239.0 

69.8 

29.2 

18.2 

544.2 

384.1 

9  A  CMQ  1 
ZO^y^fy  .O 

^ftl  ^ 
JO  1  .J 

9^0  ^ 

AA  A 

lo.  1 

441  4 

1  431  7 

Gulf  States  Util 

1,221.7 

335.7 

159.4 

47.5 

17.9 

1,332.3 

889.2 

American  Nat  Res 

2,896.0 

534.2 

186.7 

35.0 

17.8 

1,408.5 

1,051.4 

American  Elec  Power 

4,192.9 

1,332.1 

577.6 

43.4 

17.5 

5,058.8 

3,292.3 

Detroit  Edison 

2,054.1 

609.6 

302.8 

49.7 

17.5 

2,514.7 

1,726.8 

cut 
rruenaui 

1  1  77  7 

Z,  1  /  I .  t 

i  n  n 

09  f* 

yz.o 

AO  7 

oy.  ( 

1  7  R 
L  /  .J 

Al  ft  0 

JZO.Z 

Ryder  System 

1,913.9 

381.4 

82.2 

21.6 

17.4 

741.4 

473.4 

Columbia  Pictures 

734.7 

61.5 

27.6 

44.9 

17.3 

205.4 

159.6 

Tenneco 

15,462.0 

2,274.0 

815.0 

35.8 

16.7 

4,283.0 

4,872.0 

Grumman  Corp 

1,922.4 

84.1 

46.4 

55.1 

16.7 

240.4 

277.4 

South  Carolina  E&G 

759.7 

217.8 

92.0 

42.3 

16.6 

784.9 

552.9 

Southern  Co 

4,256.2 

1,351.8 

515.2 

38.1 

16.6 

5,346. 1 

3,098.0 

American  Stores 

6,933.7 

115.4 

42.9 

37.2 

16.6 

224.7 

258.3 

Southwest  Forest  Ind 

779.5 

108.3 

40.0 

36.9 

16.6 

328.0 

241.4 

Zayre 

1,759.3 

71.6 

31.5 

44.0 

16.5 

241.3 

190.7 

d:  deficit.    NM:  Not  meaningful 


Source.  Standard  &  Poor's  Compustat.  Wilshire  Associates;  Forbfs 


That's  Sgtger 


technology. 


Everything  appears  real— the  tanker,  the  instruments, 
the  air  turbulence.  But  what  you're  experiencing  isn't 
real  at  all. 

It's  called  simulation  — a  technology  in  which  our 
Link  Flight  Simulation  Division  has  been  the  leader  for 
more  than  50 years.  Today,  by  combining  computers, 
lasers,  and  other  electronic  systems,  Link  simulators 
are  training  pilots  of  sophisticated  commercial  and 
military  aircraft,  helicopters,  even  the  Space  Shuttle. 
And  helping  them  fly  practice  missions  without  risk  to 
life,  wear  and  tear  on  equipment,  or  burning  costly 


fuel.  Now,  Link  is  developing  even  more  advanced 
technology  for  the  next  generation  of  aircraft. 

Through  expanding  research  and  development  ii 
electronic-based  simulation,  guidance,  communica 
tions,  and  specialized  computer  systems,  Singer  is  v 
ing  a  new  chapter  in  its  corporate  history.  Together 
with  our  unique  consumer  durables  capabilities 
throughout  the  world,  this  technological  base  posi- 
tions us  in  important  growth  markets  of  today  and; 
tomorrow.  The  Singer  Company,  8  Stamford  Foruml 
Stamford,  CT  06904. 


Downdrafts 


That  airline  earnings  are  in  a  tailspin  should  be  no  surprise,  in  light 
of  what  happened  in  previous  recessions.  What's  frightening  is  the 
relentless  growth  of  interest  costs  in  the  meantime.  The  industry 
can't  survive  the  long  haul  unless  operating  profits,  after  depreci- 
ation, run  well  ahead  of  interest  costs.  Interest  has  quadrupled  in  a 
decade.  Can  the  profit  line  ever  catch  up? 


$  Billions 


'69      '70  '71 

months  ended  9/30 


Source:  Civil  Aeronautics  Board. 


Instant  gratification 


Times  are  tough  I  Inflation's  high 
It's  hard  to  buylSeems  you'll  never  have  enough 

So  goes  the  jingle  in  a  television  ad    court  and  a  videotaping 


for  Remco,  a  Houston-based  appli- 
ance rental  chain  that  caters  to 
that  hard  core  of  consumers  who 
don't  want  to  know  what  the  inter- 
est rate  is,  only  whether  they  can 
meet  the  monthly  payments. 

Walk  into  a  plush-carpeted 
Remco  store  with  good  "charac- 
ter" references  and  the  first 
month's  rent  and  you  can  walk  out 
with  a  TV,  stereo  or  other  luxury 
appliance.  One  popular  item:  the 
top-of-the-line  General  Electric 
color  console  with  remote  control, 
at  $93  a  month.  You  can  return  the 
set  at  any  time.  Make  18  monthly 
payments — as  42%  of  Remco  cus- 
tomers do — and  the  set  is  yours. 
Can't  meet  the  payments?  At 
Remco  there  is  no  such  thing  as 
"repossession,"  simply  cancella- 
tion followed  by  a  free  pickup. 

"Our  target  is  the  middle-in- 
come consumer,  $20,000  to 
$25,000  family  income,"  says 
President  Charles  Sims,  who 
works  out  of  a  spanking  new 
headquarters  that  sports  mirror- 
framed   skylights,   a  racquetball 


room. 

Sims,  who  founded  the  business 
when  he  was  27  and  at  41  still 
owns  75%  of  it,  made  his  fortune 
upscaling  what  had  hitherto  been 
a  weekly  rental  business  in  low- 
income  neighborhoods. 

The  chain  recorded  $38  million  in 
revenues  in  fiscal  1981  andnetted$2 
million — a  40%  return  on  equity. 
Remco's  customers  pay  a  tidy  price 
for  having  eyes  bigger  than  their 
bank  accounts.  That  GE  console 
comes  to  $1,674  on  the  easy-pay- 
ment plants.  $985  (including  tax)  at 
a  local  discounter.  Add  in  $99, 
which  Sims  says  is  the  value  of  his 
service  contract,  and  you're  com- 
paring a  $1,084  cash  transaction 
with  Remco's  $1,674.  That  com- 
putes to  just  under  5.8%  a  month,  or 
96%  a  year  after  compounding. 

Is  that  interest:  Sims  maintains 
it  is  for  the  right  to  cancel  freely. 
Moreover,  renters  have  attractive 
purchase  options  in  early  months. 
Federal  regulators  agree,  and  no  in- 
terest rate  need  be  disclosed.  The 
customer  probably  doesn't  want  to 
know  anyway. — W.B. 


his  purchases  on  credit — just  as  it 
will  penalize  him  heavily  if  he  de- 
cides to  invest  the  money  instead 
(see  chart,  p  102). 

Taxing  interest  income  and  al- 
lowing interest  deductions  are  an 
old  feature  of  the  tax  code.  What's 
troubling  now  is  how  these  rules  cre- 
ate distortions  during  an  inflationary 
epoch. 

"In  a  world  of  inflation  most  of  the 
interest  that  is  paid  is  really  a  repay- 
ment of  principal,"  says  Princeton 
economist  Alan  Blinder.  If  inflation  is 
8%  and  the  lender  wants  a  real  return 
of  4%,  he  has  to  charge  a  bit  more 
than  12%  interest.  The  extra  8%  re- 
places the  erosion  in  his  principal's 
purchasing  power. 

Now  bring  the  tax  collector  into 
the  picture.  He  will  look  not  at  the 
true  interest  rate  of  4%  but  at  the 
nominal  rate  of  12%.  If  both  bor- 
rower and  lender  are  in  a  roughly 
50%  bracket  (corporations  or  top- 
bracket  individuals,  for  example), 
the  result  will  be  an  aftertax  real 
rate  of  about  minus  2% . 

A  number  of  economists,  Prince- 
ton's Blinder  and  Stanford's  Michael 
Boskin  among  them,  would  like  to 
restrict  or  abolish  both  the  interest 
deduction  and  the  taxability  of  in- 
terest income.  That  would,  they  ar- 
gue, increase  the  supply  of  credit 
and  diminish  the  demand,  forcing 
down  rates. 

What  about  the  IRAs?  Aren't  they 
providing  a  gush  of  new  savings?  Not 
so  much  as  one  might  think.  Here's 
why:  Smart  taxpayers  are  engaging  in 
what  Tax  Notes  publisher  Thomas 
Field  calls  "arbitrage. "  "Last  year  I 
went  out  and  borrowed  $1,500  to  put 
in  my  IRA,"  he  brags.  "Not  only  did  I 
get  the  exclusion  but  I  could  deduct 
the  interest."  He  wasn't,  of  course, 
really  saving  at  all — just  playing  the 
tax  code.  Professor  Boskin  would  like 
to  see  the  supply  of  savings  swelled  by 
an  unlimited  IRA  deduction.  But,  he 
says,  "a  quid  pro  quo  would  have  to  be 
the  elimination — gradually — of  the 
deductibility  of  interest." 

So  far  Congress  has  got  as  far  as 
some  very  timid  talk  about  a  $10,000- 
a-year  cap  on  mortgage  interest  de- 
ductions. "I've  seen  it  debated  on  the 
Hill,"  says  Rudolph  Penner,  director 
of  tax  studies  at  the  American  Enter- 
prise Institute  and  a  foe  of  interest 
deductions.  "But  you  can  see  the 
thought  processes  going.  Everybody  is 
saying  to  himself,  'How  much  would 
it  cost  me?'  Anybody  with  two 
houses,  a  guy  with  a  condominium  at 
the  shore,  is  over  $10,000." 

So,  ask  yourself,  ask  it  honestly:  "Do 
I  sincerely  want  inflation  to  end? "  ■ 
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Report  from  Number  One  Wall  Street 


Irving  Trust  moves  international  payments 
with  electronic  speed,  electronic  accuracy. 

"Today,  world  business  moves  faster  than  ever,"  says  David  M.  Mace, 
Executive  Vice  President.  "So  your  New  York  clearing  bank  must  be  faster, 
too— and  more  accurate  than  ever,  especially  with  the  tighter  disciplines 
of  same  day  settlement. 

"All  this  puts  a  premium  on  electronic  banking,  a  field  in  which  we  pio- 
neered. Today  our  funds  transfer  system  is  dynamically  linked  to  S.W.I. F.T., 
CHIPS  and  Fedwire.  With  these  systems— or  our  own  cash  management 
system— your  transactions  can  be  processed  in  seconds,  without  manual 
intervention. 

"This  means  greater  accuracy.  If  adjustments  have  to  be  made,  they  can  be 
done  in  minutes,  instead  of  days,  through  our  automated  customer  inquiry 
processing  system. 

"And,  because  immediate  account  information  is  more  important  now  with 
same  day  settlement,  our  customers  can  learn  the  status  of  their  accounts- 
updated  to  the  second— with  a  simple  message  direct  to  our  computer. 
Without  prompting,  our  automated  advice  service  transmits  completed 
transactions  directly  to  your  office  in  the  United  States." 


Irving  Trust  matches  sophisticated  electronics  with  experienced  people- 
specialists  who  go  out  of  their  way  to  give  you  close,  personal  attention. 

Electronic  speed.  Electronic  accuracy.  And  personal  attention.  Three  reasons 
why  Irving  Trust  serves  more  than  2,000  foreign  governments,  central  banks 
and  commercial  banks.  To  help  your  money  move  faster,  write:  David  M. 
Mace,  Irving  Trust  Company,  One  Wall  Street,  New  York,  NY  10015.  Or  call 
212/487-2535  for  more  information. 


Irving  TVust 

Unique.  Worldwide. 


The  anatomy 

of  an  office  system. 


We've  studied  the  bend  of 
your  elbow  to  determine  the 
angles  at  which  it  is  most 
comfortable.  Our  typewriter 
and  workstation  keyboards 
are  designed  accordingly. 


The  IBM  Display  writer 
System  has  a  built-in  50,000 
word  dictionary  thai  can 
highlight  typos  and  simplify 


revisions. 


With  IBM's  color  terminal 
you  can  make  pie  charts, 
plot  graphs,  and  spot 
trends  in  seven  different 
colors. 


I  sing  an  ordinal y  phone, 
IBM's  Audio  Distribution 
System  lets  you  keep  in  touch 
with  your  office  wherever  you 
travel.  It  records  your  voice, 
stores  if  and  delivers  the 
message  whenever,  and  to 
whomever:  you  choose. 


The  heart  of  any  office  is  people. 

So,  as  more  people  spend  more  time  at  word  processors  and 
computer  terminals,  it's  not  only  important  that  our  products  work 
well  with  each  other.  They  must  work  well  with  people,  too. 

That's  why  we're  so  concerned  about  what  we  call  "human 
ictors"  in  designing  our  office  systems  to  match  the  way  you're 
designed. 


wont  get  in 
'  your  head 
-  the  IBM 5520. 
trforms  a  full 
je  of  off  ice 
ucations, 
iding  electronic 
t.  No  more 
Ivning  in  paper. 


The  IBM  6670 
Information 
Distributor  lets  you 
send  documents 
electronically — across 
the  street  or  around 
the  world— so 
important  in formation 
arrives  on  time. 


Advanced  office  system 
features  in  IBMs  8100  can 
help  make  data  and  text 
distribution  fast  and  easy. 
And  that  helps  everyone 
get  things  done  on 
schedule. 


The  backbone  of  any 
office  system  starts 
with  your  lower  back. 
So  we  make  IBM 
Synergetix  ™  chairs 
that  adjust  to  supfjort 
it,  reducing  strain 
and  fatigue. 


You  can  adjust  them  to  suit  yourself.  That  makes  you  more 
iluctive  simply  because  the  office  system  you  work  with  is  easier 
ye  with. 

With  more  than  40  years  of  experience,  no  one  is  more  com- 
!ed  to  the  office  than  we  are— where  it  is  now  and  where  it  will  be. 
Where  will  you  be?  ===^=  =® 


Some  people  learn  the  hard  way;  some 
don't  learn  at  all  Auto  parts  supplier 
Dana  Corp.  belongs  in  the  first  category. 

How  Dana  found 
happiness  in  the 
aftermarket 


Dana  Chairman  Gerald  Mitchell 

"I  dont  think  we're  dumber  than  anybody  else. 


By  Steven  Flax 

BOY,  WHEN  THAT  SUCKER  tums 
down,  it  just  eats  you  up!" 
Chomping,  as  usual,  on  a  cigar, 
brawny  Gerald  Mitchell,  chairman  of 
$2.7  billion  (sales)  Dana  Corp.,  was 
talking  about  the  light  truck  market. 
Two  years  ago  it  collapsed,  and  Dana 
woke  up  to  find  its  sales  of  original 
equipment — axles,  frames,  universal 
joints — to  the  light  truck  market  cut 
in  half:  $600  million  worth  of  busi- 
ness lost.  Earnings  per  share  fell  45%, 
and  return  on  equity  dropped  from 
nearly  19%  to  a  mediocre  10%.  When 
the  market  didn't  pick  up,  Dana  had 
to  close  down  half  of  its  light  truck 
facilities  and  lay  off  one-third  of  its 
29,000  U.S.  workers. 

Mitchell  can  now  puff  a  bit  more 
contentedly  on  his  cigar  because 
Dana  has  already  made  up  much  of 
the  ground  it  lost.  Earnings  per  share 
rebounded  17%,  to  $3.25  in  1981, 
despite  a  15-cent-a-share  reduction 
because  of  a  somewhat  belated 
switch  to  LIFO  inventory  account- 


ing. While  that  is  still  35%  less  than 
Dana's  earnings  per  share  of  $5.03  in 
1979,  last  year  was  also  the  auto 
industry's  worst  in  over  20  years. 
Yet  Dana's  sales  to  the  vehicular 
markets  were  actually  up  over  $100 
million  in  1981.  That  has  pushed 
Dana's  P/E  up  a  bit,  to  8,  comparable 
to  competitors  like  Eaton  but  still 
below  the  median  of  Dana's  normal 
range.  Harry  Allen,  an  auto  analyst 
at  Merrill  Lynch,  predicts  earnings 
could  go  up  to  $3.40  in  1982. 

The  main  reason  for  the  rebound  is 
that  Dana  has  diversified,  first  by  add- 
ing related  industrial  parts  to  its  origi- 
nal equipment  business  and  then 
moving  into  the  replacement  parts 
markets.  As  owners  keep  theii  vehi- 
cles on  the  road  longer  and  companies 
maintain  old  machinery  rather  than 
replace  it,  the  market  for  replacement 
parts  has  boomed.  And  Dana  has  fi- 
nally gotten  into  it  in  a  big  way. 

Last  year  Dana's  sales  of  industrial 
and  vehicular  replacement  parts 
reached  $1  billion,  almost  as  much 
as   its  sales  of  vehicular  original 


equipment,  and  they  have  been 
growing  at  a  25%  annual  rate — the 
fastest-growing  segment  of  the  com- 
pany. Sales  of  industrial  products 
were  $689  million,  or  a  quarter  of 
Dana's  overall  revenues. 

Why  did  it  take  Dana  so  long  to  do 
the  obvious?  So  deeply  ingrained  and 
so  profitable  was  the  original-equip- 
ment mentality  that  during  the  Sev- 
enties Dana's  idea  of  diversification 
was  to  add  truck  original  equipment 
to  its  automobile  products.  Mitchell 
and  his  predecessor,  Ren  McPherson, 
bought  their  way  to  a  broader  product 
line  by  acquiring  a  hydraulic  cylinder 
company  here,  a  trailer  axle  company 
there,  often  picking  up  a  fair  amount 
of  unrelated  business  in  the  process. 
In  one  instance,  says  Mitchell, 
"About  40%  of  what  we  bought  we 
really  didn't  want.  It  took  us  five  years 
to  turn  it  into  a  soundly  based  auto 
aftermarket  organization." 

Dana  simply  mismanaged  other  ac- 
quisitions. Within  24  months  of 
buying  four  heavy  truck  service  out- 
lets in  Canada,  operations  there  went 
from  years  of  earning  8%  aftertax  to  a 
3%  loss. 

It  was  only  much  later  that  Dana's 
management  realized  many  of  the 
companies  they  bought  were  the  im- 
age of  Dana  Corp.,  which  they  were 
trying  to  change.  They  were  basically 
original-equipment  suppliers. 

No  sooner  did  Mitchell  ask  divi- 
sions to  start  supplying  the  aftermar- 
ket than  they  went  right  back  to  ig- 
noring it.  "They  didn't  believe  that 
we  really  wanted  them  to  do  it,"  says 
Mitchell.  "They  thought  I  was  crazier 
than  a  hedgehog." 

Dana  soon  got  a  reputation  for  poor 
order-fills  (the  percentage  of  a  custom- 
er's order  that  can  be  filled  within  the 
promised  delivery  time)  and  perhaps 
the  worst  reliability  of  any  aftermar- 
ket supplier.  Says  Mitchell:  "It's  like  a 
guy  that  has  150  acres  growing  water- 
melons who  all  of  a  sudden  has  to 
supply  a  fruit  store.  Now  he  has  to 
grow  everything:  potatoes,  tomatoes, 
radishes,  the  whole  damn  works." 

A  costly  education?  Mitchell  just 
shrugs.  "Most  companies  are  like 
this,"  he  says.  "I  don't  think  we  are 
dumber  than  anybody  else.  We  knew 
that  'the  aftermarket  was  where  we 
should  be.  We  just  had  to  learn  how  to 
service  it." 

And  they  did.  Today  Dana  enjoys  a 
good  reputation  in  the  aftermarket, 
with  order-fills  of  over  90%.  Says  one 
customer,  "We  get  excellent  field  sup- 
port from  their  representative  here." 

Dana's  small  investments  outside 
autoland  are  also  starting  to  pay  off. 
Its  modular  home-building  subsidiary, 


no 
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h  the  Euromarket  in  1981, 
Wood  Gundy  managed  or 
co-managed  54  issues 
totalling  more  man  $43  billion  US. 


Abitibi- Price  Inc. 

S50.000.000  U.S.  Debentures  due  1991 
Bank  of  Montreal 
$125,000,000  U.S.  Floating  Rate 
Debentures  due  1991 
Bank  of  Montreal 

$150,000,000  U.S.  Debentures  due  1991 
The  Bank  of  Nova  Scotia 
$25,000,000  U.S.  Deposit  Notes  due  1986 
The  Bank  of  Nova  Scotia 
$100,000,000  U.S.  Floating  Rate 
Debentures  due  1993 
Banque  Nationale  de  Paris 
$225,000,000  U.S.  Floating  Rate  Notes 
due  1996 

Canadian  Imperial  Bank  of  Commerce 

$75,000,000  Cdn.  Debentures  due  1989 
Canadian  Imperial  Bank  of  Commerce 

$185,000,000  U.S.  Deposit  Notes  due 
1984 

Canadian  National  Railway  Company 

$100,000,000  U.S.  Notes  due  1991 
Canadian  Pacific  Securities  Limited 

$40,000,000  Cdn.  Guaranteed  Notes 
due  1987 

Canadian  Utilities  Limited 

$50,000,000  Cdn.  Debentures  due  1996 

Citicorp  Overseas  Finance 
Corporation  N.V. 

$150,000,000  U.S.  Guaranteed  Notes 
due  1986 

Citicorp  Overseas  Finance  Corporation 
Limited 

$175,000,000  U.S.  Guaranteed  Notes 
due  1984 

The  City  of  Winnipeg 

$50,000,000  U.S.  Debentures  due  1986 

The  City  of  Winnipeg 

$50,000,000  U.S.  Debentures  due  1988 

CSWI  International  Finance  N.V. 

$15,000,000  U.S.  Convertible 
Subordinated  Guaranteed  Debentures 
due  1996 

Cummins  Overseas  Finance  N.V. 

$50,000,000  U.S.  Guaranteed  Notes  due 
1991 


Daiwa  Securities  Co.  Ltd. 

$50,000,000  U.S.  Convertible  Bonds  due 
1996 

I  Hi  Pont  Canada  Inc. 

$65,000,000  U.S.  Debentures  due  1993 
Fldorado  Nuclear  Limited 
$50,000,000  U.S.  Notes  due  1986 
European  Coal  &  Steel  Community 
$40,000,000  U.S.  Bonds  due  1988 
European  Investment  Bank 
$100,000,000  U.S.  Bonds  due  1991 
Federal  EBusiness  Development  Bank 
$40,000,000  U.S.  Notes  due  1984 
Federal  Business  Development  Bank 
$40,000,000  Cdn.  Notes  due  1986 
GMAC  Canada'  Limited 
$60,000,000  Cdn.  Guaranteed  Notes  due 
1987 

(■MAC  Overseas  Finance  Corporation 

N.V. 

$100,000,000  U.S.  Notes  due  1987 

CM  AC  Overseas  Finance  Corporation 

N.V. 

$300,000,000  U.S.  Guaranteed  Notes 
due  1984 

Genossenschaftliche  Zentralbank 
Akt  icngesellschaft 

$50,000,000  U.S.  Floating  Rate 
Subordinated  Notes  due  1992 
(ienstar  Limited 

$50,000,000  U.S.  Debentures  due  1991 
(ienstar  Corporation 
$75,000,000  U.S.  Debentures  due  1989 
[masco  Limited 

$50,000,000  U.S.  Debentures  due  1989 
Lafarge  Coppee  SA 
$40,000,000  U.S.  Bonds  due  1989 
Municipal  Finance  Authority  of 
British  Columbia 

$54,000,000  U.S.  Retractable  Bonds  due 
1997 

National  Bank  of  Canada 

$40,000,000  U.S.  Deposit  Notes  due  1984 
Ontario  Hydro 

$100,000,000  U.S.  Bearer  Bonds  due  1991 
Ontario  I  Iydro 

$150,000,000  U.S.  Bearer  Bonds  due  1991 


Ontario  Hydro 

$200,000,000  U.S.  Bearer  Bonds  due  1991 
PanCanadian  Petroleum  Limited 
$65,000,000  Cdn.  Debentures  due  1988 
Petro- 1  ,cu  is  I  nternational 
Finance  N.V. 

$20,000,000  U.S.  Guaranteed  Oil 
Indexed  Notes  due  1986 
Province  of  Nova  Scotia 
$75,000,000  U.S.  Debentures  due  1991 
Province  of  Saskatchewan 
$100,000,000  U.S.  Notes  due  1988 
Quebec  Urban  Community 
$20,000,000  Cdn.  Bonds  due  1986 
The  Royal  Bank  of  Canada 
$100,000,000  U.S.  Deposit  Notes  due 
1988 

Roy  Nat  Inc. 

$40,000,000  Cdn.  Secured  Notes  due  1986 
Scotland  International  Finance  B.V 
$100,000,000  U.S.  Guaranteed  Floating 
Rate  Notes  due  1992 
Shell  Canada  Limited 
$100,000,000  U.S.  Debentures  due  1991 
Simpsons- Sears  Acceptance 
Company  Limited 

$40,000,000  U.S.  Secured  Debentures 
due  1988 

Societe  d'Hypotheque  Procan 

$35,000,000  Cdn.  Notes  due  1986 
Societe  Nationale  des  Chemins  de 
Fer  Francais 

$75,000,000  U.S.  Bonds  due  1991 
Tipco  Finance  N.V. 
$30,000,000  U.S.  Convertible 
Debentures  due  1996 
IVansCanada  PipeLines  Limited 
$75,000,000  U.S.  Notes  due  1988 
'IVansCanada  PipeLines  Limited 
$100,000,000  U.S.  Annual  Coupon 
Notes  due  1988 
Tribune  Company  Overseas 
Finance  N.V. 

$50,000,000  U.S.  Guaranteed  Notes  due 
1986 

Union  Carbide  Canada  Limited 

$51  l.l  100,000  Cdn.  Debentures  due  1989 


In  addition,  we  participated  in  more 
than  250  Eurobond  issues  denominated 
in  various  currencies  including  US 
dollars,  Canadian  dollars,  pounds 
Sterling,  Deutsche  marks.  French  francs. 
Japanese  yen,  Dutch  guilders  and 
Norwegian  kroner. 


WOOD 
GUNDY 


Wood  Gundy  Incorporated 
100  Wall  Street 
New  York.  NY  10005 
(212) 344-0633 

OTHER  OFFICES  IN  LONDON. 
TOKYO,  PARIS  AND  IN  PRINCIPAL 
CITIES  ACROSS  CANADA. 


Summey  Building  Systems,  is  sold  out 
through  1982  and  planning  an  ambi- 
tious expansion  in  the  Sunbelt,  even 
though  the  housing  industry  is  a 
shambles.  Summey  can  sell  homes  for 
about  75%  of  the  price  (excluding  the 
cost  of  the  land)  of  those  built  entirely 
on  site,  and  arrange  financing  through 
the  S&Ls  Dana  owns.  If  the  mortgage 
interest  rates  are  too  high,  the  S&L 


■will  lower  them  while  Summey 
recoups  by  raising  the  price  of  the 
house.  Given  Summey's  original  cost 
advantage,  usually  the  deal  that  re- 
sults is  still  affordable.  Dana  will  also 
provide  homeowners  insurance 
through  another  subsidiary.  Since  its 
acquisition  in  1978,  Summey's  sales 
have  grown  from  $6  million  to  $40 
million,  with  sales  of  $56  million  pro- 


jected for  this  year.  At  those  levels 
Summey's  30%  return  on  investment 
is  the  highest  of  any  Dana  division. 

So,  this  time  Dana  isn't  just  sitting 
around  waiting  for  the  auto  industry 
to  come  back.  If  it  took  two  reces- 
sions back  to  back  to  teach  the  neces- 
sary lessons,  there's  this  to  say  tor 
Dana's  management:  When  it  finally 
learned,  it  learned  well.  ■ 


Some  home  builders  are  so  desperate  these 
days  that  they  seem  to  be  giving  away 
money  in  order  to  move  houses. 


The  0%  solution 


By  Desiree  French 

Can't  buy  a  house  because 
home  mortgages  are  at  17%? 
Why  not  try  for  zero  percent,  a 
mortgage  interest  rate  that  seems  too 
good  to  be  true,  which  is  cropping  up 
in  this  third  year  of  the  residential 
real  estate  recession? 

Some  innovative — read  desperate — 
home  builders  are  offering  zero-per- 
cent mortgages  (ZPMs)  in  an  effort  to 
move  new  houses.  It's  an  on-the-level 
loan,  and  you  end  up  owning  your 
house  free  and  clear  much  sooner  than 
with  a  conventional  30-year  mort- 
gage. But,  as  you  might  expect,  zero  is 
not  the  same  as  free. 

First,  you  have  to  have  a  bundle  of 
cash.  The  developer  who  is  holding 
the  mortgage  will  usually  want  33%  of 
the  purchase  price  down,  maybe  even 
50%.  Then  he  will  offer  a  five-  or 
seven-year  no-interest  mortgage  on 
the  remainder.  Chances  are  the  devel- 
oper-lender will  add  something  to  the 
house  price  to  help  with  his  carrying 
costs.  Central  Maryland  Builders  of 
Annapolis  calculates,  for  example, 
that  a^  $105,000  house  conventionally 
financed  would  be  upped  to  $119,900 
when  financed  with  a  ZPM. 

But  the  home  buyer  could  still  be 
ahead  of  the  game,  in  monthly  pay- 
ments and  over  the  long  term.  Let's 
!  the  SI  19,900  house  could  be  had 


for  a  $40,000— or  roughly  33%— down 
payment.  That  would  mean  monthly 
payments  of  $951.19  over  the  seven- 
year  life  of  the  zero-rate  loan. 

In  the  conventional  mortgage  field, 
S&Ls  will  take  a  low  down  payment  if 
they  can  find  a  qualified  borrower.  But 
for  a  typical  case,  let's  take  that 
$105,000  house  financed  with  a  20% 
to  25%  down  payment  and  a  mortgage 
of  up  to  $84,000  payable  over  30  years 
at  17%.  Monthly  payments  would  be 
$1,197;  the  buyer  would  pay  a  total  of 
$431,222  over  30  years  for  the  house. 
The  lower  down  payment,  of  course, 
gets  you  into  a  house,  while  saving  up 
the  $40,000  to  $60,000  down  payment 
for  the  ZPM  might  keep  you  in  a 
rented  apartment  for  a  long  time. 

Where  do  you  get  one  of  these  dan- 
dy loans-  Several  developers  claim  to 
have  invented  the  ZPM,  but  the  Rob- 
ert C.  Powell  Co.  in  Sacramento,  Cal- 
if, appears  to  have  introduced  the 
gimmick  six  months  ago.  About  100 
such  mortgages  have  been  made 
around  the  country  since  then.  "The 
reason  we've  had  success  selling  zero 
rate,"  says  Robert  Cassano,  salesman 
for  the  Powell  developers,  "is  that  the 
homes  we're  selling  are  new."  Which 
means  Powell  has  good  control  over 
its  costs.  Controller  Maurice  Shaw  es- 
timates that  the  ZPM  only  trims  the 
typical  profit  on  a  house  to  10%  to 
12%  from  the  15%  to  17%  Powell 


was  making  two  years  ago.  The  com- 
pany can  live  with  that. 

Other  developers  acknowledge  that 
the  .innovation  generally  wipes  out 
their  profit  and  is  a  device  for  unload- 
ing their  homes  at  break-even  or 
worse.  Mark  Dushoff,  president  of 
M.D.  Properties  in  Denver,  says  he 
sold  his  no-interest  notes  at  a  heavy 
discount  and  lost  $5,000  to  $6,000  on 
each  of  five  apartments  he  sold. 

On  the  buyer's  side,  the  obvious 
problem  is  that  zero  interest  brings  no 
mortgage  interest  deduction  from  in- 
come tax.  Yet  the  buyer  has  paid  a 
type  of  indirect  interest  in  the  higher 
house  price. 

One  tax  expert  figures  that  a  buy- 
er is  better  off  beating  down  the 
price,  paying  the  interest  on  the 
mortgage  and  getting  his  tax  break. 
"He's  forking  over  a  big  down  pay- 
ment, paying  a  large  monthly 
check — but  getting  no  tax  breaks. 
Some  bargain,"  he  says  of  ZPMs. 

But  wait:  The  mortgage  interest 
deduction  apparently  has  become  so 
much  of  an  American  birthright  that 
the  Internal  Revenue  Service  does 
not  preclude  the  possibility  that  in- 
terest may  be  deducted  on  a  zero- 
interest  mortgage.  A  section  of  the 
tax  code  declares  that  a  simple  inter- 
est may  be  imputed  at  10%  when 
there  is  an  interest  charge  of  less 
than  9%.  Thus,  the  buyer  may  be 
able  to  deduct  a  10%  interest  charge 
ori  his  income  tax  with  a  ZPM,  al- 
though an  IRS  spokesman  says  the 
agency,  ahem,  has  yet  to  make  an 
official  ruling.  It  may  also  be  possible 
to  claim  an  interest  deduction  for 
any  pump-up  in  the  house  price. 

Zero  interest  and  a  tax  deduction 
too — is  this  the  salvation  of  the  hous- 
ing market:  Not  quite.  The  ZPMs, 
remember,  are  the  last  resort  of  trou- 
bled builders,-  few  businesses  lend 
money  at  no  interest  for  long.  And 
don't  forget  principal.  "We  tried  zero- 
interest  rates  to  see  if  consumers  were 
scared  of  high  interest,"  says  John 
Gornall  of  the  240-unit  Towers  Con- 
dominium in  College  Park,  Md.  "We 
found  that  interest  rates  aren't 
enough;  it's  the  monthly  payments 
that  scare  people."  ■ 
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The  biggest  bargain  at  Heck's,  Inc.  may  be 
the  company  itself.  So  why  hasn't  Fred 
Haddad  been  able  to  sell  it? 


Pretty . . . 
and  available 


By  John  R.  Dorfman 


What  more  does  Fred  Haddad 
need  to  do  to  sell  his  com- 
pany? Haddad's  West  Virgin- 
ia-based discount  retail  chain,  Heck's, 
Inc.,  looksdownrightalluring.  Netmar- 
gins  hover  near  3.5%,  and  earnings — 
over  $15  million  on  revenues  of  about 
$460  million — have  been  growing  at 
well  over  15%  a  year.  Haddad,  who 
founded  the  business  in  1959,  runs 
things  a  lot  like  Wal-Mart  Stores'  fabled 
Sam  Walton.  There  are  110  Heck's 
Istores  in  nine  states.  Haddad's  basic 
strategy  is  to  be  the  lone  or  dominant 
discounter  in  small  Appalachian  com- 
munities. Return  on  equity,  although 
not  up  to  Wal-Mart's  stratospheric 
|30.6%  over  the  past  five  years,  has 
averaged  an  impressive  18.7%. 

Beautiful  girl.  Pity  she  has  no 
(dates.  Way  back  in  1979  Haddad 
announced  that  he  was  willing 
to  sell,  for  the  right  price. 
Heck's  chairman,  who  keeps 
three  TV  sets  mounted  in  his 
office  to  watch  football  games, 
says  he  has  no  real  hobbies  oth- 
er than  football  and  business. 
;|But,  at  61,  he  iigures  he  will  be 
ready  to  retire  before  too  long. 

The  price?  "All  I  want  is  10  to 
1 1  times  earnings,"  says  Had- 
jdad,  who  grew  up  in  the  small 
coal-mining  town  of  Madison, 
W.  Va.  and  helped  his  father  run 
I  a  general  store  there  for  some  15 
[years  before  launching  Heck's. 
That  price  tag  works  out  to 
about  $160  million. 

All  of  this  hardly  seems  exor- 
bitant. Associated  Dry  Goods 
Corp.,  for  example,  paid  about  1 5 
times  earnings  last  year  for  Cal- 
dor,  Inc.,  a  highly  successful  re- 
gional discount  chain  in  the 
Northeast.  "I  get  all  kinds  of  buy- 


ers," says  Haddad,  whose  7.2%  stake 
in  Heck's  would  be  worth  $11.5  mil- 
lion if  he  sold  under  his  terms.  "But 
they  want  to  steal  it.  I  couldn't  even 
take  the  offers  to  the  shareholders." 

Why?  Skip  the  most  obvious  expla- 
nation— that  selling  a  retailer  during  a 
recession  is  like  selling  popsicles  in 
January.  Potential  acquirers  aren't 
that  shortsighted.  Haddad's  own  ex- 
planation— high  interest  rates — isn't 
too  convincing  either.  Not  every  po- 
tential acquirer  would  have  to  borrow 
to  buy  Heck's. 

One  negative:  marginally  profitable 
ancillary  businesses.  These  include 
Mountaineer  Euclid,  Inc.  (mining 
equipment)  and  some  retail  apparel 
stores,  and  they  reflect  unfavorably  on 
the    corporate    image,    says  Leon 


Heck's  Chairman  Fred  Haddad 
"They  want  to  steal  it." 


Borchers,  an  analyst  with  Robinson- 
Humphrey  Co.  in  Atlanta.  That  may 
be.  But  Heck's,  its  180-store  Shoe- 
Town  chain  (The  Fclsway  Corp.)  and 
some  related  distributorships  account 
for  more  than  88%  of  sales  and  97% 
of  earnings.  Even  if  Haddad's  other 
subsidiaries  are  dogs,  they're  no  more 
than  toy  poodles. 

Maybe  the  $78  million  debt— 
around  45%  of  capital — scares  some. 
But  much  of  it  is  capitalized  leases 
and  low-interest  loans. 

A  tougher  question:  Will  Heck's  be 
the  same  without  Haddad?  Clearly,  he 
has  been  a  decisive  leader — and  one 
with  flair.  For  example,  when  he  hired 
Ray  Darnall,  now  president,  away 
from  J.C.  Penney  Co.,  he  told  Darnall 
that  at  first  he  would  only  match  his 
old  salary.  "If  you're  any  good,"  Dar- 
nall recalls  Haddad  saying,  "I'll  double 
your  pay  in  two  years.  If  you're  not,  I 
don't  need  you  anyway." 

While  Heck's  has  lacked  for  merger 
partners,  it  has  attracted  some  invest- 
ment interest  as  an  undervalued  situa- 
tion. The  stock  price  recently  was 
about  9'/4,  only  6  times  earnings.  Mu- 
tual fund  manager  John  Templetori,  a 
man  who  knows  undervalued  stocks, 
has  been  a  major  buyer.  In  recent 
months  he  acquired  approximately  1 
million  shares,  nearly  10%  of  the 
company  and  the  biggest  single  block 
of  stock. 

Characteristically,  Templeton 
didn't  bother  to  chat  with  Haddad.  He 
may  not  have  known  that  Heck's  top 
executives  talk  to  store  managers  ev- 
ery week.  He  may  not  have  known 
that  Heck's  has  an  unusual  sys- 
tem of  handling  quality  control 
and  pricing  at  its  central  distri- 
bution warehouse,  or  that  man- 
ufacturers' reps  have  to  settle  up 
for  damaged  goods  before  they 
can  get  in  to  see  a  buyer.  But  he 
could  see  the  results.  "They  just 
sat  there  in  the  Bahamas  and 
bought,"  marvels  Haddad.  "We 
have  shareholders  with  a  heck 
of  a  lot  less  who  telephone  us 
every  day." 

But  the  right  person  has  yet  to 
call.  One  analyst  speculates  that 
maybe  Heck's  founder  backs  off 
when  a  deal  is  near.  "I've  seen 
that  in  similar  situations,"  he 
explains.  "It's  kind  of  like  sell- 
ing your  baby."  Not  true,  Had- 
dad insists.  "You  tell  that  man 
to  come  in  here  with  10  to  11 
times  earnings,  and  I'll  lead  him 
to  a  contract." 

On  the  day  it's  signed,  Tem- 
pleton and  Heck's  other  share- 
holders will  see  some  handsome 
profits.  ■ 
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'Venture1'  approximates  the  original 
meaning  of  pirate, "  our  own  roving  ety- 
mologist reports.  That's  the  bad  news.  The 
good  news  is,  a  "pirate"  is  really  nothing 
more  sinister  than  a  real  "tryer. " 

Pirates,  moguls 
and  tycoons 


By  Steele  Commager 

T|he  names  we  bestow  upon  the 
rich  vary,  largely  depending  on 
whether  the  speaker  is  admiring 
or  disgruntled.  The  same  person  who 
is  saluted  as  a  "bold  entrepreneur"  can 
also  be  denounced  as  a  "pirate."  Such 
a  person  is  usually  a  freewheeling 
type,  one  who  specializes  in  taking 
over  companies.  We  understand  "pi- 
rates" to  be  savagely  aggressive,  as 
opposed  to  businessmen  who  are  just 
normally  thirsty  for  gain.  The  distinc- 
tion was  suggested  by  Alexander 
Pope,  in  the  early  18th  century: 


How  can  the  proxy  votes 

fail  to  roll  in 
to  someone  undaunted 
by  new  "ventures"? 


Relate,  if  business  or  the  thirst 
of  gain 

Engage  your  journey  o'er  the 

pathless  main, 
Woere  savage  pirates  seek  through 

seas  unknown 
The  lives  of  others,  venturous  of 

their  own. 
Modem  pirates  have  mostly  come 
ashore  and  are  less  interested  in  "ven- 
turing" their  lives  than  in  venture 
capital.  "Venture,"  in  fact,  approxi- 
nates  the  original  meaning  of  "pi- 


rate," which  derives  from  the  Greek 
verb  peiran,  "to  try,  to  attempt,  to 
venture,  to  attack."  If,  then,  you  are 
trying  to  take  over  some  flagship 
company  and  are  accused  of  being  a 
"pirate,"  etymological  help  is  at  hand. 
Simply  explain,  in  a  kindly  fashion,  to 
the  officers  of  the  threatened  com- 
pany that  a  "pirate"  is  no  more  than  a 
real  "tryer,"  someone  undaunted  by 
new  "ventures."  After  so  ingenuous 
an  explanation,  how  can  the  proxy 
votes  fail  to  roll  in? 

A  more  flattering  term  for  a  corpo- 
rate pirate  is  "buccaneer" — a  figure 
like  Errol  Flynn  springs  to  mind.  Yet 
"buccaneer,"  despite  its  romantic  as- 
sociations, has  a  fairly  domestic  prov- 
enance. The  buccaneers  began  as  a 
nameless  ragtag  lot:  exiles,  convicts 
and  escaped  slaves,  who  settled  in  the 
islands  of  the  Spanish  Main,  the  area 
off  Brazil.  At  first  they  lived  as  hunt- 
ers, cooking  their  meat  on  grills  called 
boucans.  But  in  time  they  found  a 
better  living  at  sea,  sailing  small,  swift 
ships  that  attacked  the  larger  and 
slower  vessels  plying  the  Spanish 
Main.  They  became  known  as  bou- 
caniers,  or  "barbecue  users,"  from 
their  fondness  for  grilled  meat.  And 
from  the  French  boucanier  it  was  an 
easy  step  to  the  English  "buccaneer." 
(Or  perhaps  not  so  easy  a  step — can 
we  imagine  Errol  Flynn  presiding  over 
a  cookout? ) 

Business  buccaneers  or  pirates  who 
have  been  crowned  with  success  are 
often  called  "tycoons."  The  term  is 
less  raffish  and  suggests  even  greater 
power.  "Tycoon"  was  the  title  en- 
joyed by  Japanese  warlords  in  the  19th 
century;  they  were  also  called  "sho- 
guns."  The  Japanese  word  that  the 
English  "tycoon"  transliterates  is  tai- 
kun,  which  in  turn  came  from  the 
Chinese  t'ai  kiuan,  "great  (t'ai)  prince 
(kiuati). "  A  similar  English  borrowing 


from  Chinese  is  "typhoon,"  which 
preserves  the  same  first  syllable: 
"great  (t'ai)  wind  (feng)."  So  the 
schoolboy  error  that  confuses  "ty- 
coons" and  "typhoons"  is  only  half 
wrong.  Nor  is  the  confusion  inappo- 
site. Tycoons,  like  typhoons,  are  per- 
ceived as  some  "great"  (ty-)  force, 
speeding  along  and  carrying  off  every- 
thing, leaving  only  destruction  and 
desolation  in  their  wake. 

Business  tycoons  used  to  be  called 
"moguls."  That  word  is  scarcely  heard 
any  longer,  except  in  Hollywood, 
where  the  phrase  "movie  mogul" 
seems  to  have  an  enduring  alliter- 


At  first  buccaneers  lived 
as  hunters, 
cooking  their  meat  on 
grills  called  boucans. 


ative  appeal.  "Mogul"  is  a  borrowing 
from  the  Indian  word  "Mogul,"  or 
"Mongol."  The  Mongols  conquered 
northern  India  in  the  16th  century 
and  founded  there  a  Muslim  empire. 
Their  leader  was  named  Baber,  who 
became  the  first  "Great  Mogul"  and 
who  claimed  descent  from  Genghis 
Khan,  the  famous  13th-century  Mon- 
gol tyrant. 

"Movie  moguls"  may  have  more 
than  just  an  etymological  connection 
with  their  Mongol  forebears.  Or  such, 
at  least,  is  the  complaint  of  their 
modern-day  subject  races,  such  as 
actors  and  scriptwriters.  If  they  are  to 
be  believed,  Hollywood  moguls  pre- 
serve all  the  less  amiable  traits  of  a 
Genghis  Khan — rich,  powerful,  piti- 
less and  illiterate. 

Hollywood  producers  may  retort 
that  it  is  they  who  carry  the  load  and 
who  bring  the  goods  to  market.  They 
might,  with  some  justice,  appeal  to  a 
different  type  of  Mogul — a  locomo- 
tive. "Mogul"  was  the  name  given  to 
an  extravagantly  powerful  steam  loco- 
motive, a  true  mover  and  shaker; 
nothing  could  stand  in  its  way.  Some- 
thing that  all  movie  moguls  should  be 
proud  to  share  their  titles  with — for, 
as  they  are  fond  of  reminding  their 
train  of  followers,  "It's  money  that 
makes  the  wheels  go  round." 
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A  colossus  of  industry  is,  probably, 
less  active  than  a  pirate,  tycoon  or 
mogul.  But  he  is  likely  to  be  even 
more  upright  and  visible,  a  pillar  of 
the  establishment.  The  word  ko/ossos 
is  Greek  and  originally  meant  a  gigan- 
tic statue.  It  was  the  title  of  a  huge 
bronze  statue  of  Apollo,  the  "Colossus 
of  Rhodes,"  which  stood  astride  the 
harbor  entrance  of  the  Greek  island  of 
Rhodes  and  was  accounted  among  the 
Seven  Wonders  of  the  World.  Shake- 
speare, in  his  description  of  the  tow- 
ering figure  of  Julius  Caesar,  must 
have  had  the  Rhodian  statue  in  mind: 

Why,  man,  he  doth  bestride  the 
narrow  world 

Like  a  Colossus;  and  we  petty  men 

Walk  under  his  legs,  and  peep 
about 

To  find  ourselves  dishonorable 
graves. 

— Julius  Caesar,  Act  I,  Scene  2 
The  word  kolossos  lost  its  connec- 
tion with  a  particular  statue  and  came 
to  mean  anything  stupefyingly  im- 
pressive, like  the  Colosseum  in  Rome 
or  its  descendant,  the  Los  Angeles 
Coliseum.  Equally,  a  business  colossus 
is  someone  very  substantial,  who  ex- 
pects to  be  recognized — like  Walter 
Annenberg,  he  does  not  bother  to  car- 
ry any  credit  cards. 

Nor,  probably,  do  "titans  of  indus- 
try." The  Titans,  in  Greek  mythol- 
ogy, were  a  race  of  huge  gods  bom  of 
Uranos  ("Heaven")  and  Ge  ("Earth"). 
There,  truly,  was  a  marriage  made  in 
heaven,  and,  like  most  such  mar- 
riages, it  had  predictably  bad  results. 
The  children  of  Heaven  and  Earth,  the 


Tycoons,  like  typhoons, 
are  perceived 
as  some  "great"  (ty-)  force, 
carrying  off  everything. 


Titans,  promptly  decided  that  there 
was  room  at  the  top  and  declared  war 
upon  their  parents.  They  were  crass 
overreachers,  and  the  Greek  poet  He- 
siod,  a  near  contemporary  of  Homer, 
connected  the  name  "Titan"  with  the 
word  "strainer": 

Heaven  used  to  call  the  sons  that  he 
begot  Titans  [Titanas,  "strainers")  in 


reproach,  for  he  said  that  they 
strained  (titainontas)  and  presumptu- 
ously did  a  fearful  deed,  and  that  ven- 
geance for  it  would  come  afterwards. 

And  so  it  did.  The  "fearful  deed" 
was  that  of  Kronos,  leader  of  the  Ti- 
tans, who  castrated  his  father,  Heav- 
en. Vengeance  came  when  the  Titans' 
own  children,  led  by  Zeus,  overthrew 
them  and  established  the  more  ad- 
vanced Olympian  dynasty.  The  Ti- 
tans provide  a  cautionary  tale  of  pride 
going  before  a  fall,  a  tale  that  those 
who  named  the  ill-fated  ocean  liner 
"Titanic"  might  have  considered. 
And  one  that  present-day  "titans  of 
industry"  might  remember  as  well,  as 
they  watch  the  new  generation  of 
Olympians,  or  more  advanced  techni- 
cians, implacably  arise. 

The  unruly  Titans  vanished,  over- 
whelmed by  the  corporate  success  of 
the  Olympians.  There  is  no  trace  of 
the  Colossus  of  Rhodes.  Pirates,  buc- 
caneers and  tycoons  are  fairly  rare 
birds  in  today's  business  world.  We 
seldom  hear  of  moguls.  Even  the  last 
Mogul  locomotive  has  been  retired 
and  replaced  by  the  less  ostentatious 
and  more  efficient  diesel  engine. 

Small  wonder,  then,  that  most  busi- 
nessmen today  prefer  less  aggressive 
titles.  The  bloated  capitalists  of  yes- 
terday have  slimmed  down,  at  least 
verbally.  The  adjectives  that  the  very 
rich  now  seem  to  prefer  are  the  mod- 
est "affluent,"  or  the  equally  subdued 
"well-heeled." 

"Affluent"  has  a  gentle,  almost  ca- 
ressing sound,  quite  unlike  the  abra- 
sive consonants  that  we  hear  in  "pi- 
rate," "tycoon"  or  "buccaneer."  And 
the  way  an  "affluent"  man  makes  his 
money  should  be,  according  to  the 
word's  etymology,  equally  gentle.  The 
word  comes  from  the  Latin  ad,  "to, 
towards,"  plusy7//ere,  "to  flow."  (The 
same  Latin  flu-  root  appears  in  "flu- 
ent," someone  "fluent"  being  some- 
one of  "flowing"  speech.)  For  the  af- 
fluent, the  cash  just  seems  to  "flow 
in,"  a  gentle  but  persistent  stream. 
"Poor  Chauncey  is  so  tired,"  reads  a 
cartoon  caption  of  the  Fifties:  "He's 
been  clipping  coupons  all  afternoon." 

An  even  more  disarming  term  than 
"affluent"  is  "well-heeled,"  which  has 
a  casually  democratic  ring,  suggesting 
nothing  more  exalted  than  someone 
who  can  afford  to  keep  himself  in 
shoe  leather.  The  opposite  of  "well- 
heeled,"  we  assume,  is  "down-at- 
heel,"  meaning  shabby  and  impover- 
ished. "Well-heeled"  even  seems  to 
have  a  vague  nostalgic  appeal.  Were 
not  young  men,  some  years  ago,  told 
to  be  sure  to  polish  the  backs  of  their 
shoes  when  applying  for  a  job,  much 
as  young  women  were  told  to  be  sure 


that  their  stocking  seams  were 
straight? 

All  reasonable  associations,  but  all 
quite  wrong.  "Well-heeled"  has  noth- 
ing to  do  with  shoes,  but  everything 
to  do  with  roosters.  In  the  American 
West,  cockfighting  was  once  a  leading 
form  of  entertainment.  The  feet  of  the 
fighting  cocks  were  armed  with  metal 
spurs,  called  "heels,"  so  that  they 
could  perform  a  kind  of  avian  duel, 
using  their  feet  as  swords.  When  a 
cock  was  thus  armed  for  combat,  he 
was  termed  "heeled"  or  "well- 
heeled,"  meaning  properly  equipped. 

The  terms  then  took  on  a  more 
general  meaning.  As  early  as  the 
1870s,  they  were  used  to  describe 
someone  armed  with  a  gun— and  thus 
the  modem  underworld  slang  term 
"heeled,"  meaning  "carrying  a  pis- 
tol." Later,  "well-heeled"  was  ex- 
tended to  those  armed  in  a  different 
way — with  cash. 

At  present,  the  original  combative 


Hollywood  moguls  preserve 
the  traits  of  a 
Genghis  Khan — powerful, 
pitiless  and  illiterate. 


sense  of  "well-heeled"  has  quite  van- 
ished, and  any  similarity  between  an 
affluent  type  and  a  fighting  cock  has 
been  forgotten.  Today's  "well- 
heeled"  man  is  of  a  gentler  breed.  He 
is  likely  to  be  a  self-effacing  sort, 
lacking  the  bellicose  instincts  of  a 
pirate,  a  buccaneer  or  even  a  rooster. 
Hence,  when  a  "well-heeled"  person 
is  confronted  by  a  "heeled"  thug, 
there  is  little  doubt  as  to  who  will 
come  away  with  whose  wallet. 

To  be  "well-heeled"  is,  by  a  gram- 
matical paradox,  to  be  inferior  to 
someone  who  is  merely  "heeled." 
Someone  wellborn,  well-bred  and  well- 
heeled  has  no  advantage  over  someone 
who  is  born,  bred  and  heeled  in  the 
meanest  of  streets.  Guns  are  splendid- 
ly democratic.  They  are  great  levelers, 
notably  insensitive  to  social,  financial 
and  even  grammatical  distinctions.  ■ 


Steele  Commager  is  professor  of  Greek  and 
Latin  at  Columbia  University. 
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School  boys  in  Seoul,  Korea. 

The  marketplace  demands 
trained  minds. 

Manufacturers  Hanover  schools. 


m 


In  40  countries,  Manufacturers 
ver  has  positioned  itself  to  serve 
:aders  of  today  and  tomorrow  with 
ad  spectrum  of  credit  and 
cial  services. 

In  Korea,  for  example,  Korean 
itrial  Leasing  Company,  Ltd.,  an 
ite  of  Manufacturers  Hanover 


million  in  financing,  which  the  govern- 
ment used  to  acquire  presses  to 
print  textbooks. 

Manufacturers  Hanover  Ltd.,  our 
merchant  bank  in  London,  arranged 
two  international  syndicates  which 
raised  $600  million  in  financing  for 
the  Hong  Kong  Mass  Transit  Railway. 
As  the  leading  correspondent 


ng  Corporation,  provided  $4.6 

MANUFACTURERS  HANOVER 

The  financial  source.Worldwide. 


bank  in  the  world,  Manufacturers 
Hanover  cornerstones  a  network  of 
over  4,600  banks— servicing  global 
financial  needs  of  every  size,  type 
and  scope. 

The  world  leadership  community 
demands  innovative  new  services  and 
Manufacturers  Hanover  is  positioned 
to  supply  them.  Consider  the  source. 


Member  FDiC 


What  is  the  best  thing  to  do  with  the  golden  egg  once  the  goose  has 
laid  it?  What  about  going  out  to  buy  another  goose? 


SmithKline 
tries  for 
an  encore 


By  Richard  Greene 


SmithKline's  new  CEO,  Henry  Wendt,  takes  the  helm 
"Our  35%  return  is  unsustainable/  high." 


UHAMMAD         AU  NEVER 

learned  it.  Neither  did  Napo- 
leon. Nor  Freddie  Silverman. 
But  Robert  Dee  knows  enough  to  quit 
at  the  peak  of  his  form.  A  few  weeks 
ago,  when  the  former  CEO  of  Smith- 
Kline  Corp.  presented  a  symbolic 
ship's  wheel  to  his  successor,  Henry 
Wendt,  he  was  handing  over  the  reins 
of  a  drug  and  health-care  company 
with  a  35%  return  on  equity,  the  big- 
gest-selling single  drug  success  in  the 
world  and  a  new  billion-dollar  acquisi- 
tion that  will  enlarge  the  company  by 
about  a  third.  On  top  of  that  there's 
the  new  arthritis  drug,  Ridaura,  in  the 
pipeline  that  may  well  be  a  blockbust- 
er in  its  own  right. 

Stepping  down  at  the  relatively 
youthful  age  of  57  was  Dee's  idea  from 
the  first.  Ten  years  ago,  when  he  took 
the  CEO's  job,  he  decided  that  ten 
years  was  as  long  a  time  as  any  chief 
executive  should  serve.  Three  years 
ago,  he  told  the  board  of  directors  that 
he  planned  to  retire  as  CEO  at  the 
beginning  of  1982. 
And  he  did. 

Wendt,  a  48-year-old  Princeton 
graduate  who  was  born  and  brought 
up  in  the  suburbs  of  New  York  City, 
could  hardly  be  in  a  more  enviable 
position.  In  the  year  that  just  ended, 
Philadelphia-based  SmithKline's  earn- 
ings were  up  20%,  to  $370  million, 
while"  Tagamet,  the  company's  $800 
million  ulcer  drug,  continued  to  blaze 
ahead,  passing  Hoffmann-La  Roche's 
Valium  as  the  world's  biggest-selling 
drug.  It  may  do  a  billion  dollars  in 
sales  by  year's  end. 

What's  more,  Tagamet  just  opened 
up  the  Japanese  market,  which  could 
conceivably  be  as  large  as  that  in  the 
U.S.— some  $400  million  to  $500  mil- 
lion this  year. 
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high  rental  demand 

•  Advantageous  Texas  tax 
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•  Management  service 
available 

•  Pre-arranged  financing 

•  Broker  participation 
welcome 


'Get  in  on  Houston's 
growth" 
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INVESTMENT  DIVISION 


10050  Northwest  Freeway, 
Suite  200,  Houston,  Texas 
77092(713)686-7772 


But  don't  think  that  SmithKline  is 
relying  solely  on  its  wonder  drug,  Tag- 
amet, for  its  future  growth.  Repeated- 
ly accused  of  being  a  one-drug  com- 
pany, SmithKline  has  for  years  been 
investing  a  hefty  8%  of  sales  in  re- 
search and  casting  about  for  a  major 
merger  that  would  open  up  new  ave- 
nues of  growth  in  related  fields.  A 
couple  of  weeks  ago  that  effort  bore 
fruit  in  the  merger  with  Beckman  In- 
struments, Inc. 

"We  wanted  a  business  that  had 
prospects  for  growth  greater  than 
15%,  with  a  proven  track  record,  that 
was  a  leader  in  its  own  field,"  Dee 
explains.  "And  we  wanted  a  company 
with  a  competent  management  team 
because  we  sure  as  hell  didn't  have 
surplus  talent  to  put  into  another 
company." 

Several  names  came  up,  and  the 
first  one  that  Dee  decided  to  pursue 
was  Beckman  Instruments,  a  $618 
million  (sales)  manufacturer  of  preci- 
sion instruments  for  medicine  and  in- 
dustry. They  make  technical  products 
with  hard-to-pronounce  names  like 
spectrophotometers  (which  measure 
the  brightness  of  lights  in  different 
parts  of  the  spectrum),  ultracentri- 
fuges  (which  help  to  weigh  molecules) 
and  peptide  synthesizers  (which  cre- 
ate certain  proteins  ordinarily  found 
in  the  body).  It  wasn't  necessary  to  go 
any  farther. 

Dee  felt  that  the  company  was  the 
right  size,  offered  a  good  fit  with  his 
pharmaceutical  and  health  products 
and  had  the  kind  of  growth  he  wanted 
(Beckman  has  quadrupled  in  size 
since  1972). 

So,  he  started  courting  Arnold 
Beckman,  the  81 -year-old  firm 
founder  and  major  stockholder.  After 
about  a  year  of  discussions,  ending 
with  a  full-day  meeting  between  Dee, 
Wendt,  Beckman  and  Beckman  In- 
struments' chief  executive,  a  deal  was 
struck  for  $1.01  billion  worth  of 
SmithKline  stock — or  an  impressive 
27  times  last  year's  earnings.  Curious- 
ly, one  of  the  few  stumbling  blocks 
was  the  name  of  the  new  firm.  "Ar- 
nold Beckman  felt  very  strongly  that 
it  was  important  for  the  resulting  or- 
ganization in  the  merger  to  carry  both 
names,"  says  Dee.  Beckman  stuck  to 
his  guns,  and  his  name  will  live  on  in 
the  new  company,  SmithKline  Beck- 
man Corp. 

But  what  about  Beckman 's  10%  re- 
turn on  equity,  which  is  significantly 
below  that  of  SmithKline?  Dee  and 
Wendt  feel  that  its  profitability  can  be 
improved  somewhat — although  not  to 
SmithKline's  current  levels.  "Our 
35%  return  is  unsustainably  high," 
Wendt  says,  being  realistic. 
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The  new  firm  is  expected  to  have 
something  like  $3  billion  in  sales  by 
early  next  year,  with  an  impressive 
earnings  growth  rate  some  analysts 
put  at  over  20%  after  1982.  With  the 
new  drug,  Ridaura,  coming  out  in  the 
next  year  or  so,  there's  the  potential 
for  adding  another  $250  million  to 
sales  in  the  next  several  years.  Ri- 
daura, a  gold  derivative  taken  orally, 
seems  to  be  the  first  medicine  that 
will  actually  halt  the  progress  of  rheu- 
matoid arthritis. 

The  Food  &  Drug  Administration 
has  placed  Ridaura  on  their  fast 
track,  and  it  will  probably  be  released 
overseas  in  the  second  half  of  this 
year.  Naturally,  both  Wendt  and  Dee 
are  conservative  about  the  earnings 
potential  of  such  a  drug.  That's  to  be 
expected.  It  can  be  a  long  time  before 
a  drug  gains  acceptance  in  the  medi- 
cal community — especially  when  it's 
for  such  a  complex  and  little-under- 
stood disease  as  arthritis.  Says 
Wendt:  "I  expect  Ridaura  to  move 
fairly  slowly.  Of  course,  I  said  that 
about  Tagamet,  too." 

But  there  is  one,  rather  sinister, 
dark  cloud  over  SmithKline's  future. 
The  firm's  anti-high-blood-pressure 
drug,  Selacryn,  had  to  be  withdrawn 
back  in  1980,  when  evidence  ap- 
peared that  it  might  cause  liver  dam- 
age in  some  people.  As  of  January 
1982  there  were  64  outstanding  prod- 
uct liability  suits  filed  by  people  who 
used  Selacryn. 

The  product  liability  suits  are  near- 
ly all  covered  by  insurance  in  the 
event  SmithKline  loses,  of  course.  In 
fact,  the  company's  auditor,  Peat, 
Marwick,  Mitchell  &.  Co.,  didn't  even 
think  the  cases  were  material  enough 
to  the  firm's  future  to  mention  in  its 
1982  annual  report. 

In  early  February,  the  television 
show  60  Minutes  did  a  feature  about 
the  Selacryn  problem,  which  caused 
the  stock  to  drop  several  points  the 
week  prior  to  the  night  that  the  pro- 
gram aired.  It  snapped  back  the  week 
after  the  show. 

Still,  the  possibility  of  criminal 
charges  hangs  over  the  company's 
head  and  the  company  can  be  found 
guilty  whether  or  not  there  was  any 
intent  to  do  anything  wrong.  Says 
Wendt,  "The  prospect  is  traumatic." 

Whatever  happens  with  Selacryn, 
however,  the  company  is  clearly  in 
great  shape  financially.  It  won't  be 
able  to  keep  up  a  35%  return  on 
equity  forever,  and  there  will  prob- 
ably never  be  another  Tagamet,  but 
the  profits  from  that  gold  mine  have 
given  Henry  Wendt  the  wherewithal 
to  try  to  match  Bob  Dee's  enviable 
record.  ■ 


CORPORATE  REPORT 


Take  advantage 
of  this  new,  low-cost 
advertising  service 
from  Forbes 

It's  where  publicly-held  corporations 
can  report  current  developments  to 
America's  most  important  investors. 

Corporate  Report  Updates  will 
appear  once  a  month  in  1982.  For 
added  editorial  impact  and  rel- 
evance, it  will  be  positioned  in 
Forbes'  popular  section,  "Money 
and  Investments." 

The  cost  is  modest.  For  example, 
a  36  line  ad  is  only  $2,412,  which  is 
just  $3.42  for  each  thousand  sub- 
scribers. Additional  space  at  $67 
per  line. 

Call  or  write  today  for  all  the 
details: 

Sarah  Madison 

Corporate  Report  Updates 

Forbes  Inc. 

60  Fifth  Avenue 

New  York,  NY  10011 

Phone:  (212)  620-2371  


Taxing  Matters 


Edited  By  Richard  ( ireene 


Thinking  of  avoiding  a  few  taxes  by  join 
ing  a  barter  club?  Better  think  again. 


Cashing  in  on 
cashless  swaps 


By  Laura  Rohmann 


T|  here's  little  the  IRS  can  do  to 
tax  the  underground  economy. 
When  a  man  sells  a  watch  from 
under  his  trenchcoat,  no  IRS  agent 
anywhere  can  catch  up  with  the 
transaction.  But  when  techniques 
from  the  underground  economy 
emerge  in  tax-saving  barter  systems 
from  coast  to  coast,  the  IRS  is  ready  to 
claim  its  due. 

In  recent  years  the  barter  industry 
has  come  out  of  the  basement  and 
into  the  boardroom.  There  are  some 
300  barter  clubs  in  the  U.S.  today 
trading  $350  million  worth  of  goods 
and  services — twice  what  it  was  three 
years  ago. 

The  IRS  doesn't  mind  if  people  bar- 
ter. It  just  wants  to  be  sure  it  gets  its 
cut.  So  it  says  any  profit  that  results 
from  a  barter  exchange  is  taxable.  And 
if  the  barter  club  issues  the  swapper 
"trade  credits"  he  can  subsequently 
use  to  buy  goods  and  services,  that's 
income  too.  So  if  you  trade  a  rocking 
chair  for  500  trade  credits  in  Decem- 
ber and  don't  cash  in  the  credits  for  a 
trip  to  Hawaii  until  January,  you  still 
earned  taxable  income  in  December 
and  must  pay  up  in  that  year. 

Taxpayer  compliance  has  been 
something  less  than  total.  An  audit  of 
the  1980  tax  returns  of  over  1,000 
barterers  turned  up  additional  assess- 
ments averaging  more  than  $650  a 
person,  according  to  IRS  spokesman 
Rod  Young. 

In  an  attempt  to  catch  barter  under- 
payment, the  Treasury  plans  to  re- 
lease proposed  regulations  on  barter 
club  information  reporting  this 
spring.  The  regulations  will  probably 
equirc  barter  clubs  to  submit  lists  of 
b  members,  their  transactions  and 


the  value  of  a  trade  credit  to  the  IRS. 
The  IRS  already  evaluates  barterers' 
tax  returns  separately  from  all  other 
returns. 

Young  says  the  two  devices  to 
which  the  IRS  is  paying  particular  at- 
tention (besides  plain  failure  to  report 
barter  income)  are  failure  to  value 
earned  trade  credits  as  income  and 
undervaluing  the  products  traded. 
Easier  said  than  done.  The  market 
value  of  a  hand-made  ceramic  bowl  is 
harder  to  determine  than  the  market 
value  of  a  car.  That's  why  the  huge 
corporate  barter  market  does  not  wor- 


services  as  a  hang-gliding  instructor. 
(Which  is  why  you  needed  your  back 
adjusted.)  You  give  ten  lessons  at  50 
credits  per  lesson  to  any  exchange 
member,  earning  500  trade  credits. 
You  pay  an  8%  service  fee — $40 — to 
Pfeister,  and  settle  your  400  credit 
debt.  And  you  still  have  100  credits 
left  over  to  be  spent  later.  All  500  of 
those  credits  you  earned  count  as  tax- 
able income  now. 

The  problem  here  is  that  because 
these  barter  clubs  have  created  their 
own  currency,  denominated  in  credits 
instead  of  dollars,  the  exchange  rate  is 
up  in  the  air.  The  IRS  claims  that 
trade  credits  should  convert  to  an 
item's  fair  market  price  at  retail.  But 
many  barterers  claim  they  are  making 
their  trades  at  wholesale  prices.  That 
means  there's  no  profit  involved,  or 
only  a  little.  No  profit — no  taxes. 

Of  course,  it's  to  the  advantage  of 
the  barterers  to  dodge  any  clear-cut 
determination  of  values.  Says  Joseph 
Weiss,  deputy  director  of  the  Interna- 
tional Association  of  Trade  Exchang- 
es, barter  clubs  should  report  transac- 
tions to  the  IRS  in  trade  credits,  not 


ry  the  IRS  as  much  as  personal  barter- 
ing does.  When  Pan  Am  trades  airline 
seats  for  coffee,  the  seats  have  a  clear 
market  value  and  the  transaction  can 
be  easily  and  accurately  taxed.  But 
even  barter  club  owners  who  claim 
their  members  know  and  follow  prop- 
er accounting  procedures  admit  the 
personal  barter  system  makes  non- 
compliance easy. 

Here's  how  a  barter  transaction 
works  at  Pfeister  Barter  in  New  York, 
one  of  the  largest  exchanges.  As  a  new 
member,  you  are  given  a  trade  credit 
card  with  a  500  trade  credit  limit.  You 
spend  400  credits  to  have  your  back 
adjusted  by  a  chiropractor.  (Pfeister 
President  Marvin  Grafton  says  he  has 
had  to  limit  the  number  of  chiroprac- 
tors and  podiatrists  that  can  join — he 
has  an  oversupply.)  Now  you  owe 
Pfeister  400  credits,  so  you  offer  your 


dollars.  "The  trade  exchange  may  not 
know  exactly  what  every  transaction 
amounted  to,  or  comprised  in  terms 
of  a  cash-based  market  value  equiva- 
lency," Weiss  says.  "That  value  can 
only  be  determined  by  the  records  of 
the  actual  sellers  and  purchasers." 

No  way,  says  the  IRS.  The  value  of  a 
barter  club's  trade  credit  should  be 
constant  regardless  of  the  particulars 
of  a  transaction.  "If  the  fair  market 
value'  of  a  credit  to  Dr.  Jones  is  a 
dollar,  then  to  Farmer  Smith  it's  still  a 
dollar,"  says  Young. 

Some  barterers  also  question  the 
idea  of  paying  taxes  on  credits  until 
they  have  traded  them  in.  This  argu- 
ment is  just  plain  silly,  of  course. 
Credits  are  cash  equivalents.  No  one 
claims  he  shouldn't  have  to  pay  taxes 
on  his  salary  until  he  has  spent  it  on 
something. 
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Of  course,  the  people  running  barter 
exchange  firms  vigorously  deny  that 
they  are  in  it  for  the  tax  savings.  Bar- 
ter, they  say,  is  just  a  way  for  mem- 
bers to  improve  their  cash  flow.  Says 
Grafton,  "You  can  get  $1,000  of  value 


By  Beth  Brophy 

Businessmen  working  on  long- 
term  contracts  in  the  construc- 
tion, defense,  shipbuilding  and 
aerospace  industries  are  up  in  arms 
about  the  Administration's  plans  to 
abolish  the  completed  contract  meth- 
od of  accounting.  And  no  wonder. 
Losing  completed  contract  account- 
ing could  cost  them  another  $5  billion 
a  year  in  taxes. 

As  the  name  implies,  contractors 
working  on  this  method  don't  pay 
federal  taxes  until  the  contract  is 
completed.  That  holds  true  even 
though  there  are  usually  progress  pay- 
ments made  long  before  the  work  is 
done.  Better  still,  the  contractor  can 
charge  his  current  income  with  indi- 
rect costs  attributable  to  that  long- 
term  contract — things  like  market- 
ing, research  and  development,  and 
pension  costs.  Result:  an  interest-free 
loan  from  Uncle  Sam  on  the  deferred 
portion  of  the  taxes,  plus  enough  loop- 
holes for  a  company  to  avoid  ever 
paying  up. 

"Nobody  anticipated  the  problems 
the  completed  contract  method  has 
brought,"  admits  one  Treasury  tax 
staff  member.  "Or  that  it  would  con- 
stitute such  a  large  tax  shelter  for 
manufacturers."  The  Treasury  esti- 
mates that  eliminating  the  completed 
contract  method  will  add  $4.4  billion 
to  its  coffers  in  1984  and  another 
$12.7  billion  through  1987. 


in  a  purchase  that  would  cost  you 
maybe  five  hours  of  work  on  a  Friday 
night  when  you  have  nothing  to  do 
anyway." 

And  avoid  taxes?  "I  don't  think  so," 
says  Grafton.  "But  you're  asking  me  if 


A  Treasury  report  goes  on  to  list 
abuses:  "Many  taxpayers,  while  en- 
joying substantial  economic  profits 
and  reporting  these  profits  to  share- 
holders and  creditors,  have  been  re- 
porting large  losses  for  tax  purposes. 
These  tax  losses  may  shelter  other 
income  from  taxation.  In  at  least  one 
case,  the  losses  have  been  sufficient  to 
eliminate  the  taxpayer's  accumulated 
earnings  and  profits,  enabling  that 
taxpayer  to  make  tax-free  distribu- 
tions to  shareholders." 

Treasury  has  proposed  tightening 
the  contract  method  rules,  which  it 
can  do  administratively,  as  well  as 
repealing  it  legislatively,  which  re- 
quires congressional  approval.  If  the 
Treasury  gets  its  way  the  effect  on 
individual  contractors  could  be  devas- 
tating. Take  the  case  of  a  shipbuilder 
with  a  $100  million  contract  that  will 


there  are  people  in  this  country  who 
don't  pay  their  income  taxes.  Our  ac- 
count executives  teach  members  the 
correct  way  to  report  the  income,  but 
what  people  do  when  our  account  ex- 
ecutives leave,  I  don't  know."  ■ 


take  four  years  to  finish.  Say  he's 
picking  up  a  $10  million  profit  on  the 
deal,  and  his  $90  million  in  costs  are 
spread  evenly  over  the  four  years  of 
the  contract,  at  $22.5  million  a  year. 
Using  the  completed  contract  meth- 
od, he  reports  no  income  on  that  con- 
tract for  the  first  three  years,  and  then 
pays  taxes  on  the  $10  million  in  the 
fourth  year. 

But  now  suppose  the  completed 
contract  method  is  abolished.  One 
method  he  can  use  is  the  progress 
payment  system,  which  books  pay- 
ments for  costs  and  profits  separately. 
He  might  be  receiving  payments  cov- 
ering his  costs  of  $25  million  in  the 
first  two  years  and  $20  million  in  the 
last  two  years.  In  addition,  he  would 
be  getting  no  payments  toward  profit 
in  the  first  year,  $2  million  the  second 
year,  $3  million  the  third  year  and  $5 
million  the  last  year. 

So  he  reports  total  payments  of  $25 
million,  $27  million,  $23  million  and 
$25  million  in  the  four  years.  Then  he 
subtracts  the  $22.5  million  yearly  re- 
ported cost  of  the  contract.  Result:  He 
pays  income  taxes  the  first  year  on 
$2.5  million,  $4.5  million  in  year  two, 
$500,000  in  year  three  and  $2.5  mil- 
lion in  year  four. 

An  alternative  method  is  to  use  per- 
centage of  completion  accounting, 
which  would  average  his  $  1 0  million  of 
taxable  income  at  $2.5  million  a  year. 

In  each  case,  the  shipbuilder's  tax- 
able income  is  $10  million.  He  just 
starts  paying  taxes  on  it  three  years 
sooner  without  completed  contract. 

Contractors  complain  that  this 
forces  them  to  run  the  risk  of  paying 
taxes  on  more  income  than  they 


Numbers  Game 


Would  you  believe  there's  a  Committee  to 
Preserve  the  Completed  Contract  Method? 


Putting  the  arm 
on  contractors 
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make.  If  costs  are  unexpectedly  high- 
er, one  paid  taxes  on  less  income  un- 
der completed  contract.  B'lt  under 
these  alternative  systems,  the  exces- 
sive tax  has  already  been  paid.  "The 
real  problem  with  both  progress  pay- 
ments and  percentage  of  completion 
is  that  the  contractor  doesn't  know 
for  sure  what  his  profits  will  be  until 
the  project  is  over,"  says  Steven  Ho- 
lub  of  Laventhol  &  Horwath.  Maybe 
so,  but  it  could  be  argued  that  a  con- 


tractor who  cannot  make  reliable  esti- 
mates deserves  what  he  gets. 

"This  will  be  an  economic  disaster, 
especially  for  small  companies,"  pre- 
dicts Leslie  Schneider,  lawyer  for  the 
Committee  to  Preserve  the  Complet- 
ed Contract  Method.  "Companies 
view  progress  payments  as  loans  to 
finance  the  project  and  not  as  in- 
come," he  says. 

The  Treasury  thinks  otherwise. 
The  proposals,  if  they  become  law, 


The  Streetwalker 


At  Wometco  Enterprises,  the  pieces  may  be 
worth  more  than  the  pie — and  the  pie 
might  soon  be  put  up  for  sale. 


An  entertaining 
proposition 


By  Carol  E.  Curtis 


Despite  its  glamorous  busi- 
nesses, Wometco  Enterprises, 
Inc.  has  never  been  a  magnet 
for  investors.  The  Miami-based  enter- 
tainment conglomerate  traded  at 
13,000  daily  shares  last  year,  close  to 
the  same  sleepy  average  it  has  main- 
tained since  founder  Mitchell  Wolfson 
took  the  company  public  over  two 
decades  ago.  But  last  month  Wometco 
woke  up  with  a  start.  Its  stock  price 
jumped  over  5  points  in  less  than  a 
week,  from  18 Vi  to  24,  on  daily  vol- 
ume of  over  60,000  shares. 

What  finally  got  traders  excited  was 
some  bad  news  for  the  Wolfson  fam- 
ily. Mitchell  Wolfson,  81,  had  two 
heart  attacks  and  is  now  bedridden. 
His  successor  as  acting  president  is 
Charles  Simons,  a  64-year-old  retiree 
from  Eastern  Airlines,  and  no  one 
thinks  Simons  is  more  than  an  inter- 
im appointee. 

Wolfson's  illness  brings  to  an  end 
nearly  six  decades  of  uninterrupted 
management  of  the  business  he 
founded  in  1925  and  has  headed  ever 
since.  "The  vultures  are  gathering," 
says  one  leading  broadcast  analyst, 
a  use  they  figure  the  company  will 


be  split  up,  and  it  would  be  worth 
more  dead  than  alive." 

Wolfson  and  his  brother-in-law, 
Sidney  Meyer,  started  Wometco  as  a 
movie  theater  in  downtown  Miami. 
The  company  rode  out  the  Great  De- 
pression, then  expanded  into  a  chain 
of  movie  houses.  In  the  1930s  and 
1940s,  Wometco  theaters  became  fa- 
mous by  hosting  movie  premieres  for 
the  likes  of  Clark  Gable,  Ethel  Mer- 
man, Joan  Crawford  and  Betty  Grable. 
When  television  came  along,  Wo- 
metco jumped  in  with  both  feet — 
starting  Florida's  first  TV  station, 
WTVJ,  in  1949. 

When  Wometco  went  public  in 
1959,  Meyer  sold  out — but  Wolfson 
held  on  to  his  controlling  shares. 
Since  that  time,  he  has  been  in  lots  of 
right  places  at  the  right  time.  In  the 
Sixties,  Wometco  picked  up  more  TV 
stations;  in  1963  it  added  a  Coca-Cola 
bottling  operation,  and  in  1971  Wo- 
metco took  a  flyer  in  cable  television 
with  its  purchase  of  a  cable  TV  sta- 
tion. The  broadcast  venture  went  pub- 
lic in  1981  as  84% -owned  Wometco 
Cable  TV  Inc. 

Over  the  past  decade  Wometco's 
compound  annual  growth  has  been  a 
healthy  16.3%,  and  there  have  been 


will  go  into  effect  after  Dec.  31,  1982 
That  still  leaves  time  for  contracts  to 
be  grandfathered  in,  while  industry 
lobbying  intensifies.  (Transition  rules 
may  affect  contracts  entered  into  be 
tween  Feb.  26,  when  the  proposals 
were  issued,  and  Dec.  31,  1982.)  But 
it's  going  to  be  a  hard  fight.  With  an 
Administration  desperate  to  plug  up 
budget  deficits,  the  days  of  the  com 
pleted  contract  method,  as 
stands,  seem  numbered.  ■ 


it  now 


24  consecutive  dividend  increases  in 
each  of  the  last  23  years.  In  1981  earn- 
ings were  $24  million  on  revenues  of 
$434  million. 

Though  the  Wolfson  family  owns 
36%  of  the  company  stock,  no  family 
members  besides  Mitchell  are  active 
in  the  day-to-day  management  of  the 
firm.  So  with  the  grand  old  man  ail- 
ing, many  investors  feel  the  family  is 
likely  to  sell  out.  The  Wolfsons  aren't 
talking,  and  Drexel  Burnham  Lam- 
bert, which  comanaged  the  under- 
writing of  Wometco's  cable  television 
acquisition,  is  also  keeping  mum. 

Still,  the  word  among  Wall  Street 
analysts  is  that  the  pieces  are  ripe  for 
plucking.  At  current  prices  Wometco 
Enterprises  is  trading  for  roughly  10 
times  estimated  1982  earnings,  but 
the  prospect  of  a  merger  provides  con- 
siderable upside  potential.  The  pieces 
that  analysts  regard  as  having  the 
most  value  are  Wometco's  Miami  TV 
station  (one  of  the  most  lucrative  in 
the  country),  its  Coca-Cola  bottling 
operation  and  its  chain  of  105  movie 
theaters. 

"People  are  assuming  that  it's  going 
to  get  sold,"  reports  one  well-placed 
broadcast  industry  analyst.  "The 
company's  clearly  a  merger  candi- 
date," adds  Mario  Gabelli,  a  special 
situations  analyst  with  Gabelli  & 
Company,  Inc.  Gabelli  puts  a  $35  to 
$40  per-share  price  tag  on  the  com- 
pany, if  the  pieces  were  sold  separate- 
ly. Says  another  analyst:  "Forty  dol- 
lars is  not  all  that  high." 

With  today's  high  interest  rates,  the 
important  question,  of  course,  is 
whether  prospective  buyers  are  will- 
ing to  shell  out  that  kind  of  money. 
Wometco's  13.5  million  outstanding 
shares  would  command  over  $500 
million  with  a  $40  price  tag.  If  that 
should  happen,  the  result  would  prob- 
ably mean  splitting  up  all  those  care- 
fully structured  pieces  Mitchell  Wolf- 
son has  assembled  over  the  past  57 
years — but  it  would  also  probably 
bring  handsome  profits  for  Womet- 
co's shareholders.  ■ 
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WE  DIDN'T  GET  TO  BE 
ONE  OF  THE  WORLD  S  LEADING  BANKS 
BY  BEING  A  FOLLOWER. 
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fa  new  idea,  or  a  fresh  twist  on  an  old  one,  will  have  our  money  working  harder  than 
nyone  else's,  we'll  find  it.  The  fact  is,  at  Canadian  Imperial  Bank  Group,  our  ability  to 
ome  up  with  fresher,  more  efficient  approaches  to  corporate  financing  has  helped 
is  become  a  growing  financial  force  around  the  world.  In  America  alone,  we've 
ripled  our  capital  commitment  to  U.S.  industry,  expanded  personnel,  and  opened 
>ffices  across  the  country.  At  Canadian  Imperial,  we've  become  one  of  the  world's 
argest  banks  because  we  look  at  banking  from  a  fresh  point  of  view.  Shouldn't  you? 

\t  North  America's  seventh  largest  bank,  imagination  is  our  strongest  asset. 


Canadian  Imperial  Bank  Group 

CANADIAN  IMPERIAL  BANK  OF  COMMERCE  •  CALIFORNIA  CANADIAN  BANK* 
CANADIAN  IMPERIAL  BANK  OF  COMMERCE  TRUST  COMPANY 

LANTA  •  CHICAGO  •  DALLAS  •  DENVER  •  HOUSTON  •  LOS  ANGELES  ■  NEW  YORK  •  PITTSBURGH  •  PORTLAND  •  SEATTLE  •  CALIFORNIA  CANADIAN  BANK  SAN  FRANCISCO  •  CANADIAN  IMPERIAL 
\NK  OF  COMMERCE  TRUST  CO  NEW  YORK  •  HONG  KONG  •  SINGAPORE  •  HEIIING  •  Ml  XICOCITY •  PARIS'  LONDON  •  TOKYO •  ZURICH  "  Mil  AN  •  SYDNEY  •  SAO  RAULO-  AMSTERDAM •  BUENOS  AIRES'  BIRMINGHAM • 
| ANKIURT 'JAMAICA •  BAHRAIN  •  TRINIDAD'  TOBAGO' ST  LUCIA -SI  VINCENT  •  ANTIGUA -CAYMAN  ISLANDS'  BAHAMAS'  BARBADOS'  HEAD OFHCE  COMMERCE  COURT  TORONTO  M5L  1A2  CANADA 
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IS  YOUR  INVEN 


The  ability  to  respond  quickly  to  rapidly 
changing  market  conditions  can  mean  the  dif- 
ference between  getting  rich  and  getting  stuck. 

But  in  order  to  make  quick  business 
decisions,  you  need  up-to-the-minute  infor- 
mation instantly.  And  you  need  it  in  a  form 
that  you,  the  decision-maker,  can  use 

Precisely  why  Sperry  Univac  created 
System  80  ESCORT. 


MARKt 

ESCORT  is  software  that  lets  you  use  th 
computer  to  get  immediate  answers  to 
your  questions.  Without  teaming  computer 
language  And  without  a  programmer. 

Whats  more,  with  ESCORT  you  can 
design  your  own  applications.  Even  add 
new  information  to  the  computer's  data  base 
All  by  yourself. 

And  you  can  do  all  this  even  if  you've 





;t,"A  trademark  nt  StK-rn  CorbOTCMon. 


MAXI  WHEN  THE 
t  MINI? 


ver  seen  a  computer  before. 

Providing,  of  course,  that  the  computer 
u  use  with  ESCORT  is  the  Sperry  Vnivac 
stem  80.  Which  happens  to  be  the  ideal  com- 
iter  for  medium-to-large  companies  anyway. 

So  if  you  re  not  getting  all  the  information 
u  need  to  make  quick  business  decisions, 
cide  right  now  to  call  your  Sperry  Vnivac 
arketing  office  for  a  free  demonstration. 


Or  write  to  Department  100,  P.O.  Box  500, 
Blue  Bell,  PA  19424,  for  our  product  brochure. 

And  well  show  you  how  Sperry  Vnivac 
System  80  ESCORT  can  minimize  your 
problems.  While  maximizing  your  profits. 

SPER^Y^UNIVAC 

The  computer  people  who  listen. 


They're  no  spring  chickens,  and  their  stockholders,  spouses  and 
subordinates  may  not  like  it.  But  whenever  there  are  marathons, 
there  are  top  executives  in  the  ranks.  Shouldn't  they  know  better? 

What  makes 
CEOs  run? 


By  Kevin  McManus 

The  annual  Boston  Marathon  is  as 
grueling  a  26-mile-plus  race  as  is 
held.  Nevertheless,  when  this 
year's  marathon  is  run,  on  Apr.  19, 
the  field  of  qualifiers  will  once  again 
include  a  substantial  number  of  busi- 
ness executives — not  just  young  ex- 
jocks  trying  to  stay  in  shape,  or  under- 
35s  who  prefer  running  around  in  cir- 
cles to  buckling  down  to  their  careers, 
but  also  chief  executives  and  soon-to- 
be  number  ones,  who  were  born  be- 
fore World  War  EL 

Make  no  mistake  about  it:  Getting 
ready  to  compete  in  a  marathon  re- 
quires a  lot  more  than  a  weekly  jog. 
Running  20  or  30  miles  a  week  for 
several  months  will  not  even  get  you 
across  the  finish  line,  unless  you  were 
already  in  great  shape  before  starting 
that  training.  Even  if  you  are  reason- 
ably fit,  you  will  need  to  run  50  miles 
a  week — properly  and  consistently — 
for  three  months  or  so,  just  to  prepare 
you  to  finish  on  your  feet. 

To  achieve  a  respectable  time — say 
3  hours,  30  minutes,  which  is  an 
eight-minute  mile  run  26  times  in  a 
row — means  averaging  up  to  70  miles 
per  week  for  12  weeks  or  more.  That's 
two  hours  of  hard  running  each  and 
every  day.  And  besides  the  time,  there 
is  physical  risk.  Leg,  foot  and  back 
injuries  are  common  to  marathoners; 
for  those  over  40,  dropping  dead  in 
one's  tracks  isn't  unknown.  Last  year, 
for  example,  Neil  Sonenberg,  41,  an 
executive  recruiter  with  MBA  Re- 
sources, Inc.,  died  of  a  heart  attack 
one  week  after  completing  the  New 
York  Marathon.  In  California,  a  pa- 
thologist reports  more  than  a  dozen 
recent  deaths  of  highly  conditioned 
runners  who  were  dieting  and  putting 
in  high  mileage  at  the  same  time. 
How  can  responsible  business  peo- 


ple justify  the  time,  energy  and  phys- 
ical risk  of  training  for  Boston  and 
other  races?  Forbes  caught  up  with 
and  interviewed  some  executive  mar- 
athoners  to  find  out.  We  are  not  sure 
they  answered  that  question  to  the 
satisfaction  of  spouses,  co-workers  or 
stockholders,  but  they  certainly  could 
justify  it  to  themselves. 

Consider  John  Flanagan,  the  40- 
year-old  president  of  Boston  Gear  Co., 
Quincy,  Mass.  He  is  still  recovering 
from  the  Newport  Marathon  in  No- 
vember, where  his  time  of  3:07 — an 
average  of  about  7  minutes  per  mile — 
qualified  him  for  Boston.  The  New- 
port race  "broke  down"  his  body,  he 
reports,  and  "traumatized"  his  right 
leg.  But  the  pain  doesn't  keep  him 
from  putting  in  his  70  miles  a  week. 
This  is,  after  all,  the  first  time  he  has 
qualified  for  the  big  race. 

Bob  Haugh,  president  of  Overhead 
Door  Corp.,  will  also  be  running  Bos- 
ton, for  the  seventh  time.  He  is  61  and 
has  been  jogging  about  that  many 
training  miles  each  week.  Haugh,  6 
feet  and  145  pounds,  has  a  clocklike 
precision  about  him.  Striding  along 
the  track  at  the  Aerobics  Center  in 
Dallas,  he  says,  "I  was  not  in  good 
shape  when  I  started  running  back  in 
1971.  Now  I  feel  good.  I  need  less 
sleep.  I  don't  wear  down  under  stress- 
ful conditions." 

On  the  same  path,  also  lean  and  fit, 
is  Sandy  Heckman,  39,  owner  of  Ideas 
for  Industry,  an  advertising  specialty 
company.  Her  husband,  Bob,  41,  also 
is  a  marathoner.  Last  month  they 
both  qualified  for  Boston  by  running  a 
2:43  and  a  3:28  (his  and  hers)  at  the 
Woodlands  Marathon,  outside  Dallas. 

"The  most  productive  thoughts  I 
have  come  out  of  that  hour  and  a  half 
a  day  when  I'm  running,"  says  Tom 
Frist,  43,  another  marathoner,  who 
has  run  Boston  three  times.  Frist,  vice 
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chairman  of  Nashville-based  Hospital 
Corp.  of  America,  says,  "Three  of  the 
last  four  major  mergers  we've  done 
were  conceived  on  a  run."  Frist's  dedi- 
cation to  the  sport  is  spooky.  On  a 
trip  to  New  York  last  year,  for  exam- 
ple, he  ran  the  ten  miles  from  LaGuar- 
dia  Airport  to  his  hotel  in  Manhattan, 
while  an  aide  tended  the  baggage. 

Like  Frist,  John  Flanagan  also  pon- 
ders work  problems  while  running.  "I 
can't  say  I  solve  them,"  he  says,  "but  I 
have  a  much  clearer  focus  on  how  to 
approach  them.  And  for  some  reason, 
they  don't  carry  the  emotional  burden 
they  did  before  the  run." 

As  head  of  personnel  for  Foremost- 
McKesson's  Chemical  Group,  George 
Constantino,  47,  tackles  "stressful" 
labor-relations  problems  while  train- 
ing for  Boston.  "I  play  games  with  the 
Teamsters,"  he  says.  "I  have  a  rather 
aggressive  personality,  and  running  is 
a  great  release  for  me.  I  can  do  an 
enormous  amount  of  head-clearing 
when  I  run."  He  also  nurtures  a  dream 
as  he  -trains — one  day  to  run  the  Bos- 
ton Marathon  as  its  director. 

Constantino  slips  away  from  his  of- 
fice at  lunchtime,  changes  at  San 
Francisco's  Olympic  Club  and  runs  up 
and  down  those  big  hills.  Has  running 
interfered  with  work  or  home  life? 
"Well,  let's  put  it  this  way,"  he  says. 
"I  have  an  extremely  supportive  wife 
and  an  extremely  supportive  boss,  and 
I  do  an  awful  lot  of  sacrificing  in  other 
things.  I  haven't  picked  up  a  tennis 


Bowie  Bell  President  Jess  Bell  and  wife,  Julie 

The  running  that  saved  a  marriage  also  sparked  a  business  idea. 
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Former  world  class  marathon er  on 
a  fast  track  of  a  different  kind. 


The  revelation  of  the  Silver  Spur. 
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The  uncompromising  designers  and 
engineers  of  Rolls-Royce  motor  cars  see 
izj  the  twists  and  turns  of  today's  economy 
rough  unblinking  eyes. 
In  a  world  where  many  people  go  on  buying 
lotor  cars  at  the  lowest  price,  they  go  on 
lilding  motor  cars  of  the  highest  value. 
The  same  uncommon  view  has  been  the 
iving  force  behind  every  Rolls™  that  has  taken 
>  the  road  in  the  past  three-quarters  of  a 
iiitury.  Xo  wonder  more  than  half  of  them  are 
ill  humming  along  in  their  own  quiet  ways, 
nd  no  wonder  many  of  them  have  appreciated 
i  value,  long  after  lesser  machines  have 
itlived  their  usefulness. 
The  Silver  Spin  was  developed,  without  the 
timidation  of  deadlines,  in  the  painstaking 
adition  of  Henry  Royce.  The  result  is  a  new 
orld  on  wheels. 

The  stiff  est  cross  winds  and  the  shaq^est 
>rners  bend  immediately  to  this  motor  car,  for 
is  a  masterpiece  of  aerodynamics.  The 
tiwelcome  vibrations,  disturbing  noises  and 
levitable  bumps  of  the  road  that  you  have 
ldured  all  your  life  need  be  nuisances  no 
nger,  for  the  remarkable  new  self-leveling 
ispension  makes  them  mere  memories.  And 
hether  you  are  chiving  on  a  crowded  highway 
:  wending  your  way  through  a  rugged 
)untryside,  the  roadliandling  qualities  and 
ersonal  comforts  of  the  Silver  Spur  let  you 
rvor  the  ride  every7  mile  of  the  way. 
The  peerless  Rolls-Royce  V-8  engine  is  a  new 


standard  of  silence.  The  unique  Rolls-Royce 
dual-level  air-conditioning  not  only  controls  the 
temperature  from  head  to  toe  and  from  day  to 
night,  it  does  so  automatically. 

The  roofline  is  lower  than  its  predecessors', 
yet  the  headroom  is  just  as  great  and  the  new 
curved  doors  make  the  room  from  side  to  side 
even  greater.  The  steep-angled  windows  are 
designed  for  panoramic  visibility.  The  steel  door 
frames  are  padded  for  protection.  The  rear 
lighting  clusters  are  built  into  the  luggage- 
compartment  door  to  facilitate  loading.  The 
electric  and  electronic  conveniences  are 
everywhere.  The  hand-rubbed  burr-walnut 
veneers,  the  deep-pile  Wilton  carpets,  the  rich 
Connolly  hides  and  the  optional  leather-trimmed 
velour  are  as  luxurious  as  ever.  The  instrument 
panel  now  includes  digital  instruments  that  give 
you  the  local  time,  the  elapsed  time  and  the 
outside  temperature.  And  from  its  classic  lines 
to  its  hand-made  grille  of  stainless  steel,  the 
Silver  Spur  is  an  echo  of  every  Rolls-Royce 
motor  car  of  the  past. 

It  took  eight  years  to  develop  the  Silver  Spur. 
Each  one  takes  between  three  and  four  months 
to  build,  for  each  of  them  is  built  the  way  a 
Rolls-Royce  has  always  been  built:  by  hand. 

And  long  after  you  first  take  the  wheel  of  one 
of  these  masterpieces,  you  are  likely  to  discover 
that  a  Silver  Spur  is  not  only  a  revelation  to 
drive,  it  is  a  revelation  to  own.  With  care  and 
patience,  it  can,  in  fact,  prove  to  be  one  of  your 
most  priceless  assets  for  many  years  to  come. 


A  new  collection  of  Rolls-Royce  and  Bentley  masterpieces  is  waiting  for  you  at  any  of  the  select  Rolls-Royce  Authorized  Dealerships. 
For  information,  consult  Rolls-Royce  Motors  Inc.,  P.O.  Box  476,  Lyndhurst.  New. Jersey  07071.  The  names  "Rolls-Royce"  and 
"Silver  Spur"  and  the  mascot,  badge  and  radiator  grille  are  registered  trademarks,  as  are  the  Bentley  name,  mascot  and  badge. 


The  Heart  and 
mu&ierpieee 


Rolls-Rovce  Motors  Inc  19HL* 
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racquet  in  about  four  years." 

While  they  won't  be  running  in 
Boston  this  year,  there  are  many  oth- 
er top  executives  of  major  firms  who 
are  still  fiercely  dedicated  to  the  sport. 
Take  Burger  King's  chairman  and 
chief  executive  officer,  Lou  Neeb,  42. 
He  hardly  lets  a  day  go  by  without 
pounding  out  the  miles  on  Miami's 
bicycle  paths.  PepsiCo  Chairman 
Donald  Kendall,  50,  long  an  avid  run- 
ner, jogs  daily  on  the  track  he  speci- 
fied be  built  on  the  company's 
grounds  at  Purchase,  N.Y.  (He  shuns 
interviews  on  the  subject,  not  want- 
ing to  be  known  as  "the  running 
chairman.")  Ted  Rogers,  47,  president 
of  NL  Industries,  who  does  his  run- 
ning in  New  York's  Central  Park  and 
in  Houston's  Tanglewood  area,  posted 
a  3:50  in  last  year's  New  York  Mara- 
thon. An  octogenarian,  Kidder,  Pea- 
body  Chairman  Al  Gordon,  who  runs 
on  Randall's  Island  in  New  York's 
East  River  most  days,  could  clobber  an 
unsuspecting  30-year-old  weekend 
jock  in  a  race  of  any  distance. 

In  the  case  of  Jess  Bell,  running  has 
meant  more  than  fitness  or  diversion. 
Bell,  president  of  the  cosmetics  com- 
pany Bonne  Bell,  insists  that  running 
changed  his  life.  Ten  years  ago,  slip- 
ping into  alcoholism,  his  marriage 
about  to  collapse,  he  took  up  the  sport 


Overhead  Door  President  Bob  Haugh 
At  age  61,  aiming  to  break  three 
hours  at  Boston  this  year. 

as  a  refuge  from  his  woes.  His  work- 
outs not  only  helped  him  stop  drink- 
ing, which  in  turn  rescued  his  mar- 
riage, but  gave  him  the  idea  to  have 
his  company  promote  itself  by  spon- 
soring running  events  The  running 
and  the  idea  both  have  paid  off. 

Kathrine  Switzer,  35,  virtually  ran 
her  way  into  a  career.  Switzer,  you 
may  recall,  was  the  first  woman  to 
finish  the  Boston  Marathon  wearing 
an  official  number.  (What  was  memo- 
rable about  the  performance  was  the 
race  director's  attempt —  in  1967,  be- 
fore women  were  accepted  in  the 
race — to  pull  that  number  off  her 


Bob  and  Sandy  Heckman 

The  couple  that  qualifies  for  Boston 

together . . . 


toremost-McKesson's  George  Constantino 

After  playing  games  with  th«  Teamsters,  running  is  a  "great  release.' 


sweatshirt  as  she  ran.  Switzer 's  boy- 
friend took  out  the  official  with  a 
shove.)  Upon  the  strength  of  a  50-page 
proposal  she  wrote,  Avon  hired  her  in 
1977  to  direct  and  expand  its  sports 
promotions  department. 

A  more  dramatic  story  comes  from 
Jim  Hershberger,  owner  of  Petroleum 
Energy  Inc.,  a  Wichita  oil  company. 
Hershberger,  50,  was  five  years  into  a 
serious  running  program  when  a 
chain  of  personal  disasters  struck.  In  a 
ghastly  car  accident  his  second-eldest 
son  suffered  brain  injury.  His  eldest 
son  died  the  next  yeai  from  a  drug 
overdose,  and  a  third  son  was  burned, 
hospitalized  and  severely  depressed.  A 
fourth  son  is  retarded.  Both  of  Hersh- 
berger's  parents  died,  and,  as  if  all  that 
were  not  enough,  his  net  worth 
dropped  from  $8  million  to  zero.  All 
these  things  occurred  in  a  3 Vi -year 
period.  He  could  have  taken  to  the 
bottle,  he  admits,  but  found  running 
more  therapeutic.  Without  the  daily 
workouts,  he  believes,  "I  would  either 
have  died  of  a  heart  attack  or  blown 
my  brains  out." 

Yet  even  the  most  avid  executive 
marathoners  will  admit  that  exces- 
sive running  itself  can  cause,  or  con- 
tribute to,  psychological  problems. 
Psychologists  have  had  a  field  day 
with  seemingly  obsessed  runners. 
Some  recent  articles  in  medical  jour- 
nals include  "Masochism  and  Long- 
Distance  Running,"  "The  Athlete's 
Neurosis — A  Deprivation  Crisis"  and 
"The  Anxiety  of  the  Runner:  Termi- 
nal Helplessness." 

And  there  is  at  least  one  executive, 
in  advertising,  who  ran  himself  out  of 
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a  job.  A  superior  at  his  firm,  noting 
his  excellent  times  in  the  New  York 
Marathon  (under  three  hours),  per- 
suaded him  to  take  the  post  of  adver- 
tising manager  of  a  running  magazine 
that  had  "hit  the  wall."  But  he  had 
better  control  of  his  time  than  a  taper- 
ing advertising  market  and  was  soon 
elsewhere.  "At  least  my  time  in  the 
marathon  the  next  year  was  better," 
he  says  of  the  experience. 


Shades  of  glory 

Tost  people  buy  sunglasses  to  cut 
Lglare,  others  to  make  a  state- 
ment. A  few  seem  to  be  saying,  "I 
want  to  be  a  sports  car." 

For  a  few  years  now,  the  chic-est 
thing  in  shades  has  been  Porsche  De- 
signs, made  and  distributed  by  Car- 
rera  International.  Originally  created 
by  an  offshoot  of  the  German  auto- 
mobile company,  Porsche  Designs 
now  cost  from  $120  up  to  $2,800  each 
nonprescription  pair.  If  you  think  that 
for  15%  of  the  price  of  a  Porsche  924, 
the  priciest  glasses  would  have  to  be 
made  of  gold,  you  are  right — the 
frames  are  14-karat.  But,  as  with  all 
Porsche  Designs,  you  get  two  sets  of 
interchangeable  lenses,  gray  and 
brown — like  a, set  of  spare  tires. 

While  Porsche  Designs  comprise 
only  a  tiny  fraction  of  the  worldwide 
sunglasses  market — over  400  million 
pairs  will  be  bought  this  year,  with 
Porsche  Designs  accounting  for  under 
400,000 — they  are  so  much  in  de- 
mand that  more  than  600,000  more 
are  on  back  order  to  worldwide  retail 
outlets  alone  (mainly  upscale  depart- 
ment stores).  And  the  attraction  is 
not  only  in  the  name  (imprinted 
across  a  corner  of  the  lens)  but  also  in 
the  number. 

Each  pair  of  sunglasses,  since  they 
were  first  sold  in  1978,  has  had  an 
individual  serial  number.  The  five- 
digit  numbers  have  helped  the  sun- 
glasses become  collector's  items, 
which  is  exactly  what  they  were  in- 


tended to  do.  "The  life  of  [a  typical) 
design  is  about  five  years,"  explains 
Donald  H.  Sailer,  executive  vice  presi- 
dent of  Carrera,  which  makes  about 
50  kinds  of  sunglasses  and  sports 
eyewear.  "Yet  the  cost  of  tooling  up  to 
make  these  glasses  was  so  substantial 
we  wanted  to  double  that  life.  The 
serial  numbers  seem  to  have  helped." 

Indeed  they  have.  In  1978  Carrera 
sold  25,000  pairs  of  glasses,  and  sales 
were  $5  million  worldwide;  this  year 
the  company  expects  sales  to  top  $75 
million. 

Demand  among  collectors  and  oth- 
ers who  simply  want  certain  numbers 
is  such  that  Carrera  now  publishes  a 
directory  of  glasses  bought  in  1978 
and  1979.  The  directories,  which  list 
registered  owners,  sell  for  $25  each. 
They,  too,  are  currently  sold  out. 

The  style  of  the  glasses,  while  once 
original,  has  been  widely  imitated  and 
copied,  of  course.  And  now  it  is  not 
only  the  style  but  the  serialization 
that  is  being  duplicated.  Sailer  admits 
that  one  of  the  biggest  problems  he 
has  is  tracking  down  bogus  Porsche 
Designs,  "which  the  average  person 
couldn't  distinguish  as  counterfeit," 
that  come  from  Taiwan,  Japan  and 
especially  Brazil.  "But  like  counterfeit 
money,  they  all  have  the  same  serial 
numbers,"  he  says.  So  to  be  sure  a  pair 
you  are  buying  is  authentic,  ask  to  see 
another  Porsche  Design  and  check  to 
see  that  the  numbers  are  different. 

Carrera  is  not  finished  with  cashing 
in  on  the  Porsche  image,  arid  has  sev- 
eral more  products  in  the  wings  that 
will  carry  the  automobile's  name.  If 
you  can't  drive  it,  wear  it. 

Friendlier  skies 

Airline  loyalty,  of  a  kind,  is  back. 
.Remember  when  chauvinist  pas- 
sengers swore  allegiance  to  a  favorite 
carrier  because  its  stewardesses  were 
prettier,  its  food  better,  its  service 
more  prompt?  Well,  even  in  this  era  of 
unisex  flight  attendants,  common-ca- 
tering kitchens  and  air  controller  ac- 
tions, there's  cause  for  such  loyalty: 
free  trips,  of  course. 

Since  last  fall,  when  American  Air- 
lines started  its  AAdvantage  pro- 
gram— and  other  major  carriers  per- 
force followed  suit — frequent  flyers 
have  become  asfaithful  to  their  carriers 
as  to  their  favorite  sports  teams.  The 
name  of  this  game  is  racking  up  mile- 
age. And  otherwise  somber  business 
travelers  are  taking  to  it  like  teenagers 
to  Asteroids.  Millions  of  passengers  are 
enrolled  in  one  or  more  rack-'em-up 
programs.  United  Air  Lines  alone  has 
over  500,000  signed  up. 
The  quest  for  a  free  round-trip  tick- 


et for  two — the  ultimate  prize  in  all 
the  airlines'  games — has  caused  some 
passengers  to  take  flight  from  their 
senses.  On  a  recent  Saturday,  for  ex- 
ample, one  New  Yorker  spent  his 
time  flying  to  and  from  Detroit  for  no 
other  reason  than  to  get  enough  miles 
to  qualify  his  wife  for  a  free  trip  to 
Hawaii  on  American.  (You  do  not 
have  to  take  a  spouse  or  family  mem- 
ber, of  course;  you  can  designate  any- 
one to  accompany  you.) 

Ticket  and  travel  agents  report  fre- 
quent requests  from  passengers  who 
want  to  know  the  cheapest  per-mile 
trip  they  can  make,  in  order  to  reach  a 
certain  freebie  plateau  within  the  al- 
lotted time  frame,  typically  one  year. 

Currently,  Eastern,  Northwest, 
American,  TWA,  Delta  and  United 
offer  trip  upgrades,  discounts  or  total- 
ly free  trips,  depending  upon  how 
many  miles  or  segments  have  been 
flown.  It  was  Western  Air  Lines  that 
pioneered  a  system  to  reward  loyal 
passengers  by  offering  $50  discounts 
for  five  one-way  trips  within  its  sys- 
tem. But  the  major  carriers  got  on  the 
bandwagon  only  last  fall  after  Ameri- 
can's announcement. 

While  each  canier  has  variations, 
based  on  mileage  or  segments,  here's 
how  one  system — United's — works.  If 
you  fly  10,000  miles,  you  can  upgrade 
your  next  trip  to  first  class.  If  you  let 
that  roll  to  20,000  miles,  you  get  25% 
off  any  ticket  you  buy.  At  30,000,  you 
can  get  half  off,  and  at  40,000  miles, 
75%  off.  At  50,000,  you  get  a  free 
first-class  trip  anywhere  on  the  sys- 
tem, plus  a  free  upgrade  to  first  class 
for  any  companion.  At  75,000  you  get 
two  free  first-class  tickets  anywhere 
United  flies.  There  are  other  bonuses, 
too,  involving  free  or  discount  car 
rentals  and  hotel  rooms  (United's  par- 
ent also  owns  Westin  Hotel  Co.). 

Even  for  business  travelers  who 
don't  rack  up  that  much  mileage  in  a 
year  (the  carriers  have  not  decided 
whether  to  extend  the  programs  into 
1983)  there  are  some  special,  short- 
term  promotions  that  can  make 
sense.  TWA,  for  example,  between 
Mar.  8  and  Apr.  30  offers  a  free  first- 
class  ticket  to  any  U.S.  city  on  its 
route  to  passengers  who  fly  5,000 
miles  on  at  least  five  flight  segments. 

To  apply  for  membership  in  a  pro- 
gram, simply  call  the  carrier  or  re- 
quest an  application  from  a  ticket 
agent  at  the  airport.  Some  carriers  do 
all  the  computations  for  you;  others 
require  you  to  keep  track,  and  they 
validate  as  you  go.  Once  you  are  en- 
rolled, you  will  be  advised  by  the  carri- 
ers of  all  the  freebies  available  and  any 
special  promotion  taking  place. 
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Good-bye,  whole  life 

n  January,  Robert  MacDonald  had 
he  bad  taste  to  say  what  everybody 
jiew:  Whole  life  insurance  had 
eased  to  be  a  good  buy.  His  an- 
louncement  that  ITT  Life  Insurance 
Zorp.  ($4.4  billion  of  insurance  in 
orce)  was  discontinuing  the  sale  of 
vhole  life — 96%  of  the  company's 
tew  policies  in  1981 — provoked  a  de- 
idedly  cool  reaction  from  colleagues. 

"The  industry  is  a  tight  little  club; 
hey've  become  complacent  selling 
vhole  life  at  4%  interest,"  says  ITT 
ife's  president.  "They  refuse  to  see 
ve're  selling  less  and  less  of  it  each 
ear."  He  notes  that  in  constant  dol- 
ars  the  whole  life  business  grew  just 
1.2%  between  1975  and  1980,  to  $160 
lillion,  while  term  insurance  grew 
0.3%,  to  $212  billion. 

MacDonald  is  replacing  whole  life 
vdth  a  combination  policy  that  sepa- 
ates  the  cash  portion  from  the  insur- 
nce.  Instead  of  building  slowly  as 
ash  surrender  value  in  whole  life,  the 
ash  will,  in  effect,  be  handled  as  a 
noney  market  fund  with  tax-deferred 
nterest. 

MacDonald  figures  his  whole  life 
irst-year  premiums  in  1981  account- 
id  for  $19.2  million,  and  he  reckons 
he  sum  would  not  have  been  much 


Novelist  Michael  M  Thomas 
Fact  is  stranger  than  fiction. 


TT  Life  Insurance  Corp.  's  MacDonald 
yurable?  So  are  buggy  whips. 


more  by  1986,  adjusted  for  inflation. 
The  combination  policy,  he  predicts, 
will  produce  $70  million  in  first-year 
premiums  by  1986. 

These  days,  MacDonald,  39,  is 
somewhat  of  an  industry  pariah.  "I 
don't  get  asked  to  cocktail  parties 
anymore,"  he  quips.  "But  no  one  says 
I'm  wrong.  They  just  insist  that  whole 
life  is  a  durable  product.  Well,  so  are 
buggy  whips." — Lisa  Gross 

Oil  plots 

Nature  doesn't  always  follow  art.  Con- 
sider Green  Monday ,  a  bestselling  nov- 
el by  Michael  M.  Thomas  a  few  sea- 
sons ago.  In  the  late  1970s,  Thomas' 
plot  line  goes,  the  leading  Arab  oil- 
producing  country  suddenly  lowers 
the  price  of  oil  to  $10  a  barrel,  sending 
the  Dow  to  over  1800,  the  dollar  to  its 
strongest  level  in  years  and  the  world 
financial  markets  on  a  dizzying  round 
of  speculation.  (The  Arabs  have  a  sin- 
ister motive  for  their  seeming  gener- 
osity, the  thwarting  of  which  pro- 
vides the  denouement  of  the  book.) 

Now,  in  the  real  world  of  1982,  Arab 
oil  prices  are  dropping,  but  the  Dow  is 
stumbling  around  at  a  22-month  low, 
barely  around  800,  and  the  dollar  is 
weakening.  What  docs  Thomas  think 
of  his  plot  line  now" 

"No  one  perceived  that  interest 
rates  would  remain  as  high  as  they 
are,"  he  says.  "This  market  is  deter- 
mined to  go  down,  and  it  will."  How 
low  Thomas  won't  say.  His  own  hold- 
ings— including  some  of  the  $400,000 
he  says  he  has  made  on  Green  Mon- 
day— are  unevenly  divided  between 
money  market  funds  (90%)  and 
stocks  (10%). 


Far  from  riding  high  these  days, 
Thomas  says,  the  Arabs  are  in  the 
same  sinking  ship  as  the  rest  of  the 
world — mainly  because  we  all  have  to 
deal  in  weak  dollars.  "They  got  dol- 
lars. We  all  got  dollars.  We  run  the 
only  currency  hotel  large  enough  to 
accommodate  these  people." 

As  Thomas  sees  it,  the  Arabs  now 
have  an  inflated  currency  and  are  be- 
ing sold  a  lot  of  useless  goods.  And 
nobody  likes  them.  "In  the  book,  peo- 
ple think  they're  great.  And,  in  the 
book,  the  Arabs  have  the  ability  to 
manipulate  the  value  of  oil.  In  the  real 
world  they  are  still  able  to  do  that." 

Trained  as  an  art  historian  at  Yale, 
Thomas,  45,  was  in  investment  bank- 
ing before  he  opened  a  financial  con- 
sultancy, Marshalsea  Associates — 
named  for  the  debtors'  prison  in  Dick- 
ens— in  1973.  He  spends  time  in  his 
Manhattan  town  house  apartment 
and  in  Dallas,  where  he  owns  a  heli- 
copter parts  company.  He  says  he  will 
marry  (for  the  third  time)  this  sum- 
mer, when  his  next  book  (his  ad- 
vance: $225,000)  is  published.  It's  a 
novel.  The  plot  turns  on  the  depres- 
sion in  the  long-term  bond  market, 
with  forays  into  commodities  and  art. 
The  title?  Someone  Else's  Money. — B.E. 

After  the  euphoria 

Peter  Pestillo,  Ford  Motor  Co.'s  vice 
president  for  labor  relations  who  suc- 
cessfully renegotiated  its  contract 
with  the  United  Auto  Workers  last 
mon,th,  wastes  no  time  in  self-con- 
gratulation. By  itself,  he  points  out, 
the  agreement  is  a  constructive  step, 
not  a  cure-all.  If  current  low  levels  of 
production  become  a  permanent  fact 


Business  people  and  professionals  find 
themselves  subjected  to  more  frequent 
and  increasingly  costly  lawsuits.  The  fruits 
of  their  success— from  stock  portfolios 
to  yachts -make  them  tempting  targets. 

INA  examines  personal  liability  ex^ 
posure  and  reviews  the  best  forms  of 
protection. 


Americans  are  taking  to  the 
courts.  They  sue  more  often, 
litigate  a  wider  range  of  claims 
and  win  spectacularly  larger 
judgments  than  ever  before. 

As  a  result,  a  growing  num- 
ber of  business  people  and  pro- 
fessionals are  looking  into 
personal  liability  insurance. 

Many  more,  however,  do 
not  realize  how  much  they 
stand  to  lose.  They're  not  famil- 
iar with  the  details  of  their 


present  coverage  or  aware  of  the 
extent  of  their  exposure. 

The  homeowners  policy  vs. 
the  golden  retriever 

Personal  injury  cases  lead  to 
a  large  portion  of  all  liability 
insurance  claims.  In  1979,  the 
last  year  for  which  full  figures 
are  available,  the  average  judg- 
ment for  an  injured  knee  was 
nearly  $40 ,000 .  The  average  for 
an  accident  that  caused  a  death 


was  over  $350,000.  And  ver- 
dicts of  a  million  dollars  or 
more  were  reached  in  80  per- 
sonal injury  cases. 

The  typical  homeowners 
coverage  limits  personal  injury 
liability  to  $100,000.  Other 
than  automobile  insurance,  it 
is  the  only  liability  coverage 
many  families  own.  And  there 
are  frequently  substantial  gaps 
in  its  protection. 

Unintentional  libel  and 
slander  are  not  covered  by  most 
homeowners  insurance.  Nei- 
ther is  borrowed  property— a 
country  house  loaned  for  a 
weekend,  a  neighbor's  station 
wagon,  even  a  visiting,  valu- 
able, golden  retriever. 

Conspicuous  consumption 
makes  a  tempting  target 

The  very  hallmarks  of  suc- 
cess in  business— a  handsome 


>f  Success 


Isidence,  a  boat,  an  expensive 
[ir— are  also  signs  a  family  is 
jell  worth  suing. 

This  does  not  mean,  how- 
ler, that  a  family  with  fewer, 
p  less  visible,  assets  is  safe.  A 
assive  judgment  still  could 
ean  a  loss  of  home  or  savings, 
nd  ir  the  award  exceeds  a  farm- 
's total  assets,  then  future  earn- 
gs  can  be  attached. 

Fortunately,  increased  lia- 
lity  protection  isn't  difficult 
purchase  or  especially  expen- 
ve.  The  normal  vehicle  is  gen- 
ally  called  a  personal  umbrella 
)licy.  And  a  million  dollars  in 
Ided  coverage  costs  as  little  as 
00  a  year. 

A  personal  umbrella  closes  a 
imber  of  gaps  that  other  types 
policies  leave  open.  Owners 
planes,  large  yachts  or  rec- 
ational  vehicles,  however, 
ould  make  sure  these  are  cov- 
ed—since some  umbrella  poli- 
jes  exclude  them .  Those  of  very 


substantial  means  might  want 
to  raise  their  policy  limits  to  $e) 
million  or  even  $10  million  in 
added  coverage. 

Business  and  pleasure: 
Each  has  its  own  liabilities 

Personal  umbrellas  carry 
one  important  caveat:  They  spe- 
cifically exclude  all  liabilities  in- 
curred in  business.  Thus  people 
who  serve  as  directors  and  offi- 
cers, even  if  the  corporations 
they  serve  are  small,  would  be 
well  advised  to  consider  special 
directors  and  officers  liability 
insurance. 

Doctors,  lawyers  and  other 
professionals  must  also  be  on 
their  guard.  Judgments  against 
professionals  have  become  in- 
creasingly costly  and  very  com- 
mon. Those  with  coverage 
should  periodically  review  and 
update  their  protection. 

INA  and  other  large  busi- 
ness insurers  offer  personal 


ing  umbrellas  in  bulk 

nee  it  was  unusual  for  a  company 
e  an  interest  in  protecting  its  em 
;s  against  illness— today  some 
anies  have  gone  so  far  as  helping 
tect  them  against  lawsuits.  Per- 
liability  umbrellas  are  available 
t  of  employee  benefit 
;ements.  The  company  /'--^ 
ay  for  key  employees  or  v^s""i 
;llas  may  be  offered  to 
)se  who  wish  to  buy  them.  Often 
st  of  coverage  is  lower,  thanks 
economies  of  scale. 


liability  umbrellas  as  well 
as  more  specialized  liability 
products.  One  division  of  INA, 
INAPRO,  deals  exclusively 
with  professional  liability. 

The  Insurance  Company  of 
North  America  was  founded  in 
1792  in  Independence  Hall  in 
Philadelphia.  Today,  it  is  the 
largest  component  of  INA  Cor- 
poration's international  net- 
work of  insurance  and  financial 
service  companies. 


A  leap  in  litigation 

Civil  lawsuits  have  grown  from  an  estimated 
10  million  a  year  in  1967  to  a  projection  of 
14  million  cases  in  1982. 
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Sophisticated  liability  cov- 
erage—for individuals,  for  pro- 
fessionals and  for  businesses— is 
typical  of  inventive  products  for 
which  the  company  is  known. 

For  an  informative  booklet 
on  personal  liability  write  INA, 
Dept.  R,  1606  Arch  Street, 
Philadelphia,  PA  19101. 


The  Professionals 


Ford  Motor  Co.  's  Peter  Pestil/o 


A  constructive  step,  not  a  cure-all. 


of  life,  he  says,  the  new  UAW  con- 
tract won't  make  the  difference  be- 
tween life  and  death.  "This  is  not  a 
shrunken-industry  agreement,"  he 
says.  "We  can't  run  our  business  on  6 
million  units  a  year." 

The  new  UAW  agreement,  Pestillo 
notes,  falls  far,  far  short  of  eliminating 
the  labor  cost  advantage  (estimated  at 
about  $10  per  hour)  that  Japanese  car- 
makers hold  over  U.S.  companies.  No 
wages  are  cut  in  Ford's  deal,  for  exam- 
ple. They  are  frozen  for  most  of  1982 
and  point  to  modest  wage  increases 
(40  to  50  cents  an  hour)  in  the  first 
half  of  1983.  It  could  hardly  have  been 
otherwise,  he  says.  "We  had  to  be 
pragmatic.  The  UAW  has  a  political 
problem — the  contract  had  to  be  rati- 
fied by  the  membership.  We  knew  we 
weren't  going  to  get  the  Japanese  in 
one  session." 

The  enduring  value  of  the  new  con- 
tract is  the  fact  that  both  sides  laid 
down  some  concessionary  ground- 
work for  the  future,  says  Pestillo,  44, 
graduate  of  the  Georgetown  Law 
School  (class  of  '63),  who  had  been 
doing  employee  relations  work  at 
General  Electric  and  B.F.  Goodrich 
before  joining  Ford  in  1980.  If  U.S.  car 
production  doesn't  pick  up,  he  says, 
Ford  will  have  no  choice  but  to  get  the 
UAW  back  to  the  bargaining  table  and 
reopen  the  contract  again.  "It's  a  liv- 
ing document,"  he  says,  "not  part  of  a 
disaster  plan." — Jerry  Flint 


Preppie  goes  abroad 

The  preppie  look — with  its  navy  blaz- 
ers and  plaid  skirts — is  dead,  say  fash- 
ion experts.  Where  does  that  leave 
Max  Raab,  the  consummate  preppie 
apparel  maker  who  founded  Villager, 
Inc.  in  1959,  sold  it,  and  then  set  up 
business  again  as  J.G.  Hook  (sales,  $60 


million)  in  1975? 

What's  dead  in  America  is  very 
much  alive  in  Japan,  Raab  observes. 
Last  month  ten  J.G.  Hook  boutiques 
opened  in  Tokyo,  Yokohama  and 
Osaka,  so  that  even  salesclerks  in  Ja- 
pan can  look  like  Main  Line  Philadel- 
phians.  Renown  Look,  a  Japanese 
clothing  manufacturer,  is  producing 
and  selling  the  J.G.  Hook  merchan- 
dise (the  name  is  Raab's  invention) 
under  a  $550,000  licensing  agree- 
ment. Raab,  55,  says  he  envisions  a 
$20  million  business  in  three  years. 
"The  classic  traditional  look  is  very 
big  with  the  Japanese,"  says  Raab. 

All  of  Hook's  Asian  production  is 
being  supervised  by  Hong  Kong-based 
Barnegat  Bay,  another  Hook  com- 
pany. Named  for  Barnegat  Bay  in  New 
Jersey,  where  Raab  sails  his  catboat, 
the  company  supervises  price  and 
quality.  "This  expert  group  has  the 
ability  to  do  the  same  for  other  cloth- 
ing firms,"  Raab  says,  looking  toward 
possible  agreements  with  other  U.S. 
apparel  companies  interested  in 
buying  and  manufacturing  in  Asia. 
Barnegat  Bay's  team,  he  says,  has  al- 
lowed Hook  to  maintain  its  shirt 
prices  for  three  years  and  has  in- 
creased control  over  quality. 

Raab — who  flunked  out  of  prep 
school  and  never  got  a  high  school 
diploma — is  sticking  with  his  preppie 
formula.  He  has  drawn  up  agreements 
for  licensed  loungewear  and  shoes  in 
the  U.S.  and  is  pursuing  licensing  for 
home  furnishings  and  menswear.  He 
forecasts  a  $100  million  volume  from 
these  businesses  in  three  years.  "Prep 
is  a  way  of  life,"  he  says.  "There  are 


Faces 

Behind  The  Figures 


just  some  people  who  won't  dress  any 
differently.  Our  customer  spans  a  very 
broad  age  range.  We  pick  her  up  usual- 
ly in  high  school  and  we  take  her 
through  middle  age." 

A  one-note  talent  he  may  be,  Raab 
admits,  referring  to  the  unadventur- 
ous,  classic  look  that  has  character- 
ized his  designs  at  Villager  and  Hook. 
But  it  may  be  simply  that  he  has 
learned  not  to  mess  with  success.  In 
fact,  although  Hook  has  been  in  busi- 
ness only  seven  years,  its  look  seems 
to  have  a  history  of  its  own.  "We  have 
people  tell  us  they  have  been  wearing 
J.G.  Hook  clothes  for  20  or  25  years," 
Raab  says,  smiling. — Ellyn  Spragins 


Up  from  "the  new  slavery" 

Representative  John  Conyers,  the  lib- 
eral Democrat  from  Detroit,  won't 
even  discuss  him.  An  aide  to  Conyers 
angrily  calls  him  an  insignificant  man 
"who  does  a  disservice  to  the  black 
community  at  this  time." 

The  object  of  this  scorn  is  James 
Andrew  Parker  (better  known  as  J. A.), 
a  mild-mannered  45-year-old  former 
insurance  salesman  who,  in  1978, 
founded  the  Washington-based  Lin- 
coln Institute  for  Research  &.  Educa- 
tion, a  right-wing  think  tank  devoted, 


he  says,  primarily  to  the  interests  of 
middle-class  blacks.  Through  his  Lin- 
coln Review,  published  quarterly,  Par- 
ker attacks  what  he  calls  "the  new 
slavery  of  dependence"  brought  about 
by  welfare  programs,  food  stamps  and 
make-work  government  jobs. 

Economic  programs  of  the  last  25  to 
30  years,  in  Parker's  view,  have  pro- 
duced high  inflation  and  interest 
rates,  low  productivity  and  weak  de- 
fense— bad  news  for  all,  black  and 
white  together.  Reagan's  programs, 
he  argues,  represent  a  radical  break 
with  the  Republican  Administrations 
of  Gerald  Ford  and  Richard  Nixon. 
"After  all,  it  was  Richard  Nixon  who 
gave  us  regulatory  agencies  like  EPA 
and  OSHA,"  Parker  says. 

Lincoln  Review  is  naturally  of  inter- 
est to  such  conservative  economists 
as  Walter  Williams,  who  has  written 
articles  for  the  publication.  The  Lin- 
coln Institute's  $300,000-plus  annual 
budget  gets  important  support  from 
such  companies  as  Mobil,  Texaco,  the 
i  Sun  Co.,  Inc.  and  Whirlpool.  A  lifelong 
Republican,  Parker  worked  in  fames 
Buckley's  1970  Republican  senatorial 
race  in  New  York  and  Ronald  Rea- 
gan's presidential  campaigns  in  1968, 
1 1976  and  1980.  Last  year  he  was  on 
i  the  Reagan  transition  committee 
(working  on  equal  employment  oppor- 
tunity matters.  Parker  says  his  poli- 
ticking days  are  not  over,  but  adds, 
"We  are  not  an  organization  to  orga- 
;  nize  people  politically.  Enough  of  that 
has  been  done,  and  it's  the  oldest 
game  in  town  to  claim  you  represent  a 
I  lot  of  people." 

Meanwhile,  the  criticism  contin- 


ues. Benjamin  Hooks,  director  of  the 
National  Association  for  the  Ad- 
vancement of  Colored  People — who 
has  never  met  Parker  but  has  heard  of 
him — says,  "Black  men  have  as  much 
a  right  to  be  wrong  as  white  men." 
Parker,  unmoved,  says  he  just  wants 
"to  be  left  alone  in  order  to  be  a  con- 
servative libertarian." — Desiree  French 

Hockey  bucks 

With  the  National  Hockey  League 
season  not  yet  over,  young  Wayne 
Gretzky  last  month  surpassed  Phil 
Esposito's  record  of  76  goals  scored  in 
one  season.  He  showed  an  astonish- 
ing grace  under  all  the  pressure  and 
hoopla  although  he  is  only  21  years 
old.  The  salary  records  Gretzky  is  set- 
ting are  no  less  astonishing.  If  his 
knees  hold  up  and  if  his  teammates  on 
the  Edmonton  Oilers  do  well,  Gretzky 
could  earn  more  than  $20  million 
Canadian  ($16.5  million  U.S.)  over  the 
next  15  years  by  the  terms  of  his 
unprecedented  20-year  contract. 

Early  in  his  24  years  with  the  De- 
troit Red  Wings,  Gordie  Howe,  the 
NHL's  alltime  leading  scorer,  was 
making  less  than  $10,000  per  season. 
Even  when  Esposito  moved  horn  the 
Boston  Bruins  to  the  New  York 
Rangers  in  1975,  he  was  reportedly 
making  "only"  $200,000  as  a  certi- 
fied superstar. 

With  Gretzky's  fame,  of  course, 
comes  a  shot  at  real  endorsement 
money.  Gus  Badali,  Gretzky's  45- 
year-old  agent,  says  the  star  will  make 
between  $350,000  and  $400,000  this 
year  for  endorsements,   mostly  in 


yames  Andrew  Parker  of  the  Lincoln  Institute  for  Research  &  Education 
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Hockey  star  Gretzky  and  agent  Badali 
Skating  on  green  ice. 

Canada.  That's  not  exactly  peanuts. 
But  with  one  eye  on  what  football 
running  backs  and  baseball  sluggers 
make  in  the  U.S.  for  pushing  rental 
cars  and  candy  bars,  Badali  thinks 
Gretzky's  earning  power  is  just  begin- 
ning. "I  really  want  to  hit  the  U.S. 
market,"  he  says,  not  unmindful  of 
the  20%  he  gets  from  Gretzky's  en- 
dorsement agreements. 

A  7UP  commercial  featuring 
Gretzky  had  wide  recognition  in  the 
U.S.,  Badali  points  out.  He  thinks  ex- 
isting Canadian  deals,  with  Bic  for 
instance,  will  spill  over  into  the  U.S. 
In  a  good  year,  Badali  believes 
Gretzky's  endorsement  money  could 
equal  his  salary. 

Sports  figures  need  secure,  tax-shel- 
tered investments,  Badali  says,  be- 
cause injury  can  sideline  paychecks 
forever.  "If  a  boy  is  in  that  profession 
for  only  four  years  and  taxes  take  off 
50%,  60%,  he  really  doesn't  have  too 
much  money,"  he  explains. 

Toronto-born  Badali  is,  of  course, 
crazy  about  hockey.  Until  he  was  20 
he  dreamed  of  a  hockey  career  of  his 
own.  He  met  Gretzky  six  years  ago 
when  he  began  chatting  with  the 
player's  father  at  a  hockey  game. 

Badali's  agency,  Sierra  Sports  Rep- 
resentative, Inc.,  negotiates  salaries 
for  55  major-  and  minor-league  hock- 
ey players — at  a  5%  cut.  Badali  first 
advises  his  players  to  buy  real  estate. 
He's  suspicious  of  more  speculative 
ventures:  "We  don't  recommend 
stocks  at  all  until  quite  a  good  ways 
down  the  road." — Robert  McGough 
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ENERGY  UPDATE 


The  promise  of  methane: 

Vast  supplies 

of  future  gas  energy 


Methane:  Most  people  know  it  as  natural  gas,  which  today 
serves  more  than  160  million  consumers  nationwide. 

But  conventional  natural  gas  resources  underground  rep- 
resent only  a  small  part  of  methane's  true  potential.  Long-term 
supply  sources  of  methane  include  gasification  of  coal  and 
peat,  gas  from  tight  rock  formations,  geopressured  aquifers, 
coal  seams  and  hydrates.  And  some  methane  sources  are 
renewable,  such  as  conversion  of  land  and  marine  biomass, 
and  the  use  of  urban  waste  resources.  This  diversity  of  supply 
provides  a  high  level  of  consumer  assurance  that  gas  can  con- 
tinue to  be  available— and  delivered  at  competitive  prices. 

The  delivery  system  for  these  new  methane  supplies  is 
already  in  place.  Our  nation's  million-mile  gas  pipeline  network 
delivers  energy  more  efficiently  (source  to  consumer)  than  any 
other  major  energy  delivery  system.  And  because  it's  under- 
ground, it  is  also  the  most  environmentally  desirable  way  of 
transporting  energy. 

Methane  is  a  versatile,  efficient  fuel.  It  is  cleaner,  less  costly, 
and  is  adaptable  to  more  energy  applications  than  other  major 


fuels.  And  because  methane  molecules  are  the  same  regard- 
less of  the  source,  future  generations  can  have  exactly  the 
same  clean  fuel. 

All  sources  of  energy  will  play  an  important  role  in  meeting 
America's  future  energy  needs.  And  the  gas  industry  has  con- 
sistently recognized  that  each  should  make  its  biggest  contribu 
tion  in  the  jobs  it  does  best.  Oil,  for  instance,  is  essential  as  ouri 
primary  transportation  fuel;  electricity  for  lights,  motors,  indus- 
trial automation,  and  many  other  uses.  Gas  serves  over  55%  oil 
the  homes  in  America— and  provides  nearly  40%  of  the  energyi 
for  industry  and  agriculture.  And  coal,  of  which  we  have  such ; 
tremendous  supply,  can  and  must  be  used  to  a  far  greater 
extent,  and  gas  energy  can  greatly  enhance  its  use. 

As  we  move  to  develop  future  energy  sources,  the 
advantages  of  a  gas  system  become  increasingly  significant. 

The  facts  are  clear.  What  we  need  today  and 
tomorrow— clean,  efficient  economical 
energy— the  gas  system  delivers.  The  Gas 
Option  is  one  we  cannot  afford  to  ignore. 


Gas:  The  future  belongs  to  the  efficient, 

For  more  information,  write  to  American  Gas  Association,  Dept  30-  DO.  1515  Wilson  Blvd  .  Arlington.  Va.  22209  s  A  G  A  1981 


TheForbes/Wilshire  5000  Review 


12-month  Will  hire  close-up 


1750- 


!  Market  Value  of  Wilshire  5000: 
:  $1,133.9  billion  as  of  3/5/82 


1500- 


-  Wilshire  5000  equity  index 
!  Trie  total  price  of  all  stocks  for 
■  which  daily  quotations  are 
'  available,  weighted  by  market  value. 


1250. 





12-month  Dow  Jones  close-up 


Dow  Jones  industial  average 

The  total  price  of  30  blue-chip  industrial 

stocks,  adjusted  to  reflect  splits. 


•<^j*  Percent  change  in  last  two  weeks 
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Encore  for  a  bad  act.  Once  again,  investors  had  little 
(reason  to  give  the  market  a  standing  ovation.  This  time 
jthe  show  got  worse  rather  than  better:  Both  the  Dow  and 
the  Wilshire  fell  to  22-month  lows.  When  the  Wilshire — 
;with  more  than  5,000  securities — joins  in  chorus  with  the 
'Dow,  the  audience  knows  for  sure  that  the  decline  in 
(equities  is  broadly  based.  The  Wilshire  indicates  that  the 
: market  lost  3.7%  over  the  last  two  weeks  and  7.1%  over 
the  last  four.  The  four- week  drop  also  represents  a  loss  of 
iDver  $71  billion  in  capitalization. 

Once  more  the  weakest  member  of  the  cast  of  market 
indicators  was  the  Amex.  Motorists  may  be  giving  rave 


reviews  to  lower  prices  at  the  gas  pumps,  but  anything  that 
bears  the  slightest  relation  to  the  energy  business  has  been 
booed  off  the  stage.  The  Amex  is  behind  a  hefty  25.5% 
over  the  last  year. 

At  some  point,  of  course,  Wall  Street  will  get  its  show 
back  on  the  road.  The  big  question  is  when.  In  recent  days 
the  Dow  has  fallen  through  800,  a  mark  identified  as  a 
resistance  level  by  some  experts.  With  that  barrier 
breached,  pessimists  are  now  talking  of  a  bottom  at  750  or 
below.  But  if  the  economy  doesn't  sink  much  lower,  an 
early  spring  rally  could  produce  major  box  office.  Already, 
suave  bargain  hunters  are  dancing  in  the  aisles. 


Close-up  On  The  Equity  Markets 


Performance  of  fire  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  (ones 
industrials 

NYSE 
Composite 

AMEX  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-7.1 

-5.1 

-6.9 

-12.2 

-7.6 

in  last  52  weeks 

-15.8 

-16.3 

-15.2 

-25.5 

-13.0 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility* 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-9.9 

-0.2 

-13.6 

-7.1 

-0.7 

-7.6 

-10.3 

-2.2 

-7.3 

-9.6 

in  last  52  weeks 

-13.1 

8.5 

-26.3 

-5.1 

5.9 

-5.4 

-12.5 

0.7 

-12.5 

-2.3 

'A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations:  low-volatility  issues  are  more  stable. 
A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Vote:  All  data  for  periods  ending  3/5/82.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 


Where  The  Aetion  Is 

Wheels  of  hope?  Six  out  of  nine  sectors  show  two-week    selective  movement  of  two  large  capitalization  stocks, 
declines.  The  energy  stocks  in  particular  were  again  bat-    Ford  and  General  Motors,  that  got  this  sector  rolling.  Ford 
tered  badly,  losing  almost  10%  of  their  market  value.  On    was  up  20%  and  GM  up  16%.  It  appears  that  some  inves- 
the  other  side  of  the  coin,  the  favorable  prospect  of  lower    tors  feel  that  Detroit  is  about  to  turn  the  comer  on  its 
fuel  costs  helped  utility  issues  to  show  a  modest  2.1%    protracted  slump.  Among  other  big  consumer-durable 
gain.  Consumer  durables,  however,  made  the  biggest  up-    companies,  Uniroyal,  with  a  23%  jump,  registered  the 
side  move.                                                                third-largest  advance.  If  the  early  birds  are  correct,  many 
A  look  behind  the  numbers  shows  that  it  was  the    auto-related  issues  could  soon  be  off  to  the  races. 

Percent  change  in  last  52  week*                        Percent  change  in  laat  two  weeka 

Capital  goods 

Consumer  durables 

Consumer  nondurables  and  services 

+50 

+50 

+50 

+25 

+25 

+25 

J 

-25  ^ 

1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1 

i  1 1 1 1 1 1 1 1 M 1 1 1 1 1 1 M  i 

1 1 1 1 1 1  1 1 1 1 1 1 1 1 1 1 1 

'81                     1  '82 

'81                  T  "82 

81                     1  '82 

Energy 

Finance 

Raw  materials 

+50 

+50 

+  50 

+25 

+25 

+25 

\ 

 HI  1, 1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  i  1  1  1 

1  1  l  1  1  1  1  1  1  1  1  1  1  1  I  |  1  |  II 

1 1 1 1 1 1 1 1 1 M 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 

'81                     1  '82 

'81                  T  '82 

'81                      1  '82 

Technology 

Transportation 

Utilities 

+50 

+50 

+50 

+25 

+25 

+25 

0 

-25  ,^^7 

L      LJ 11  1  1  1  1  1  II  1  1  1  1  1  l  1  1  i  1  1  1  1  1  I  l 

1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  II  1  1  i  |  1  1  1  1  1  , 

1 1 1  i  i i i i  1 1  i  i  i  i  i ii 1 1 i i  1 1 1  1 1  y 

'81                     1  '82 

•81                  1  '82 

"81                     1  '82 

Note:  All  data  for  periods  ending  3/5/82.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 

The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE  March  5.  1982 


$200,000,000 


Union  Pacific  Corporation 


6%  Notes  Due  1992 


Price  57.42% 

plus  accrued  interest,  if  any.  from  March  1  1.  1982 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 


The  First  Boston  Corporation 
Morgan  Stanley  &  Co.  Goldman,  Sachs  &  Co. 

Incorporated 

Merrill  Lynch  White  Weld  Capital  Markets  Croup  Salomon  Brothers  Inc 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Bache  Halsey  Stuart  Shields  Bear,  Stearns  &  Co.  Blyth  Eastman  Paine  Webber  Dillon,  Read  &  Co.  Inc. 

Incorporated  Incorporated 

Donaldson,  Lufkin  &  Jenrette  Drexel  Burnham  Lambert  E.  F.  Hutton  &  Company  Inc. 

Securities  Corporation  Incorporated 

Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co.  Lehman  Brothers  Kuhn  Loeb 

Incorporated  Incorporated 

L.F.  Rothschild,  Unterberg, To wbin  Shearson/American  Express  Inc.  Smith  Barney,  Harris  Upham&  Co. 

Incorporated 


Warburg  Paribas  Becker  Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 

A.  G.  Becker 

Prescott,  Ball  &  Turben  Thomson  Mckinnon  Securities  Inc. 


Our  competition  presented  one  picture 
of  the  Vietnam  veteran. 
We  presented  another. 
His  own. 


In  an  extraordinary  cover  story  that  took  six  months 
to  complete,  Newsweek  tracked  down  48  surviving  veters 
of  a  single  combat  unit. 

We  listened  as,  11  years  later,  they  talked  about  the 
war  and  its  aftermath. 

It  is  a  remarkable  first-hand  narrative  of  horror, 
bitterness,  and  shame:  an  account  of  experiences  they  caj 
never  forget. 

Written  in  a  way  Newsweek  readers  could  never  ford 


We  don't  fit  the  mold. 
We  break  it. 


Newsweek 


Statistical  Spotlight 


Do  you  like  stocks  that  sell  under  $5  a 
share?  They  aren't  all  traded  in  Denver. 
These  days  there  s  plenty  of  budget  mer- 
chandise on  the  Big  Board. 


One  kind  of  cheap 


Is  a  Cadillac  parked  with  these  clunkers? 


The  35  Big  Board  stocks  on  this 
list  sell  for  under  $5  a  share.  Each 


company  is  profitable,  and  most 
are  trading  near  their  annual  lows. 


Book 

Recent 

52- week 

Latest  12-month 

Company/principal  business 

price 

price  range 

EPS 

P/E 

per  share 

Adams  Drug/drugstores 

4*2 

63/4-4 

$0.81 

6 

$7.90 

American  Agronomics/agriculture 

4*8 

8% -2% 

VJ.  1 H 

1.47 

Arlen  Realty  &  Dev/real  estate 

1*4 

3  -1*8 

0.49 

3 

d 

Ati'inrii'  1W  Ptrnnnl  i  t  a  n /r& ol  pct-itp 
\  1 1 1 j  1 1 1 1 iTlclIUUUIlltlll/ ICdl  taldlt 

1  /8 

3  1 
o     — 1 

0.11 

10 

1  Al 

Basic  Resources  NY/energy 

4% 

8  -37s 

0.48 

9 

2.14 

Benguet  Corp/gold 

3% 

9  -3% 

0.78 

5 

8.04 

Christiana  Cos/real  estate 

4% 

15-'/8-4% 

0.34 

14 

8.93 

Contl  Copper  &  Steel/steel 

5 

7*2-4*2 

0.20 

25 

12.39 

Cook  United/retail 

2% 

10%-2% 

0.11 

24 

10.35 

DMG/real  estate 

3V8 

6%-27/s 

0.11 

28 

5.39 

Elect  Mem  &  Mag/comp  equip 

3'/8 

6*8-2% 

0.08 

39 

3.07 

First  City  Properties/real  estate 

'4 

57/8-3% 

0.67 

6 

7.49 

Fotomat/retail 

4Vh 

9%-4»/8 

0.21 

20 

4.95 

GF  Business  Equip/office  equip 

4% 

7»/2-3% 

0.30 

16 

16.42 

Genesco/apparel 

4% 

11*8-4% 

0.60 

8 

0.49 

Growth  Realty  Cos/REIT 

2% 

5*2-2% 

0.08 

30 

7.49 

IPCO  Corp/health  care  prods 

4*4 

6%^ 

0.47 

9 

8.07 

Jewelcor/jewelry 

4 

6%^% 

0.92 

4 

12.73 

KDI  Corp/recreation 

4 

5%-3*4 

0.61 

7 

2.40 

Lehigh  Valley  Inds/textiles 

1% 

214-1 

0.22 

5 

d 

Northgate  Exploration/metals 

3% 

9%^3% 

0.04 

NM 

7.62 

NVF/steel 

2% 

4*2-2*2 

0.33 

8 

3.16 

Pueblo  Intl/grocery  stores 

3*2 

0.64 

5 

7.56 

Puerto  Rican  Cement/cement 

3'/4 

6»/i-3 

0.35 

9 

13.65 

Pyro  Energy/energy 

45/s 

77s-AVl 

0.16 

29 

d 

Saxon  Inds/office  equip 

4*4 

7%-4 

0.42 

10 

17.68 

Scot  Lad  Foods/groceries 

4% 

7%^7/s 

0.99 

4 

8.41 

Steego/auto  equipment 

3 

5%-3 

0.34 

9 

5.67 

Sunstates/real  estate 

5 

8*4-4*4 

0.34 

15 

9.11 

Texfi  Inds/apparel 

53/4-23/4 

0.16 

20 

4.53 

Thackery  Corp/REIT 

2 

3*4-1% 

0.21 

17 

5.58 

Tri-South  Investments/real  estate 

3*2 

4*4-23/4 

0.86 

5 

7.48 

Union  Corp/multicompany 

4*2 

9'/4^'/8 

0.48 

19 

7.39 

United  Park  City  Mines/mining 

2*4 

4%-2*8 

0.06 

NM 

3.32 

Wean  United/machinery 

4% 

6%-4*4 

0.77 

9 

15.57 

fi<  it.    NM:  Not  meaningful. 


Source  Wilshire  Associates;  Standard  &  Poor  's 


By  Steve  Kichen 


Lots  of  investors  like  to  buy 
.  cheap  stocks.  Not  necessarily 
I  cheap  in  Ben  Graham  terms — 
based  on  low  P/E  multiples  or  high 
book  value  ratios — but  cheap  purely 
and  simply  in  price.  How  often  have 
you  heard  someone  say,  "I'm  looking 
for  a  good  $5  stock"? 

This  may  not  be  the  most  logical 
way  to  invest,  but  these  days  at  least 
it  doesn't  require  loading  up  on  pen- 
ny-a-share  mining  outfits.  Among  the 
more  than  2,200  Big  Board  securities, 
there  are  over  80  common  stock  is- 
sues that  sell  for  $5  or  less.  Earnings 
disasters  have  pushed  most  of  these 
companies  to  fire-sale  levels — includ- 
ing AM  International,  Braniff, 
Chrysler  and  Pan  Am.  But  there  are 
still  almost  three  dozen  profitable 
NYSE  companies  currently  selling  at 
poor  folks'  prices. 

Of  course,  some  of  these  stocks  are 
on  the  discount  table  because  of  fun- 
damental financial  difficulties,  and  a 
few  of  the  companies  on  our  list  are 
only  barely  profitable.  Still,  many  sec- 
tors of  American  industry  are  well- 
represented  among  our  35  companies. 

All  of  our  cheapies  may  not  b£  the 
healthiest  firms  on  the  block,  but 
some  do  seem  to  have  traits  that  will 
make  them  survive,  perhaps  even 
thrive.  A  few  of  the  stocks  on  our  list 
are  also  cheap  based  on  more  conven- 
tional criteria.  One  quarter  of  the 
companies  sell  at  an  earnings  multiple 
of  6  or  less. 

Among  the  more  beguiling  bargains 
is  Scot  Lad  Foods.  It  has  a  P/E  of  4  and 
also  sells  at  almost  half  of  book  value. 
Saxon  Industries,  another  double-bar- 
reled sale  item,  is  available  for  $4.25  a 
share  and  less  than  25%  of  book.  A 
few  of  the  crop  even  offer  relatively 
safe  dividends.  Benguet,  for  example, 
currently  sports  a  7.5%  yield  and 
IPCO  a  4.7%  yield. 

What's  more,  within  the  last  52 
weeks  most  of  these  stocks  sold  at 
considerably  higher  prices.  Christiana 
Cos.  is  down  70%  from  its  peak  of 
153/8  and  Genesco  is  down  56%.  Yes, 
there's  risk — but  there's  also  lots  of 
leverage.  Excluding  commissions,  for 
example,  $1,125  will  buy  you  1,000 
shares  of  Lehigh  Valley  Industries.  If 
the  stock  goes  up  %  of  a  point,  you 
earn  78%  on  your  money. 

As  those  numbers  sink  in,  however, 
remember  this:  Setting  out  to  find  a 
good  $5  stock  is  like  shopping  for  a 
red  car.  There  are  likely  to  be  both 
Cadillacs  and  clunkers  on  the  lot.  ■ 
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WE 
TAKE 
YOU 
TO 
THE 

HEIGHTS 

OF 
THE 

GAME! 


It's  the  NCAA  Champion- 
ships—the climax  of  the  whole 
basketball  season  from 
CBS  Radio  Sports.  Hear 
Curt  Gowdy,  Jim  Kelly  and 
Cawood  Ledford  with  every 
exciting  play-by-play  minute 
live  wherever  you  go,  direct 
from  The  Superdome,  New 
Orleans,  Louisiana. 

NCAA  NATIONAL 
CHAMPIONSHIP 
SEMI-FINALS  (two  games) 
SATURDAY,  MARCH  27 

3:20  PM  Eastern  time 

NCAA  NATIONAL 
CHAMPIONSHIP 
MONDAY,  MARCH  29 

.55  PM  Eastern  time 


BS  RADIO 
ETWORK 


Consult  local  listings  for  time  and  station  in  your  area- 


W  HOST & 
iSOCIATES 


Max  Heine  made  money  on  bankrupt  rail- 
roads in  the  Forties.  And  again  in  the 
Seventies.  But  today  he's  playing  takeovers 
instead  of  troubled  companies. 

"Getting  a  dollar 
for  50  cents" 


The  Money  Men 


Mutual  Shares  Corp.  President  Max  Heine 

Investing  in  people  .  .  .  and  the  Erie  3  J/ss  of 2000. 


By  Richard  Phalon 

Max  Heine,  the  72-year-old 
president  of  Mutual  Shares 
Corp.,  has  not  put  together 
one  of  the  best  records  in  the  mutual 
fund  business  by  stocking  up  on  the 
Nifty  Fifty  and  waiting  for  things  to 
happen.  He  is  an  activist. 

In  the  last  couple  of  months,  for 
example,  Mutual  Shares  has  been  in 
the  thick  of  the  arbitrage  crowd  in 
takeovers  as  diverse  as  Marathon,  Su- 
pron  Energy,  MGIC  and  Delta  Queen 
Steamboat.  There  is  more  good  news 
to  come  in  the  big  premium  buyouts 
shaping  up  for  at  least  five  other 
stocks  in  Heine's  $135  million  portfo- 
lio, including  Areata  Corp.,  American 
Fletcher  International  and  Mallin- 
crodt  Chemical. 

Heine  has  a  good  nose  for  take- 
overs, all  part  of  a  highly  individual 
style  that  helps  to  explain  why  over 
the  years  Mutual  Shares  has  tended  to 
perform  better  than  most  funds  even 
in  down  markets  like  this  one.  Though 
Heine  pursues  them  more  aggressively 
than  most  fund  managers,  takeovers 
are  just  one  element  in  his  highly 
eclectic  mix.  He  has  been  extremely 
successful  in  sniffing  out  the  truffles  in 
railroad  defaults  like  the  Penn  Central, 
reorganizations  like  the  old  Equity 
Funding  Corp.,  and  liquidations  like 
San  Juan  Racing  Association. 

These  offbeat  categories  make  up 
about  13%  of  Mutual  Shares'  portfo- 
lio. Most  of  the  balance  is  tucked 
away  in  a  collection  of  stocks  that 
includes  such  esoteric  items  as  Na- 
tional Presto  Industries,  a  producer  of 
pressure  cookers  and  other 
housewares,  and  Keuffel  &  Esser,  an 
old-line  manufacturer  of  drafting 
equipment.  There  is  one  unifying  ele- 
ment. Almost  all  of  it — defaulted 
bonds,  preferreds  like  the  Penn  Cen- 
tral $5.27  convertibles  and  common 
stocks — has  been  bought  at  deep  dis- 
count. "Max'  strategy,"  says  an  ad- 
miring associate,  "is  to  buy  a  dollar 
for  50  cents." 

It  is  a  strategy  that  has  worked  ad- 
mirably. Between  1976  and  last  year, 
Mutual  Shares'  net  asset  value  rose  to 
a  peak  of  $49.62  a  share,  not  including 
a  total  of  $19.73  distributed  in  the 
shape  of  dividends  and  capital  gains. 

Results  like  that  don't  come  with- 
out risk.  There  are  no  guarantees  in 
the  troubled  waters  Heine  likes  to 
fish.  Portfolio  turnover  at  Mutual 
Shares  and  Mutual  Qualified  Income, 
the  short-term  gain-oriented  clone 
Heine  established  a  little  less  than  18 
months  ago,  is  higher  than  most. 
Heine,  though,  who  gravitated  to  Wall 
Street  after  emigrating  from  Germany 
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in  1934,  is  no  gambler.  Even  his  arbi- 
trage plays  are  less  speculative  than 
they  seem. 

Heine  didn't  move  into  Supron,  for 
example,  until  the  terms  of  the  take- 
over were  out  in  the  open.  He  bought 
at  33%,  knowing  he  had  a  better  than 
90%  chance  of  tendering  the  stock  at 
35.  The  spread  between  those  prices 
meant  that  Mutual  Shares  netted 
more  than  if  Heine  had  put  an  equiv- 
alent amount  of  cash  in  a  certificate  of 
deposit.  "You  have  to  look  at  the  total 
concept,"  says  Heine.  "If  you  buy 
cheap  enough  and  you  get  value,  you'll 
almost  always  come  out  right." 

Heine  certainly  proved  that  thesis 
in  Penn  Central.  He  got  into  the  road 
with  10-  and  15-cent  dollars  in  mid- 
1974,  when  most  of  The  Street  had 
given  it  up  for  dead.  Bonds  he  bought 
for  as  little  as  $180  apiece  produced  a 
mix  of  almost  $800  in  reorganization 
securities  that  in  turn  multiplied 
many  times  in  market  value  as  the 
Penn  Central  worked  its  way  out.  Mu- 
tual Shares  has  taken  a  total  of  $4.4 
million  in  capital  gains  out  of  some  of 
its  Central  holdings  in  the  last  two 
years.  It  still  owns  better  than  $8  mil- 
lion worth  of  preferred  and  common. 

That  score  is  no  accident.  Tough- 
minded  research  unearthed  similar 
value  in  the  defaulted  bonds  of  the 
Boston  &.  Maine  and  the  Reading, 
among  other  roads.  Mutual  Shares 
also  owns  chunks  of  such  other  de- 
funct carriers  as  the  Erie;  the  Chicago, 
Milwaukee,  St.  Paul;  and  the  Lehigh 
Valley.  On  the  books  at  a  cost  of  $2.9 
million,  they  carry  a  market  value  of 
about  $7.6  million. 

Heine  brought  a  rare  perspective  to 
the  railroads  in  the  Sixties  and  Seven- 
ties. He  had  been  through  it  all  in  the 
Thirties  and  Forties.  One  of  the  first 
brokers  Heine  went  to  work  for  was 
something  of  a  crapshooter.  "His 
judgment  went  partially  this  way," 
the  Mutual  Shares  president  recalls. 
"  'If  you  have  a  hunch  and  the  next 
three  ticks  on  the  tape  confirm  it, 
then  you  should  buy.'  I  didn't  like  that 
so  much,"  laughs  the  trim,  energetic 
Heine,  running  a  hand  through  his  full 
head  of  white  hair. 

Left  pretty  much  to  run  the  busi- 
ness on  his  own,  Heine  found  that 
prime  railroad  bonds  going  for  10 
cents  on  the  dollar  were  a  lot  more  to 
his  liking  than  hunches.  "The  Erie 
and  Seaboard  were  so  broke,  they 
were  practically  giving  the  bonds 
away,"  says  Heine.  As  the  economy 
turned  out  of  the  Depression  and 
moved  on  to  a  war  footing,  earnings 
began  to  flow  back  into  the  roads,  and 
the  bonds  began  to  move.  "I  always 
stuck  to  the  senior  bonds — never  the 


juniors — and  so  we  came  out  well," 
recalls  Heine.  So  well,  in  fact,  that 
Heine  was  among  the  few  people  on 
The  Street  with  the  skills  and  per- 
spective to  repeat  the  ploy  all  over 
again  in  the  Seventies. 

Are  there  parallels  with  the  Thirties 
to  be  found  in  the  deep  troubles  of  big 
corporations  like  Chrysler  and  Inter- 
national .  Harvester?  Heine  doesn't 
think  so.  "Bankruptcies  were  the  rule 
then,"  he  says.  "Today  they  are  the 
exception."  In  any  event,  Heine 
doesn't  see  any  big  investment  oppor- 
tunities yet,  despite  the  bankruptcy 
level  to  which  some  corporate  bonds 
have  fallen.  "Why  take  the  risk  of 
buying  International  Harvester  at 
21%,"  he  asks,  "when  you  can  buy 
governments  at  15%?  Once  they  go 
broke,  then  you  can  see  what  exists." 

Heine  does  not  like  to  fly  blind.  He 
will  not  make  a  move  on  a  corporate 
restructuring  without  a  detailed  study 
of  the  reorganization  in  hand.  He 
made  a  lot  of  money  out  of  Equity 
Funding's  reemergence  as  Orion  Cap- 
ital, for  instance,  and  is  also  cashing 
in  on  the  liquidation  of  UV  Industries. 

Heine  concedes,  though,  that  he 
finds  such  situations  a  lot  more  diffi- 
cult to  analyze  than  the  rails.  He  calls 
the  $3  million  he  put  into  Food  Fair 
Stores  senior  debt  a  "mistake,"  even 
though  no  one  else  managed  to  fore- 


see how  the  shape  of  the  original  reor 
ganization  plan  would  be  altered  so 
drastically  in  the  customary  give-and 
take  between  the  different  classes  ol 
creditors.  In  the  end,  Mutual  Shares 
will  probably  show  a  small  profit,  but 
not  fast  enough  to  suit  Heine.  "You 
never  know  quite  where  you're  going 
with  these  things,"  he  says. 

Where  does  Mutual  Shares  go  from) 
here?  Could  it  flourish  without  Heine 
and  the  stamp  of  his  truly  individual! 
investment  style?  Can  skills  that  have) 
been  honed  by  almost  a  half-century 
of  experience  be  handed  on?  Heine! 
thinks  so.  Who  is  his  successor?  "Mij 
chad,"  he  says,  nodding  in  the  direc* 
tion  of  Michael  Price,  the  30-year-old 
University  of  Oklahoma  graduate! 
who  is  Heine's  deputy  and  a  vice 
president  of  the  fund. 

Price,  quick  and  articulate,  has  been) 
working  with  Heine  for  the  better! 
part  of  eight  years  now,  "looking  fori 
new  things  to  trade  in — mergers,  reor- 
ganizations, whatever."  Simulta- 
neously juggling  telephone  conversa-< 
tions  with  a  floor  broker  and  a  lawyer] 
in  Little  Rock,  Price  describes  his 
boss  as  "a  terrific  guy  and  a  superb 
teacher."  His  self-confidence  suggests 
Heine  has  learned  that  investing  ira 
people  is  every  bit  as  important  as 
sniffing  out  hidden  values  in  the  Eriel 
3'/8Sof2000.  ■ 


The  Funds 


Not  all  money  fund  managers  are  the 
same,  and  Frank  Rachwalski  is  one  of  the 
best.  Here's  how  he  does  it. 


Very  lucky . . . 
or  very  good? 


By  Jeff  Blyskal 


F|  rank  Rachwalski  has  the  con- 
tented smile  of  a  man  who  en- 
joys his  craft.  It  is  8  a.m.  one 
Thursday  in  Chicago,  and  the  36-year- 
old  portfolio  manager  of  Kemper  Fi- 
nancial Services'  four  money  market 
funds  is  absorbing  the  summaries  of 
economic    newsletters    that  crawl 


across  his  blue  videotext  screen.  Sever- 
al minutes  later  he  is  on  the  phone  to  a 
broker.  "Let's  see  if  we  can  roll  that 
repo  over  again,"  he  says  casually.  Sec- 
onds later,  Kemper  has  reinvested  $32 
million  worth  of  repurchase  agree- 
ments overnight  at  12'/4%. 

Don't  be  fooled,  however,  by  the 
confident  manner  or  the  calm  visage. 
And  forget  the  idea  that  running  a] 
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! money  fund  is  a  boring  business.  Be- 
ifore  lunchtime,  Rachwalski  will  in- 
tvest  some  $300  million.  This  year, 
iwith  the  $7  billion  in  his  portfolios 
jtuming  over  every  32  days,  he  will 
handle  nearly  $80  billion — more  than 
the  combined  profits  of  most  of  the 
[largest  companies  on  the  Forbes  500 
[list.  Welcome  to  dullsville. 

Last  year  money  fund  yields  aver- 
aged 16.8%,  but  Rachwalski  did  far 
better.  Of  the  196  funds  surveyed  by 
William  Donoghue's  rating  service, 
Rachwalski's  $3.2  billion  Kemper 
Money  Market  Fund  and  his  $3.7  bil- 
[lion  Cash  Equivalent  Fund  were  tied 
[for  third  place  with  yields  of  17.7%. 
That  showing  was  no  quirk.  Rach- 
jwalski  is  also  among  the  best  in  three- 
land  five-year  money  performance,  as 

i charted  by  Lipper  Analytical  Services. 
In  a  business  that  is  growing  ever 
hiore  competitive,  Kemper  keeps  its 
yields  up  in  part  because  of  an  aggres- 
sive investment  strategy.  Like  most 
[money  fund  managers,  Rachwalski 
buys  commercial  paper  of  Sears,  Roe- 
jbuck  Acceptance  Corp.  and  General 
Motors  Acceptance  Corp.  But  unlike 
rnany  of  his  counterparts,  Rachwalski 
pas  his  own  14-person  research  staff, 
end  he  keeps  a  rating  list  of  roughly 
E00  companies  with  securities  that  fit 
his  risk  eligibility  criteria. 

Rachwalski,  for  example,  thinks 
;ommercial  paper  from  RCA  is  now 
in  excellent  buy,  even  though 
VIoody's  and  Standard  &  Poor's  give  it 
less  than  top-tier  marks.  "The  public 
rating  services  look  long  term,"  he 
bxplains.  "For  our  purposes,  RCA  has 
plenty  of  financial  strength."  The 
same  goes  for  West  Point-Pepperell, 
Goodyear  Tire  and  Commonwealth 
pdison.  By  buying  their  30-to-90-day 
jbligations,  however,  Rachwalski  can 
;arn  yields  50  basis  points  higher  than 
dhose  on  better-rated  paper. 
:  In  addition,  Rachwalski  is  willing 
:o  invest  in  Eurodollar  certificates  of 
ieposit — something  more  conserva- 
tive money  funds  like  the  Capital 
Reservation  Fund  and  the  American 
General  Reserve  Fund  do  not.  These 
)bligations  currently  carry  higher 
ates  because  the  offshore  branches  of 
U.S.  banks  that  issue  them  are  not 
subject  to  the  same  reserve  require- 
nents  as  their  domestic  parents. 
''There  is  a  remote  risk  that  exchange 
:ontrols  could  be  imposed  on  the  free 
low  of  dollars,"  admits  Rachwalski. 
'But  we  deal  only  with  London 
iranches,  and  the  U.K.  is  politically 
stable.  For  controls  to  be  imposed,  you 
would  need  a  virtual  collapse  of  the 
Western  economy." 

Currently,  Kemper  has  30%  to  35% 
)f  its  assets  in  Eurodollars,  which 


marble  floors.  We  don't." 


yield  25  to  35  basis  points  more  than 
equivalent  domestic  assets. 

Despite  these  venturesome  ways, 
however,  Rachwalski's  stellar  yields 
aren't  entirely  due  to  unusual  risk- 
taking.  Competitors  like  Fidelity 
Cash  Reserves  consistently  have 
more  aggressive  portfolios.  His  real 
strength  is  timing. 

The  objective  of  managing  money 
funds  is  simple.  When  interest  rates 
are  rising,  keep  maturities  short  so 
money  is  free  tomorrow  or  next  week 
to  catch  the  higher  returns.  When 
rates  are  sinking,  lock  in  longer-term 
holdings,  up  to  90  days.  "For  a  portfo- 
lio manager  to  anticipate  these  moves 
in  today's  volatile  market,  he's  either 
very  lucky  or  very  good,"  says  Lisa 
Sheeran,  editor  of  Donoghue's  Money- 
letter.  "Rachwalski  is  very  good." 

How  does  he  do  it:  After  checking 
current  maturities  and  his  bank  bal- 
ance— some  $2  million  to  $5  million 
in  new  net  deposits  comes  in  each 
day,  while  the  average  customer 
writes  only  three  to  six  checks  a 
year — Rachwalski  sizes  up  the  mar- 
ket. The  Telerate  video  data  service 
keeps  him  in  touch  with  the  going 
rates,  and  he  also  talks  throughout  the 
day  with  dealers  and  economists  spe- 
cializing in  short-range  forecasts. 

At  9  a.m.  Rachwalski,  trader  John 
Stuebe  and  Vice  President  William 
Buecking  meet  for  a  ten-minute  strat- 
egy session.  Kemper's  90-day  forecast 


calls  for  a  decline  in  rates  as  tax  re- 
funds flow  from  the  Treasury  back 
into  the  banking  system.  But  today 
tax  payments  are  still  increasing  Trea- 
sury reserves  and  draining  money 
from  the  banking  system.  Rachwalski 
thinks  the  13%  federal  funds  rate  is 
artificially  low.  The  three  decide  to 
bet  that  the  rate  will  move  up  another 
percentage  point  by  Monday.  That 
should  boost  rates  for  Eurodollar  CDs. 
Rachwalski  has  been  rolling  over  siz- 
able sums  of  money  in  short  maturi- 
ties, so  plenty  of  cash — some  $360 
million — will  be  available  after  the 
weekend.  Then  he  will  try  to  catch 
the  peak  in  90-day  Eurodollar  rates. 

But  there  is  a  last-minute  hedge: 
"There's  a  greater  risk  the  rates  can 
go  down  than  up,"  says  Buecking. 
"Let's  get  half  the  $360  million 
bought  today  in  case  we're  wrong." 
Rachwalski  agrees,  and  he  is  soon 
buying.  "I  hear  you've  got  25  Manny 
Hannys  and  35  Continentals,"  he  says 
to  the  trader  from  Discount  Corp.  of 
N.Y.  Actually,  $40  million  in  Eurodol- 
lar CDs  from  Continental  Illinois  are 
available  along  with  another  $85  mil- 
lion from  Manufacturers  Hanover,  all 
at  14.4%.  Rachwalski  snaps  them  up. 

By  Monday  the  federal  funds  rate 
does  rise,  pushing  up  the  Eurodollar 
CD  rate  20  basis  points — less  than 
expected.  Still,  Rachwalski  has  no  re- 
grets about  hedging:  "We  have  to  al- 
ways assume  our  forecasts  are  wrong. 
You  don't  want  to  be  too  far  out  on  a 
limb,  so  you  can  get  back  to  the  tree." 

Risk-taking  like  that  is  all  in  a  day's 
work  for  Rachwalski,  who  came  to 
Kemper  nine  years  ago  from  North 
American  Life.  His  rise  has  been  rap- 
id, in  part  because  he  moved  into  a 
business  that  is  booming.  Kemper 
now  has  500,000  money  fund  custom- 
ers and  earns  some  $10  million  annu- 
ally in  fees  from  the  business — which 
it  started  as  an  offshoot  of  its  conven- 
tional mutual  fund  operations  in  1974. 

But  good  times  won't  last  forever. 
Kemper  already  aims  to  keep  its  aver- 
age account  size  at  a  relatively  small 
$15,000.  That  limits  its  exposure  to 
larger,  more  sophisticated  depositors 
who  are  apt  to  leave  the  funds  for  the 
money  market  instruments  them- 
selves when  the  interest-rate  differen- 
tial is  appealing.  Commercial  bank 
deregulation  brings  the  threat  of  even 
stiffer  competition.  To  hold  custom- 
ers, Rachwalski  thinks  Kemper  and 
others  will  eventually  have  to  offer 
extra  services — such  as  tie-ins  with 
MasterCard.  Still,  he  thinks  low  oper- 
ating margins  at  the  funds  will  make 
them  hard  to  beat.  "The  banks  have 
chandeliers  and  marble  floors,"  he 
notes.  "We  don't."  ■ 
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This  announcement  nppeurs  as  a  matter  of  record  only.  The  Notes  were  not  registered  in  trie  L/nited  States.  Offers  and 
sales  of  the  Notes  in  the  United  Statf.'s  or  to  United  States  nationals  or  residents  were  not  made  as  part 
of  the  distribution  of  the  Notes  and  mi^ht  constitute  a  violation  of  United  States  Jaw  if 
made  within  90  days  after  the  completion  of  the  distribution  of  the  Notes. 

t/.S.  $400,000,000 

Sears  Overseas  Finance  N.  V. 

(a  wholly -owned  subsidiary  of  Sears,  Roebuck  and  Co.) 

Zero  Coupon  Guaranteed  Notes  Due  February  18, 1992 

Unconditionally  Guaranteed  by 

Sears,  Roebuck  and  Co. 


Dean  Witter  Reynolds  Overseas  Ltd.  Daiwa  Europe  Limited 

Algemene  Bank  Nederland  N.  V. 
Banque  Bruxelles  Lambert  S.A. 
Banque  Nationale  de  Paris 

Banque  de  Paris  et  des  Pays-Bas 

Goldman  Sachs  International  Corp. 
Kleinwort,  Benson  Limited 

Manufacturers  Hanover  Limited 

Union  Bank  of  Switzerland  (Securities)  Limited 
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MONEY  &  INVESTMENTS 


Whether  you  are  looking  for  long-term 
income  or  for  capital  gains,  don't  pass 
up  GNMA  pass-throughs. 

GINNIE 
LOOKS  GOOD 


By  Ben  Weberman 


First  Boston  Corp.  has  lately  been 
thinking  about  mortgage  pool  pass- 
through  certificates  backed  by  the 
Government  National  Mortgage  As- 
sociation. It  concludes  that  these 
are  quite  attractive  relative  to  other 
fixed-income  securities.  I  think 
First  Boston  is  right. 

The  Ginnie  Maes,  as  the  GNMA 
certificates  have  long  been  known, 
are  guaranteed  by  the  U.S.  govern- 
ment— against  credit  loss,  of  course, 
not  market  risk — and  are  yielding 
15%  to  16%,  compared  with  U.S. 
Treasury  note  and  bond  yields  of 
13.25%  to  13.5%. 

All  Ginnie  Mae  certificates  repre- 
sent part  ownership  in  a  pool  of 
mortgages.  Each  month  certificate 
holders  receive  a  proportionate 
share  of  the  interest  and  principal 
paid  by  the  mortgage  borrowers. 
Since  the  interest  rates  called  for  in 
the  underlying  mortgages — typical- 
ly 30-year  mortgages  guaranteed  by 
the  FHA  or  the  Veterans  Adminis- 
tration— have  soared  with  mortgage 
rates  in  general,  on  outstanding  cer- 
tificates prices  have  dropped  sharp- 
ly in  recent  years. 

Some  older  GNMA  certificates 
consist  of  pools  of,  say,  8'/2%  mort- 
gages. Since  the  mortgage  originator 
gets  Vi%  to  collect  the  monthly 
mortgage  payments  and  to  pass  on 
the  cash,  that  GNMA  would  be  an 
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8%  certificate.  In  today's  mortgage 
market,  not  many  folks  holding  an 
8V2%  mortgage  are  eager  to  pay  it 
off.  On  the  other  hand,  more  recent 
GNMA  certificates  carry  coupons  as 
high  as  16%.  If  and  when  mortgage 
rates  fall  sharply,  you  can  expect 
these  to  be  repaid  rapidly. 

In  that  light,  let's  examine  the 
advantages  of  three  separate  GNMA 
pass-through  certificates — one  car- 
rying a  9%  coupon,  another  11% 
and  the  third  15%. 

A  9%  GNMA  would  be  purchased 
by  an  investor  who  wishes  to  hold 
the  security  for  the  longest  possible 
time.  At  the  other  extreme,  a  15% 
GNMA  certificate  would  be  a  cinch 
to  self-destruct — prepay — if  housing 
mortgage  rates  fall  to  8%  or  even 
10%.  First  Boston,  therefore,  rec- 
ommends that  anyone  who  wants  a 
long-term  investment  should  con- 
sider the  9s.  Anyone  who  is  looking 
for  capital  gains  should  buy  GNMAs 
in  the  11%  to  13%  range.  But  stay 
away  from  the  higher-coupon  is- 
sues; their  life  is  limited  and  you 
will  get  back  your  cash  just  when 
reinvestment  interest  rates  are  low. 

In  the  past,  GNMA  certificates 
had  an  average  life  expectancy  of  12 
years.  A  9%  GNMA  selling  at  69 
would  yield  14.63%  on  that  assump- 
tion. But  according  to  Ken  Leech,  a 
First  Boston  vice  president,  the 
mortgage  principal  repayment  rate 
today  averages  more  like  15  to  18 
years.  On  that  slower  payoff  as- 
sumption, the  yield  would  be  more 
like  15.35%. 

Similarly,  an  11%  GNMA  certifi- 
cate is  priced  at  78  Vi  to  yield 
14.86%  on  the  12-year  life  expec- 
tancy, but  15.15%  on  the  longer  life 
expectancy.  If  the  underlying 
1 1 V2  %  FHA  mortgages  do  get  paid 
back  faster,  there  will  be  plenty  of 
capital  gain  for  the  investor — the 
difference  between  the  cost  of  78 V2 


and  principal  repayment  at  100. 

Keep  in  mind  one  big  difference 
between  GNMA  interest  and  U.S. 
Treasury  security  interest:  GNMAs 
are  subject  to  income  taxes  in  most 
states,  includmg  New  York.  U.S. 
Treasury  securities'  interest  is  not. 


Information,  please 

I  am  deeply  concerned  about  the 
quality  of  credit  in  the  municipal 
bond  market.  The  big  reason  is  the 
all  but  total  lack  of  disclosure  re- 
quirements applying  to  state  and  lo- 
cal bond  issues.  Investment  bank- 
ers— not  governments — are  liable 
for  statements  in  new-issue  offering 
circulars.  But  neither  bankers  nor 
issuers  have  any  subsequent  disclo- 
sure requirement.  Absent  plenty  of 
time  and  effort,  there  is  no  way  for 
the  typical  individual  to  keep 
abreast  of  developments  that  could 
affect  his  investments  in  the  tax- 
exempt  market. 

A  shocking  case  in  point  is  the 
recent  announcement  by  Moody's 
Investors  Service  that  it  was  sus- 
pending its  rating  on  about  $364 
million  of  outstanding  Utah  Hous- 
ing Finance  Agency  tax-exempt 
debt.  Moody's  mentioned  "irregu- 
larities and  losses  on  investment 
transactions."  In  fact,  as  subsequent 
checking  by  Forbes  made  clear,  the 
potential  losses  are  small.  (What  it 
amounts  to  is  that  the  agency's  for- 
mer finance  director  embezzled 
some  money  and  then  covered  up.) 
At  least  two  of  the  Utah  HFA  issues 
have  underlying  mortgages  that  are 
backed  by  federal  insurance  and 
others  by  private  insurance.  But  all 
that  most  investors  know — if  they 
know  that  much — is  that  Moody's 
suspended  its  ratings. 

The  shocking  thing  to  me  is  that 
this  happened  last  fall  and  that  the 
Utah  FIFA  knew  about  it  last  fall. 
"We  were  under  more  or  less  a  gag 
order  from  the  Salt  Lake  County 
Attorney's  office  not  to  release  in- 
formation," Rick  Burtenshaw,  ex- 
ecutive director  of  the  Utah  HFA, 
told  Forbes. 

But  how  about  the  investors  who 
were  buying  these  securities  over 
the  past  six  months,  ignorant  of  the 
fact  that  there  was  a  potential  prob- 
lem? Would  corporate  securities  reg- 
istered with  the  SEC  be  permitted 
to  trade  without  disclosing  a  major 
theft  from  the  company?  ■ 
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Stock  Comment 


MONEY  &  INVESTMENTS 


The  news  is  cheerless,  to  put  it  mildly,  but 
it  confirms  my  belief  that  this  is  the  time 
to  be  buying  stocks,  not  selling  them. 

ALL  THAT  GLOOM 


By  Heinz  H.  Biel 


Since  the  dawn  of  history,  money- 
lenders have  been  viewed  as  villains. 
Jesus  drove  them  out  of  the  temple; 
Shylock  insisted  on  his  pound  of 
flesh;  loan  sharks  are  known  for  their 
ruthless  collection  methods.  Lend- 
ing a  helping  hand  is  fine.  Lending 
money  is  despicable.  Why? 

I  have  never  been  able  to  under- 
stand this  mentality.  After  all,  no- 
body is  being  forced  to  borrow  mon- 
ey, and  if  you  can't  afford  to  pay  the 
price  for  using  someone  else's  sav- 
ings, you  just  have  to  forego  certain 
things.  Only  landlords  rival  the 
moneylenders  in  unpopularity. 

Yet,  strangely  enough,  our  own 
government  encourages  its  citizens 
to  go  into  hock.  It  has  done  so  for 
years  by  making  the  payment  of 
interest  tax  deductible,  obviously  at 
the  expense  of  all  other  taxpayers. 
Other  countries  don't  do  that.  Not 
only  do  we  actively  promote  profli- 
gacy by  making  even  the  interest  on 
consumer  loans  deductible,  we  also 
discourage  saving  by  taxing  the  in- 
come on  such  savings.  No  wonder 
our  capital  formation  is  abysmally 
low  and  grossly  inadequate  for  our 
vital  needs. 

Now  the  Federal  Reserve,  the 
moneylender  of  last  resort,  has  be- 
come the  villain.  Paul  Volcker,  the 
Fed's  chairman,  is  getting  it  in  the 
neck  for  keeping  interest  rates  so 
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high  that  the  residential  building, 
automobile  and  other  credit-sensi- 
tive industries  are  in  a  deep,  deep 
slump.  High  interest  rates  are  kill- 
ing us,  say  politicians,  labor  leaders 
and  businessmen  alike.  They  are  an 
obstacle  to  recovery.  Maybe  so,  but  I 
doubt  it. 

First  of  all,  how  high  is  high?  It  all 
depends  on  whether  you  are  on  the 
paying  side  or  at  the  receiving  end. 
Even  at  today's  rates,  the  cost  of 
borrowing  money  is  not  high  in 
"real"  terms,  i.e.,  after  allowing  for 
tax  deductibility  and  inflation, 
which  may  still  be  running  at  a  7% 
or  8%  rate  this  year.  The  cost  of 
interest  did  not  seem  to  deter  either 
Du  Pont  or  U.S.  Steel  from  making 
multibillion-dollaracquisitionswith 
borrowed  funds.  Until  the  Fed  finally 
came  to  grips  with  the  problem,  we 
experienced  an  explosive  expansion 
of  credit,  and  this  was  and  is  the  true 
cause  of  inflation,  which  has  ravaged 
this  country  for  years  and  impover- 
ished so  many  of  us. 

It  has  taken  the  lenders  of  money 
a  long  time  to  wise  up.  Investors  in 
long-term  bonds  paid  a  frightful 
penalty  before  they  learned  what  in- 
flation was  doing  to  them.  They 
have  had  enough  of  that  nonsense, 
which  just  about  busted  our  savings 
institutions.  Now  we,  the  taxpay- 
ers, have  to  foot  the  bill  for  the 
losses  incurred  by  granting  loans 
at  artificially  low  rates.  We  may 
yet  see  huge  losses  when  some 
really  large  corporations  go  belly 
up.  They  overleveraged  their  cap- 
ital structure,  and  now  they  are  in 
trouble.  Their  bank  creditors,  of 
course,  don't  want  this  to  happen, 
because  then  they  have  to  take 
the  writeoffs. 

Now,  for  the  first  time  in  many 
years,  the  investor  can  earn  a  mod- 
est "real"  return  on  his  money,  but 
there  is  a  hue  and  cry  that  the  poor 


borrower  is  being  gouged.  However, 
in  our  capitalistic  world  this  matter 
is  quite  simple:  If  you  can't  afford  to 
pay  the  price,  you  can't  afford  to 
make  that  investment  or  that  pur- 
chase. If  the  government  wants  to 
subsidize  housing,  the  family  farm 
or  the  small  businessman  for  socio- 
political reasons,  so  be  it.  But  don't 
tear  down  the  entire  interest  struc- 
ture, which  right  now  is  the  only 
way  that  has  a  chance  to  contain 
inflation.  If  we  should  attempt  to 
force  interest  rates  down,  the  inves- 
tor will  sell  his  bonds,  liquidate  his 
money  fund  deposits  and  crawl  back 
into  an  inflation-protected  shell. 
Once  again  he  will  put  the  emphasis 
on  tangible  assets,  gold  and  collecti- 
bles, and  prefer  Swiss  francs  to  the 
dollar.  When  that  happens,  credit 
will  become  scarce  and  interest 
rates  will  soar.  If  you  have  any 
doubts  about  this,  just  look  at  what 
happened  in  Mexico  during  the  past 
year.  Even  interest  rates  of  30%  and 
more  could  not  keep  the  pesos  at 
home  or  forestall  a  devaluation  of, 
so  far,  40%. 

What  we  need  to  rekindle  our 
economy  is  the  restoration  of  credi- 
bility in  a  sound  economic  policy. 
The  obstacle  is  not  the  present  level 
of  interest  rates,  but  a  federal  budget 
that  is  completely  out  of  control. 
The  President  claims  there  is  little 
that  can  be  done  about  it,  but  this  is 
not  true.  Close  every  tax  loophole  in 
sight,  defer  the  1982  income  tax 
cut,  "enhance"  revenues  with  high- 
er taxes  on  tobacco,  gasoline  and 
booze,  and  go  over  every  item  in  the 
budget,  including  defense,  with  a 
fine-tooth  comb.  It  won't  balance 
the  budget,  but  it  will  reduce  the 
deficit  to  a  level  where  confidence 
in  the  dollar  will  grow.  This  will  do 
more  to  increase  savings  and  to  re- 
duce the  cost  of  long-term  borrow- 
ing than  anything  the  supply-side 
economists  can  do. 

The  stock  market,  not  unexpect- 
edly, has  been  sliding  to  the  lowest 
level  in  nearly  two  years.  The  mood 
among  investors  is  as  glum  as  one 
usually  sees  near  the  end  of  a  bear 
market.  The  news  is  cheerless,  to 
put  it  mildly,  and  corporate  officers 
warn  you  in  advance  that  some 
first-quarter  earnings  will  be  horri- 
ble. All  of  this  confirms  my  belief 
that  now  is  the  time  to  be  buying 
stocks  rather  than  selling  them. 
They  are  cheap.  ■ 
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THE  HIGH  YIELD,  TAX 
EFERRED  PLAN  THAT 
EVER  LOCKS  YOU  IN. 

With  your  Individual 
stirement  Account  (IRA)  in  a 
Rowe  Price  no-load  fund,  you 
>.t  the  advantage  of  total  flexibi- 
y.  You  not  only  have  a  broad 
nge  of  mutual  funds  to  choose 
bm,  you're  free  to  transfer  your 
[A  investment  from  one  fund  to 
tother.  You'll  never  find  yourself 
eked  in. 

And  we  keep  you  advised  on 
iecial  developments  and  opportu- 
ties  spanning  our  entire  Family 
Funds. 

As  for  professional  manage- 
ent,  you  get  the  expertise  of 
Rowe  Price  Associates.  Our 


firm  manages  over  $6  billion  in 
mutual  fund  assets  and  serves  as 
investment  advisor  to  the  pension 
plans  of  many  large  corporations. 

For  all  these  reasons,  a 
T.  Rowe  Price  IRA  also  makes  the 
ideal  rollover  option.  If  you're 
getting  a  lump  sum  distribution 
from  your  pension  plan,  but  you're 
not  ready  to  retire... keep  those 
funds  tax  sheltered  and  working 
hard  in  an  IRA  from  T.  Rowe  Price. 

Get  complete  information  on 
Individual  Retirement  Account 
opportunities.  Call  toll  free  or 
mail  us  this  coupon  for  our  Prime 
Reserve  money  market  fund  pro- 
spectus and  brochure  regarding 
our  Family  of  Funds. 
Outside  Md:  1-800-638-5660. 


In  Maryland:  1-800-492-1976 
In  Baltimore:  547-2308 

For  more  complete  information,  including  manage- 
ment fee  and  other  charges  and  expenses,  obtain  a 
prospectus.  Read  it  carefully  before  you  invest  or  send 
money.  The  Prime  Reserve  Fund's  principal  is  not 
insured  and  its  yield  will  fluctuate  as  market  condi- 
tions change. 

!   T.  Rowe  Price 
Marketing,  Lie. 

No- Load  Funds. & 
j     Dept.  Lft  100  East  Pratt  Street,  Baltimore,  MD  21202 

Please  send  me  Prime  Reserve  and  Family  of 
j  Funds  literature: 

|  Name  

I  Address  

I  City 

j  State  Zip  


Market  Trends 


MONEY  &  INVESTMENTS 


The  smart  money  is  trading  bonds;  the 
innocent  amateurs  are  investing  in 
them.  The  amateurs  are  the  smart  ones. 

LIFE  IN  THE 
FAST  LANE 


By  Richard  B.  Hoey 


For  40  years,  institutional  investors 
in  America  pursued  a  buy-and-hold 
strategy  on  bonds,  starting  with  45- 
year  triple- A  Union  Pacific  2  Vis  of 
1991  issued  over  par  in  1946.  Now 
that  corporate  bond  yields  have 
reached  16%,  the  consensus  among 
institutional  investors  has  changed 
to  the  view  that  bonds  should  be 
traded  aggressively,  but  not  held  as  a 
permanent  investment. 

This  policy  shift  has  occurred  at 
exactly  the  wrong  time.  When  the 
conventional  wisdom  was  buy  and 
hold,  the  best  strategy  was  in-and- 
out  trading.  Now  that  the  conven- 
tional wisdom  is  in-and-out  trading, 
the  best  strategy  is  likely  to  be  to 
buy  bonds  and  hold  them  for  the 
next  five  years. 

My  conviction  is  strengthened  by 
the  fact  that  the  September  1981 
low  in  bond  prices  was  not  con- 
firmed by  a  new  low  in  my  bond/ 
gold  ratio.  This  is  a  ratio  of  the 
classic  disinflation  hedge  (bonds)  to 
the  classic  inflation  hedge  (gold). 
After  falling  97.5%  since  1946,  the 
bond/gold  ratio  has  been  rising  since 
its  January  1980  low,  when  the 
postwar  inflation  peaked  out. 

Bonds  are  trading  as  if  there  were 
no  tomorrow.  The  time  perspective 
of  most  accounts  active  in  the  bond 
market  today  seems  to  range  be- 
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tween  five  minutes  and  five  weeks. 

Financial  futures  have  contribut- 
ed to  this  nervous  market.  With  fi- 
nancial futures,  leverage  is  about  20 
to  1.  That  means  you  can  lose  all  of 
your  equity  or  double  your  equity  on 
a  mere  5%  move  in  bond  prices. 
Last  year's  changes  in  the  tax  law 
mean  that  profits  from  speculating 
in  bond  futures  are  taxed  at  a  lower 
rate  than  interest  income  from 
holding  bonds.  That's  wonderful  for 
successful  speculators,  but  on  the 
other  hand,  life  in  the  fast  lane  can 
make  you  a  nervous  wreck.  Specu- 
lating in  bond  futures  is  like  driving 
a  sports  car  down  a  mountain  road 
at  130  miles  an  hour — very  exhila- 
rating but  dangerous.  No  wonder 
the  time  horizon  of  investors  has 
shortened  dramatically. 

The  bond  market  now  trades  pri- 
marily off  short-term  news.  It's  not 
always  whether  a  given  announce- 
ment is  fundamentally  good  or  bad 
for  the  bond  market.  Rather,  the 
key  is  whether  the  number  is  better 
than  expected  or  worse  than  expect- 
ed. If  the  news  is  bad,  but  better 
than  expected,  the  market  trades 
up.  If  the  news  is  good,  but  worse 
than  expected,  the  bond  market 
trades  down. 

If  the  money  supply  soars  unex- 
pectedly on  Friday  afternoon,  the 
cash  bond  market  drops  late  Friday, 
a  decline  mirrored  on  Monday 
morning  when  the  futures  market 
opens.  That  is,  unless  the  specula- 
tors are  excessively  short  and  a  mi- 
nor short  squeeze  develops,  driving 
prices  up  as  the  speculators  are 
forced  to  cover.  You  can  make  or 
lose  a  bundle  on  an  economic  event 
that  occurred  only  in  the  world  of 
statistically  reported  fantasy,  not  in 
the  real  world. 

In  all  of  this,  any  sense  of  long- 
term  fundamental  value  in  the  bond 
market  is  lost.  It's  easy  to  forget 


that  almost  every  inflation  hedge 
known  to  man  is  in  a  primary  bear 
market:  gold,  silver,  diamonds, 
commemorative  thimbles  and  more 
than  a  few  plots  of  real  estate. 

My  Decision-makers  Poll  for  Feb- 
ruary 1982  shows  that  the  consen- 
sus inflation  expectation  of  institu- 
tional decision-makers  was  about 
7.5%  for  1982  and  1983  and  an 
average  of  7.16%  for  the  coming 
decade.  Since  good  corporate  bonds 
now  yield  16%  and  tax  exempts  up 
to  14%,  you  would  think  that  these 
expectations  would  lead  the  profes- 
sional to  buy  bonds.  But  most  of 
them  wouldn't  think  of  adopting 
the  simpleminded  strategy  of 
buying  and  holding  bonds  for  the 
next  several  years.  They  will  leave 
that  to  the  conservative  individual 
investors,  those  simple  souls  who 
buy  with  real  cash  and  not  bor- 
rowed money,  and  always  buy  at 
the  bottom  of  the  market  and  sell 
at  the  top  of  the  market  because 
they  don't  know  any  better.  Mean- 
while, a  lot  of  the  "smart  money" 
is  so  caught  up  in  the  details  that  it 
has  missed  out  on  a  historic  buying 
opportunity. 

Stocks?  I  am  partial  to  some  of 
the  companies  in  the  defense  indus- 
try, which  will  benefit  from  faster 
demand  growth  than  will  many  oth- 
er parts  of  the  economy.  The  possi- 
bility that  Congress  will  cut  the 
President's  proposed  defense  budget 
is  not  exactly  top  secret.  They  are 
discussing  it  around  the  campfires 
in  the  Amazon  and  in  the  foothills 
of  the  Himalayas.  Maybe,  just  may- 
be, the  cuts  already  have  been  large- 
ly discounted. 

One  of  my  favorite  defense  stocks 
is  Watkins Johnson  (22).  This  defense 
electronics  company  earned  $2.23 
in  1981  and  should  earn  $3.10  in 
1982  and  $4.30  in  1983.  Backlog 
rose  to  $102  million  at  the  end  of 
1981,  up  from  $87  million  at  the  end 
of  1980. 

Another  attractive  company  is 
McDonnell  Douglas  (30).  Earnings 
per  .share  were  $3.65  in  1980  and 
$4.44  in  1981.  They  should  rise  to 
about  $6  in  1982.  Douglas'  programs 
include  the  F-18,  AV-88,  F-15  and 
KC-l'OA  aircraft,  plus  parts  of  the 
cruise  missile  program.  Unless  Ron- 
ald Reagan  suddenly  turns  into  Jane 
Fonda,  I  believe  that  the  company 
can  count  on  strong  demand  for  its 
military  products.  ■ 


Value  Line  Pinpoints... 


Or  how  to  be  a  Bull  and  a  Bear  at  the  same  time 


^mong  the  1700  stocks  under  intensive  year-round  review  by 
'alue  Line's  70  research  specialists,  only  115  now  offer  this 
ombination:  (Value  Line  1/8/82) 

•  Each  of  these  stocks  is  now  accorded  a  superior  rank  (Group 
1  or  2)  by  Value  Line  for  Probable  Market  Performance  in  the 
next  12  months.  This  means  we  think  they  will  give  stronger 
price  performance  than  the  average  of  all  1 700  stocks  no  mat- 
ter which  way  the  market  goes  during  the  year  ahead. 

•  Each  is  also  accorded  a  superior  rank  (Group  1  or  2)  by  Value 
Line  for  Safety.  The  Safety  rank  is  based  on  the  stock's  price 
stability  and  the  company's  financial  strength  (each  of  which 
is  also  ranked  separately). 

n  the  opinion  of  Value  Line  research,  this  handful  of  stocks  offers 
ivestors  some  of  the  best  opportunities  to  capitalize  on  a  rising 
narket  in  1982  and— at  the  same  time— retain  superior  protection 
n  the  event  of  a  general  decline. 

Updated  Every  Week 

ivery  week  Value  Line's  regular  Summary  &  Index  presents  up- 
D-date  ratings  of  EACH  of  1700  stocks  relative  to  all  others,  as 
Dllows  . .  . 

I)  Rank  for  Relative  Probable  Price  Performance  in  the  Next  12 
Months— ranging  from  1  (Highest)  down  to  5  (Lowest). 

■)  Rank  for  Investment  Safety  (from  1  down  to  5). 

;)  Estimated  yield  in  the  Next  12  Months  (100  stocks  offer  yields 

I   of  12.0%  and  up— Value  Line  1/8/82). 

I)  Estimated  Appreciation  Potentiality  in  the  Next  3  to  5  Years- 
showing  the  future  "target"  price  range  and  the  percentage 
price  change  indicated.  (100  stocks  are  in  the  265%  to  595% 
range— Value  Line  1/8/82). 

I)  Current  price  and  P/E,  plus  estimated  annual  earnings  and 
dividends  in  current  12  months.  Also  the  stock's  Beta. 
Very  latest  available  quarterly  earnings  results,  and  estimated 
quarterly  earnings  twelve  months  in  advance,  and  dividends, 
together  with  year-earlier  comparisons. 

n  addition,  each  of  the  1700  stocks  is  the  subject  of  a  comprehen- 
ive  new  full-page  Rating  &  Report  at  least  once  every  three 
lonths— including  22  series  of  vital  financial  and  operating 
Itatistics  going  back  15  years  and  estimated  3  to  5  years  into  the 
jture. 

SPECIAL  OFFER 

no  member  of  your  household  has  had  a  subscription  to  Value 
\  ine  in  the  last  two  years,  you  can  now  receive  the  complete  Value 

ine  Investment  Survey  for  the  next  10  weeks  for  only  $33  (about 
I  alf  the  regular  rate).  We  make  this  special  offer  because  we  have 
ound  that  a  high  percentage  of  those  who  try  Value  Line  for  a 
ihort  period  stay  with  it  on  a  long-term  basis.  The  increased  cir- 
iulation  enables  us  to  provide  this  service  for  far  less  than  would 

ave  to  be  charged  our  long-term  subscribers  were  their  number 

mailer.  Your  trial  will  include  the  following: 

VERY  WEEK  a  new  SUMMARY  &  INDEX  section  (40  pages) . . . 

ihowing  the  current  ratings  of  1700  stocks  for  future  relative  Price 
Verformance  and  Safety— together  with  their  Estimated  Yields 
nd  the  latest  earnings,  dividends  and  P/E  data. 

VERY  WEEK  a  new  RATINGS  &  REPORTS  section  (144  pages) 

I. .  with  full-page  analyses  of  about  130  stocks.  During  the  course 
f  every  1 3  weeks,  new  full-page  reports  like  this  are  issued  on  all 
700  stocks,  replacing  and  updating  the  previous  reports  which 
'ill  be  sent  to  you  already  filed  in  your  binder  as  a  bonus.  Filing 
ukes  less  than  a  minute  a  week.  All  this  material  is  so  organized  in 
our  binder  that  you  can  quickly  turn  to  a  continually  updated 
aport  on  almost  any  leading  stock. 


EVERY  WEEK  a  new  SELECTION  &  OPINION  section  . . .  with  a 
detailed  analysis  of  an  Especially  Recommended  Stock— plus  a 
wealth  of  investment  background  including  the  Value  Line  Com- 
posite Average  of  more  than  1700  stocks. 


Plus  This  Bonus- 
value  Line's  complete  2000-page 
Investors  Reference  Service,  with  our 
latest  full-page  reports  on  all  stocks  under 
review — fully  indexed  for  your  immediate 
reference— to  be  updated  by  new  reports 
sent  weekly. 


And  This  Bonus, Too.. 


The  96-page  booklet,  "Evaluating  Com- 
mon Stocks,"  which  explains  how  even 
inexperienced  investors  can  apply  thou- 
sands of  hours  of  professional  research  to 
their  own  portfolios  by  focusing  on  only 
two  unequivocal  ratings,  one  for 
Timeliness  (Performance  in  the  next  12 
months),  the  other  for  Safety. 


Evaluating 
Common 
Stocks 
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Money-Back  Guarantee 

You  take  no  risk  in  accepting  this  special  offer.  If  you  are  not 
completely  satisfied  with  The  Value  Line  Investment  Survey,  just 
return  the  material  you  have  received  within  30  days  for  a  full  re- 
fund of  your  fee. 

This  subscription  is  tax-deductible  if  utilized  to  aid  in  the  manage- 
ment of  your  investments. 


CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hra.  7  days  a  week. 
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ARNOLD  BERNHARD  S  CO  INC  711  THIRD  AVE  NEW  YORK  N  Y  10017 
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INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $33  to  The  Value  Line 
Survey  (limited  once  to  any  household  every  two  years)  and  send 
me  the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $330  and  send  me 
the  two  bonuses  listed  above  There  are  no  restrictions  with  this  an- 
nual subscription.  ,   "\—/-| 

SPECIAL  EXTRA  BONUS       |BEHZIH  v 
A  pocket-size  CREDIT  CARD  LCD  CALCULATOR 
given  to  you  when  you  order  The  Value  Line  Invest- 
ment Survey  for  one  year. 

□  My  payment  is  enclosed.  □  Please  charge  to:  □  American  Exp. 
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Account  #  

This  subscription  is  tax-deductible  and  non-assignable. 
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MONEY  &  INVESTMENTS 


Here's  what  George  Micbaelis,  a  smart 
fund  manager,  thinks  about  stocks  now. 

DON'T  BET  AGAINST 
SHEIKH  YAMANI 


By  John  Train 


Every  once  in  a  while  in  this  col- 
umn I  visit  an  outstanding  mutual 
fund  manager.  This  time  I  am  pay- 
ing a  return  call  on  George  Michae- 
lis  of  Los  Angeles,  whose  closed-end 
Source  Capital,  Inc.  (assets:  $216 
million)  is  listed  on  the  New  York 
Stock  Exchange.  Source  had  a  dull 
year  in  1980,  but  made  up  for  it  last 
year  by  returning  16%  to  its  share- 
holders, roughly  half  in  income  and 
half  in  capital  gains.  Not  too  many 
funds  did  better. 

What  are  some  of  the  stocks  Mi- 
chaelis  likes  now? 

Michaelis  finds  Jostens,  which 
makes  class  rings,  diplomas,  year- 
books and  the  like,  very  attractive 
at  17.  Now  in  its  25th  consecutive 
year  of  higher  earnings  per  share, 
it  enjoys  a  15%  growth  rate,  a  5% 
yield  and  an  impeccable  financial 
position.  The  company's  Artex  ac- 
quisition (a  line  of  letter-sweaters) 
has  worked  out  remarkably  well. 
Through  Artex,  Jostens  in  essence 
bought  a  manufacturing  capability 
it  could  push  through  its  existing 
marketing  organization.  There  has 
been  a  more  recent  acquisition  in 
the  stationery  business,  fostens 
has  a  record  of  sensible  acquisi- 
tions that  is  a  rare  exception  in 
this  era  of  ego-impelled  buying. 


John  Train  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 

Money  Bees. 


The  company  has  done  well  in  a 
period  of  declining  student  enroll- 
ments and  may  do  better  as  enroll- 
ments pick  up.  It  is  an  outstanding 
company,  selling  for  no  more  than 
the  market  multiple. 

PACCAR,  now  64,  is  Source  Cap- 
ital's bet  on  the  trucking  business. 
Trucking  is  a  less  energy-efficient 
mode  of  transportation  than  rail  for 
commodities,  but  the  best  when 
you  really  have  to  get  something 
where  you  need  it. 

PACCAR  builds  high-end  rigs 
that  appeal  to  individual  owners, 
and  to  that  extent  may  be  a  dereg- 
ulation play.  Virtually  debt-free,  it  is 
currently  earning  12%  to  13%  on 
equity,  versus  a  historical  20%. 
PACCAR  can  survive  some  erosion 
in  its  business,  but  Michaelis  has 
made  this  investment  without  illu- 
sions: The  future  may  not  be  as 
good  as  the  past,  but  then  again, 
with  the  stock  selling  at  book  value, 
it  doesn't  have  to  be. 

Source  Capital  has  been  buying 
some  of  the  oil  stocks,  notably 
Standard  Oil  of  California  (30)  and 
Standard  Oil  of  Indiana  (35),  compa- 
nies that  don't  have  to  play  the  ac- 
quisition game  because  they  have 
enough  attractive  exploration  pros- 
pects so  that  they  can  use  their 
cash  flow  developing  their  own  re- 
serves. Standard  Oil  of  California 
participates  in  almost  every  major 
domestic  oil  play:  the  Overthrust 
Belt,  Santa  Barbara  Channel,  Tus- 
caloosa Trend  and  Hibernia. 

The  oils  will  not  move  until  oil 
prices  firm  up,  Michaelis  feels,  but 
to  argue  that  they  won't  firm  up  at 
all  you  have  to  bet  against  Sheikh 
Yamani,  which  it  hasn't  been  prof- 
itable to  do  in  the  past. 

Source   owns   participations  in 
several  royalty  trusts,  including 
Juan  Basin  (9)  and  Pentium  Basin 
(10).  Here  the  shareholders  get  vir- 


tually all  the  cash  flow,  so  manage- 
ment can't  dissipate  it  for  them.  At 
current  prices,  one  gets  a  good  in- 
come with  a  long-term  inflation 
hedge,  particularly  in  San  Juan, 
which  is  almost  all  gas.  As  gas 
is  decontrolled  between  now  and 
1985,  one  can  expect  a  substantial 
enhancement  of  value.  Its  10%  yield 
should  rise  at  a  double-digit  rate  de- 
spite the  present  glut. 

This  time  last  year  Michaelis 
spoke  warmly  of  Coca-Cola  (32),  of 
which  his  fund  had  bought  over 
100,000  shares.  It's  a  well-run  com- 
pany with  an  impregnable  financial 
position,  selling  at  a  negligible  pre- 
mium over  the  general  market.  "I 
expect  to  make  a  lot  of  money  in 
it,"  he  said.  The  stock,  however,  is 
down  slightly,  so  what  does  he 
think  now  after  Coca-Cola's  acqui- 
sition of  Columbia  Pictures?  "I'm 
upset,  to  say  the  least,"  says  Mi- 
chaelis. "Columbia's  stock  wasn't 
nearly  as  cheap  as  Coca-Cola's  own 
stock.  They  could  readily  have 
shrunk  their  capital  instead  of  blow- 
ing 40%  of  their  net  worth  ventur- 
ing into  an  area  they  don't  know." 

What  does  Michaelis  think  today 
of  the  market  as  a  whole?  That  with 
interest  rates  very  high  compared  to 
inflation,  the  return  on  fixed-in- 
come instruments  is  the  biggest 
challenge  to  equities.  And  he  finds 
that  conditions  have  changed  unfa- 
vorably in  other  ways  since  a  year 
ago.  He  seeks  to  create  a  portfolio  of 
outstanding  specialty  companies 
selling  at  a  substantial  price/earn- 
ings discount  to  the  market.  A  year 
ago,  Source's  stocks  were  selling  for 
less  than  8  times  trailing  earnings, 
whereas  the  Standard  &  Poor's  was 
at  just  under  10  times. 

Now,  the  price/earnings  ratio  of 
both  Source's  stocks  and  the  S&P's 
is  about  8,  so  Michaelis  has  lost  his 
valuation  edge.  Historically,  he  has 
done  best  during  periods  in  which 
there  were  many  choices  of  his  kind 
of  stock  at  prices  that  were  advanta- 
geous compared  with  those  prevail- 
ing .in  the  general  market.  So,  right 
now  he's  cautious. 

By  the  way,  if  you  like  Michaelis' 
style,  at  21  lA  you  get  his  Source 
Capital  at  a  15%  discount  from  net 
asset  value.  Selling  at  a  discount 
seems  to  be  the  general  fate  of 
closed-end  funds,  and  even  Source 
Capital's  record  doesn't  make  it  an 
exception.  ■ 
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What  could  bring  on  the  selling  climax 
the  bulls  are  so  eagerly  awaiting? 

WAITING  FOR  THE 
BLOODBATH 


By  Srully  Blotnick 


:  Just   about   everybody  concerned 
I  with  the  stock  market  is  looking  for 
i  the  selling  panic  that  will  mark  the 
end  of  the  bear  market.  How  do  you 
recognize  it  when  it  comes? 

"Any  day  now  the  market  is  go- 
ing to  bottom,"  said  Charles,  "then 
go  straight  through  the  roof." 

"We're  close,  I  can  tell,"  Barry 
agreed.  "And  I  wouldn't  be  a  bit 
surprised  to  see  the  Dow  at  1200  by 
this  time  next  year." 
That  expresses  the  consensus  of 
I  professionals  and  amateurs  alike.  Is 
the  consensus  likely  to  be  correct? 
Charles,  who  works  for  an  electron- 
I  ics  firm  in  California,  and  Barry, 
who  is  an  attorney  in  New  York, 
have  good  records  when  it  comes  to 
picking  major  tops  and  bottoms  in 
the  market  over  the  last  14  years. 
They  are  not  always  right,  but  they 
have  been  able  to  call  the  important 
turns  more  often  than  not,  and  cer- 
I  tainly  more  often  than  average. 
Will  they  be  right  again  this  time? 
Is  panic  close  by?  The  best  way  to 
see  if  a  selling  climax  is  coming  is  to 
see  what  brought  investors  to  that 
point  in  the  past.  If  similar  condi- 
tions are  shaping  up  now,  there 
would  be  good  reason  to  start  pre- 
paring for  the  bloodbath — or  oppor- 
tunity— depending  on  how  you  are 


Dr.  Srully  Blotnick  is  a  research  psychologist 
ami  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


positioned  at  the  time  it  hits. 

Investor  disenchantment  typical- 
ly occurs  in  three  steps.  In  step  one, 
the  market  declines  but  investors 
think  of  the  move  as  temporary,  not 
a  trend.  Their  view  is  that  the  basic 
direction  is  still  up.  For  instance, 
this  was  the  outlook  of  the  majority 
early  in  1969  and  throughout  1973. 

hi  step  two,  they  become  con- 
vinced that  the  path  of  least  resis- 
tance is  down,  yet  they  retain  their 
optimism  that  it  will  turn  upward  in 
the  near  future.  Why?  Their  answer 
is  almost  always  the  same:  "Be- 
cause the  problems  that  are  beset- 
ting us  now  aren't  severe  and  will 
disappear  before  too  long." 

If  that  comment  seems  thought- 
less or  frivolous,  it  isn't.  They  can 
usually  spell  out  what  they  see  as 
the  single  biggest  difficulty  facing 
the  economy  at  that  time.  For  ex- 
ample, in  the  early  months  of  1974 
their  choice  was  the  rising  level  of 
oil  prices  (and  its  most  important 
consequence,  inflation).  In  1982  it  is 
the  high  level  of  interest  rates  (and 
its  most  important  consequence,  re- 
cession). Cure  that  central  problem, 
they  contend,  and  everything  else 
will  cure  itself.  In  their  view,  there 
is  never  anything  structurally  un- 
sound or  fundamentally  wrong. 
Nothing  that  general  or  vague  is 
what  ails  us.  Something  very  specif- 
ic is  out  of  whack  and  should,  there- 
fore, be  fixed.  As  long  as  people 
cling  to  this  opinion  you  don't  get  a 
selling  climax. 

Step  three  arrives  more  slowly 
than  the  others,  but  causes  inves- 
tors to  act  in  a  precipitous  manner. 
At  some  point  in  the  market's  de- 
cline, a  rally  occurs.  Those  rallies 
are  much  more  important  than  you 
might  imagine  to  whatever  residual 
optimism  still  exists.  It  is  when 
those  rallies  on  the  way  down  fail 
repeatedly   that   investors  finally 


give  up  hope.  As  they  see  their  ex- 
pectations of  a  strong  recovery 
dashed  again  and  again,  and  the 
market  settle  at  a  lower  level  each 
time,  they  finally  say:  "We've  got 
nowhere  to  go  now  but  down." 

That's  when  the  panic  occurs,  if 
it's  going  to  at  all.  Once  the  light  at 
the  end  of  the  tunnel  dies,  investors 
try  to  beat  one  another  out  of  the 
darkness.  "I'm  not  going  to  be  the 
last  to  leave,"  they  say,  and  sell. 
"While  there  is  still  time,"  they  al- 
ways add.  Doesn't  this  mean  ac- 
cepting a  lower  price  than  they 
could  have  gotten  a  few  weeks  earli- 
er? Never  mind.  Save  what  you  can. 

How  close  to  that  panic  point  are 
we  now?  Closer  than  the  majority 
of  investors  I  monitor  think.  They 
are  mostly  still  in  step  two,  since 
they  are  still  holding  on  desperately, 
anticipating  the  possibility  of  fur- 
ther deterioration  of  the  market 
averages.  It  is  not  step  three,  since 
they  are  thoroughly  convinced  that 
the  down  leg  is  merely  a  harmless 
prelude  to  a  vigorous  up  leg. 

What  would  cause  them  to  move 
from  two  to  three?  From  cautious 
complacency  to  undisguised  fear?  If 
the  past  is  any  guide,  it  will  not  be 
something  that  happens  in  the  mar- 
ket so  much  as  something  in  their 
everyday  lives. 

Like  what?  Like  being  fired  or 
having  their  business  fail.  Such  an 
event  makes  them  view  their  stock 
holdings  in  an  entirely  new  way.  As 
long  as  they  had  a  decent  income 
from  their  work,  they  saw  little 
need  to  monkey  with  their  invest- 
ments, unless  they  intended  to  buy 
something  large.  Then  they  were 
prepared  to  dispose  of  their  holdings 
to  buy  the  boat  or  house  they 
couldn't  otherwise  afford. 

It's  difficult  for  me  to  convey  just 
how  tightly  investors  are  clinging  to 
the  belief  that  by  the  fourth  quarter 
of  1982  and  the  first  quarter  of  1983 
the  economy  will  be  staging  a  solid 
recovery. 

This  leads  to  an  inescapable  con- 
clusion: Once  investors  realize  that 
1983  as  well  as  1982  might  be  flat, 
the  light  at  the  end  of  the  tunnel 
will  flicker  and  die. 

Even  now  that  the  Dow  has 
broken  below  800,  my  advice  to  bot- 
tom-watchers is:  Don't  buy  aggres- 
sively until  after  you  and  most  of 
your  friends  have  given  up  on  both 
1982  and  1983.  ■ 
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\fenture  Capital 


Diamond 

International 


101  CONSECUTIVE 
YEARS  OF  DIVIDENDS* 

The  Board  of  Directors  of  the  Diamond  Interna- 
tional Corporation  on  Feb.  25,  1982,  declared  a 
quarterly  dividend  of  55c  per  share  on  the  Com- 
mon Stock  and  30c  per  share  on  the  Series  A 
Preferred  Stock,  both  payable  May  1,  1982,  to 
shareholders  of  record  Apr.  9,  1982 


"Common  Stock 


GEORGE  PASCALE 
Vice  President-Secretary 


Forest  Products  •  Packaging  &  Printing  •  Pulp  & 
Paper  •  Consumer  Products  •  Building  Materials 
&  Home  Supplies  •  Machinery  Systems 


THE  ADVENTURE  OF  A  LIFE  TIME 
FAMILIES.  SINGLES  &  GROUPS! 

One  week  deluxe  package  includes  round  trip  transporta- 
tion from  Las  Vegas  plus  all  meals  and  supplies. 
For  free  full  color  brochure  contact: 

WHITE  WATER  RIVER  EXPEDITIONS,  INC. 
P.O.  Box  1249S  •  turlock,  CA  95381  •  (209)  634-1133 


Presidents  -  Chairmen 
GIVE  US  YOUR  WORST  BUSINESS 
PROBLEMS- WE  SOLVE  THEM 
OR  YOU  DON'T  PAY 

The  Concept  Group  is  a  confidential 
problem  solving  service  for  chief  executive 
officers  We  have  a  ten  year  record  of  success 
in  solving  the  "unsolvable "  problems  of  com- 
panies such  as  Johnson  &  Johnson,  Alcoa, 
Norton  Simon.  Our  proprietary  techniques 
succeed  where  your  internal  efforts  fail.  Flat 
fee  basis:  $50,000  up  Ask  about  our  unique 
guarantee  Presidents/Chairmen  only  please. 

The  Concept  Group,  Inc. 

6300  N  E  First  Ave  Ft.  Lauderdale,  FL  33334 
(305)  772-5410 


The  baby  we  save 
ould  be  yours. 
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Nothing  else  has  come  close  to  venture 
capital's  20%  to  25%  investment  returns. 
The  question  is:  Can  it  last? 

WILL  SUCCESS 
SPOIL...? 


By  Thomas  P.  Murphy 


There  were  years  in  the  mid-Seven- 
ties when  the  venture  capital  funds 
probably  returned  more  money  to 
their  investors  than  they  raised  in 
new  capital.  As  late  as  1979,  only 
$319  million  was  raised  by  the  in- 
dustry. And  now  it's  all  the  rage. 
Venture  capital  is  like  that. 

In  1980,  $900  million  was  raised 
by  the  venture  capitalists  and  last 
year  $1.3  billion,  and  the  beat  goes 
on.  Forty  or  so  new  venture  partner- 
ships are  making  the  rounds  of  the 
insurance  companies,  pension  funds 
and  banks  right  now. 

Why  the  sudden  popularity?  Suc- 
cess, of  course.  The  industry's  publi- 
cation, Venture  Capital,  figures  that 
the  established  venture  funds  have 
been  making  20%  to  25%  a  year, 
and  have  been  doing  it  for  a  long 
time.  Nothing  else  really  came  close 
to  that  over  the  past  decade.  Thus, 
we  have  the  curious  spectacle  of 
huge  pension  funds — used  to  dealing 
in  hundreds  of  millions — putting  a 
few  million  here  and  there  with 
two-  and  three-man  venture  capital 
partnerships.  A  breed  once  de- 
scribed as  "a  cross  between  a  river- 
boat  gambler  and  a  mother  hen"  is 
welcomed  by  some  otherwise  very 
conservative  investors.  Will  the 
welcome  continue? 

Big  infusions  of  capital  are  start- 
ing to  make  a  difference  to  the  ven- 

Thomas  P  Murphy  heads  a  venture  capital 
firm,  Partnership  Dankist,  Stamford,  Conn. 


ture  capital  business,  though  not  en-j 
tirely  in  the  way  you  would  expect. 

There  is,  for  example,  no  shortage 
of  promising  deals.  Every  venture 
capitalist  I  talked  with  in  recent 
weeks  told  me  the  same  thing: 
They  have  never  seen  such  a  large 
deal  flow.  Everybody's  desk  ig 
stacked  high  with  them,  and  it  has 
become  a  morning  battle  of  con-| 
science  for  the  venture  capitalists  to, 
attack  the  day's  fresh  supply.  Deal 
proposals  are  heavy  reading. 

Nevertheless,  the  quality  of  the) 
proposals  is  generally  good.  Appar- 
ently, there  were  a  lot  more  corporate 
engineers,  marketers  and  financial 
people  with  a  yen  for  trying  it  on  theii 
own  than  anyone  could  have  imagn 
ined  a  few  years  ago.  With  so  much 
publicity  about  the  new  availability 
of  venture  capital,  old  plans  are  com] 
ing  out  of  desk  drawers  and  new  ones 
being  written.  So  far,  so  good. 

But  the  next  part  may  not  be  sa 
good.  Competition  among  venture 
capital  firms,  almost  nonexistent  j 
few  years  ago,  is  now  so  keen  that 
hesitation  very  often  loses  a  deal 
to  someone  else.  The  really  prom- 
ising deals,  they  tell  me,  are  clos- 
ing very  fast. 

To  some  degree  that  may  be  good. 
A  lot  of  venture  capitalists  were  ter- 
rible dawdlers  and  kept  entrepre- 
neurs dangling  for  months.  But  the 
good  venture  capitalists  were  also 
careful  researchers,  and  the  new 
tempo  is  pushing  them  into  making 
decisions  a  lot  faster  than  they  want 
to  be  pushed.  Haste  makes  waste. 

Another  worry  is  thinner  deals. 
With  capital  plentiful,  entrepre- 
neurs have  more  bargaining  power, 
and  they  are  using  it. 

In  the  past,  most  venture  deals 
really  only  had  to  leave  the  entrepre- 
neurs with  a  big  enough  share  of  the 
business  to  keep  them  motivated., 
The  rule  of  thumb  was  20%.  There 
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was  rough  justice  in  that  number 
because  it  reflected  the  way  the  ven- 
ture capitalist  himself  shared  with 
his  investors:  Profits,  if  any,  went 
50%  to  the  investor,  20%  to  the 
/enture  capitalist.  With  money 
zhasing  the  better  deals,  entrepre- 
neurs are  bargaining  for  and  getting 
i  bigger  piece  of  the  action. 

Finally,  of  course,  there  is  the 
:urious  question  of  where  all  these 
;xperienced  venture  capitalists — 
:he  institutions  want  to  back  expe- 
dience— really  came  from.  There 
ust  weren't  that  many  experi- 
enced people  in  the  industry  five 
fears  ago. 

They  came  from  the  banks  and 
corporations  that  had  venture  funds, 
experienced  hands  from  these  places 
fiave  walked  out  en  masse  over  the 
»ast  couple  of  years  to  go  into  busi- 
ness for  themselves. 
But  even  their  numbers  can't  ac- 
ount  for  all  of  the  new  and  "experi- 
tnced"  venture  capital  firms  that 
tave  emerged.  It  is  almost  impossi- 
>le  for,  say,  a  pension  fund  investor 
o  distinguish  between  the  genuine 
rticle  and  the  knockoff.  The  for- 
ner  is  a  fellow  who  actually  made 
;ome  good  investments  and  moni- 
pred  them  through  their  teething 
itages.  The  latter  is  a  guy  who  just 
.appened  to  be  around  the  bank 
yhen  all  this  was  going  on.  We  will 
hid  out  which  is  which. 

The  test  for  the  new  venture 
irms  starts  soon.  In  the  venture 
lusiness,  the  lemons  ripen  before 
b.e  plums.  Typically,  it  is  a  year  or 
wo  after  the  first  money  goes  in 
pat  the  entrepreneur  is  back  for 
(lore.  Do  you  give  it  to  him?  On 
mat  terms?  What  other  help  can 
ou  give?  Will  he  listen?  When  he  is 
troke  a  third  time,  do  you  put  still 
(lore  money  into  new  business? 
That  is  the  test  of  the  venture 
ipitalist's  quality.  It  is  one  thing  to 
:ride  tall  into  the  card  room,  the 
ceely-eyed  riverboat  gambler  with 
J  5  million  or  $20  million  in  your 
pcket.  It  is  another  thing  to  nurse 
rejects  through  the  troubled  years. 
This  is  not  to  say  that  the  venture 
tapitai  game  is  at  a  blow-off  stage  as 
|  was  in  the  late  Sixties,  when  a  lot 
:  unlikely  deals  were  financed, 
[evertheless,  it's  a  good  time  to 
pep  in  mind  that  venture  capital- 
Im  is  not  for  gamblers  but  for  peo- 
|e  with  specialized  knowledge  and 
teat  patience.  ■ 


FUTURES  ACCOUNT 
MANAGEMENT 


We  manage  $20,000,000  in  accounts 
trading  futures  contracts  for  financial 
instruments,  foreign  currencies  and 
physical  commodities.  Information  about 
our  service,  including  our  performance 
record  for  the  six-year  period  1976-1981,  is 
contained  in  our  Disclosure  Document. 
We  shall  he  pleased  to  send  you  a  copy. 


Cambridge  Research  &.  Management  Company 
1901  Avenue  of  the  Stars,  Los  Angeles,  California  90067 
(213) 553-9261 


Enough  is  enough. 


Our  special  money  market  fund  will 
help  get  the  IRS  out  of  your  pocket.  It 
offers  tax-free  income*  with  solid 
stability. 

□  Income  free  of  Federal  income  taxes. 

□  $1.00  a  share  value.j 

□  Minimum  investment  just  $1,000. 

□  Prompt  liquidity.  A  toll-free  phone 
call  gets  your  money  back. 

□  Free  checkwriting  over  $500. 

□  No  interest  penalty  for  early  with- 
drawal. No  sales  commission. 

□  Easy  to  change  investment  strategy. 
Switch  to  other  T.  Rowe  Price  Funds 
by  phone  without  charge. 

Call  toll-free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 


T  Rowe  PriceTax*Exempt  Money  Fund,  Inc. 


A  No-bml  Fund.  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6.  100  E.  Pratt  St.,  Baltimore,  MD  21202 


Name. 


Address. 


City. 


.  State  - 


-Zip. 


For  more  complete  information,  including  management  fee  and  other  charges  and  expenses,  obtain  a 

prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

*  I  ncome  may  be  subject  to  state  and  local  taxes.   t  Rounded  to  the  nearest  cent. 
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Even  Poland  had  a  bumper  crop  in  sug- 
ar this  year— so  you  know  there  must  be 
plenty  of  it  around. 

SWEET  BUT  ASLEEP 


By  Stanley  W.  Angrist 


The  sugar  market  has  been  asleep 
for  the  last  seven  months,  trading 
quietly  between  12  and  14  cents  a 
pound.  The  question  traders  have 
been  asking  themselves:  Is  it  going 
to  wake  up? 

The  1981-82  season  looks  like  a 
bumper  crop  for  sugar,  domestically 
and  worldwide,  reversing  the  pre- 
vious year's  tight  supply/demand 
situation.  World  production  is  cur- 
rently estimated  at  a  record-shat- 
tering 95  million  metric  tons,  ex- 
ceeding the  previous  high  of  92.5 
million  metric  tons  produced  in  the 
1977-78  season.  Prices  have  acted 
just  as  you  would  expect  in  the  face 
of  those  numbers. 

Based  on  current  conditions,  sug- 
ar production  worldwide  is  estimat- 
ed to  exceed  last  year's  drought- 
stricken  crop  by  9%,  and  is  well 
above  the  2.3%  trend-line  rise  of  the 
past  decade.  It  now  looks  as  if  the 
problems  that  plagued  several  im- 
portant sugar-growing  regions  have 
been  overcome.  Eastern  Europe  has 
experienced  nearly  ideal  weather 
conditions,  which  has  led  to  an  ex- 
cellent crop  even  in  Poland.  The 
only  exception  is  the  Soviet  Union, 
which  will  be  forced  into  the  world 
market  again  for  as  much  as  2.5 
million  to  3  million  metric  tons. 

Since  the  mid-Seventies,  world 


Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  I  'nit'ersit}1  and  tlx"  autljor  of  Sensi- 
ble Speculating  in  Commodities. 


sugar  consumption  has  risen  sharp- 
ly, having  increased  18%,  to  a  pro- 
jected 92  million  metric  tons.  In 
1974-75  consumption  totaled  less 
than  78  million  tons.  Most  of  this 
increase  in  demand  is  attributed  to 
rising  population  and  increasing  in- 
comes in  developing  nations.  How- 
ever, in  the  last  two  years  consump- 
tion growth  has  slowed  or  actually 
declined.  Even  though  consumption 
is  expected  to  rise  3.5%  this  crop 
year,  it  is  well  below  the  9%  growth 
in  production.  Whatever  growth 
does  occur  is  expected  to  occur  al- 
most entirely  in  Asian,  African  and 


Latin  American  nations,  while  sug- 
ar usage  in  the  industrialized  na- 
tions is  expected  to  decline.  Part  of 
this  decline  is  attributed  to  the  in- 
creased use  of  high  fructose  corn 
syrup.  Examination  of  the  data  re- 
veals that,  after  two  years  of  con- 
sumption's exceeding  production, 
the  sugar  market  is  going  to  swing 
into  substantial  surplus.  On  an  infla- 
tion-adjusted basis,  prices  this  year 
are  expected  to  be  not  much  higher 
than  they  were  five  years  ago.  This 
year's  bumper  crop  will  result  in  a 
stocks  increase,  both  in  absolute 
terms  and  as  a  percent  of  consump- 
tion (see  table  above). 

The  Common  Market  reportedly 
has  decided  to  stockpile  1  million 


metric  tons  of  its  sugar  crop.  India  is 
also  accumulating  domestic  reserves 
of  between  500,000  and  1  million 
metric  tons.  If  the  various  stockpil- 
ing plans  are  fully  or  substantially 
implemented,  as  now  seems  likely, 
they  should,  in  time,  remove  a  sub- 
stantial portion  of  the  current  sur- 
plus from  the  market. 

Additional  support  for  prices 
should  come  from  the  planned  re- 
ductions in  sugar-beet  production 
for  1982,  with  current  thinking  sug- 
gesting a  5%  to  10%  cutback  in 
spring  plantings  by  major  Western 
European  producers. 

Given  the  sugar  tonnage  that  will 
be  taken  off  the  market  by  the  In- 
tentional Sugar  Agreement,  the 
high  probability  that  the  Russians 
will  be  in  the  market  again  this  year 
in  a  substantial  way,  the  cutback  in 
sugar-beet  production  and  the  rela- 
tively low  price,  I  believe  a  modest 
long  position  in  sugar  is  warranted.  I 
do  not  expect  sugar  prices  to  ex- 
plode, but  they  can  have  a  nice 
bounce  from  these  levels. 

Because  I  believe  that  this  trade 
will  be  slow  in  developing,  I  suggest 


taking  a  long  position  in  the  July 
contract  under  13  cents  per  pound. 
Look  for  a  3-cent  move,  for  a  $3,360 
profit  per  contract,  risking  no  more 
than  70  points  from  the  entry  posi- 
tion, or  $800  per  contract.  Minimum 
exchange  margins  on  this  position 
would  be  $1,500,  while  the  round- 
turn  commission  is  about  $60. 

Alternatively,  one  could  try  a  bull 
spread  of  long  July/short  October, 
with  October  at  least  at  a  40-point 
premium.  I  would  look  for  July  to 
move  to  about  60  points  over  Octo- 
ber for  a  $1,120  profit  per  spread.  I 
would  risk  no  more  than  50  points 
from  my  entry  point.  The  margin 
on  this  spread  is  $750;  the  round- 
turn  commission  about  $80.  ■ 


Not  so  sweet  numbers  

Sugar  is  cheap  and  getting  cheaper  as  stocks, 
relative  to  consumption,  continue  to  grow. 

Con-  Surplus  (+)  Stocks  as      World  Deflated3 

Production  sumption     Stocks1    or  deficit  (-)  %  of  con-  spot  price2  price 
Years  (millions  of  metric  tons,  raw  value)  sumption       (cents  per  pound) 


1977-78 

91.2 

85.3 

30.7 

+5.9 

36.0% 

7.5 

3.7 

1978-79 

91.0 

89.6 

31.5 

+  1.4 

35.0 

8.2 

3.7 

1979-80 

85.0 

89.7 

26.3 

-4.7 

29.0 

21.3 

8.1 

1980-81 

87.3 

88.7 

24.5 

-1.4 

28.0 

24.9 

8.7 

1981-82 

95.04 

92.04 

29.0 

+3.0 

32.0 

12.  Is 

4.0s 

•On  Aug.  31.  2Season  average.  3Deflated  average  as  adjusted  by  Producer  Price  Index. 
"Estimated.  5Sept.  to  Dec.  1981  average.    Source:  F  O.  Licbt;  Shearson /American  Express 
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Remember:  There  is  no  longer  any  such 
thing  as  a  prudent  long-term  investment. 

HOW  TO  PROTECT 
YOURSELF 


By  Ashby  Bladen 


Investment  decision-making  gets 
steadily  more  difficult  as  the  world's 
financial  system  becomes  progres- 
sively more  overextended  and  un- 
stable. The  main  point  that  I  have 
been  making  in  these  columns  is 
that  the  mechanical  cause  of  infla- 
tion is  simply  excessive  debt  forma- 
tion. These  mechanics  are  pushing 
us  into  a  dangerous  circle:  The 
greater  the  burden  of  debt  service  on 
incomes  becomes,  the  greater  is  the 
risk  of  deflationary  pressures  grow- 
ing out  of  forced  sales  by  necessi- 
tous debtors.  Eventually,  the  only 
way  left  to  avoid  deflation  and  hard 
times  is  to  make  new  credit  avail- 
able to  the  necessitous  debtors,  re- 
gardless of  whether  they  have  any 
real  chance  of  repaying.  The  circle 
widens. 

We  now  have  reached  that  point 
in  several  respects.  For  example,  one 
airline  has  been  in  default  on  its  debt 
service  payments  for  six  months, 
and  another  is  in  technical  default  of 
its  bond  indenture  covenants.  Their 
creditors  are  allowing  them  to  con- 
tinue to  fly  because  their  only  sig- 
nificant attachable  asset  is  jet  air- 
craft, and  at  the  moment  jumbo  jets 
are  such  a  drag  on  the  market  that 
jtheir  resale  value  is  problematical. 
For  another  example,  banks  are  "re- 


*shby>  Bladen  is  senior  rice  president  for 
nvestments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
.vith  the  Developing  Financial  Crisis. 


scheduling"  (postponing)  loan  pay- 
ments from  countries  that  obviously 
cannot  repay.  Situations  like  these 
are  sustainable  only  as  long  as  a 
general  confidence  persists  that 
somehow  it  will  all  work  out  right. 
The  risk  now  has  become  very  great 
that  a  weakening  of  that  confidence 
will  touch  off  a  scramble  for  liquidity 
and  a  collapse  of  asset  values  under 
the  pressure  of  necessitous  selling. 
On  the  other  hand,  both  bond  and 
stock  prices  are  already  very  low  by 
historical  standards. 

What  is  an  individual  investor  or 
an  institutional  investment  man- 
ager to  do?  Turning  to  the  institu- 
tional side  first,  I  recently  partici- 
pated in  a  Conference  Board  panel 
that  was  charged  with  reassessing 
the  U.S.  financial  system.  One  of 
the  other  panelists  was  Charles  El- 
lis, the  long-range  planner  for  RCA, 
who  had  a  financial  model  for  60 
large  American  companies.  The 
model  showed  clearly  that  during 
the  1980s  the  60  will  not  be  able  to 
make  the  productive  investments 
required  to  maintain  our  national 
standard  of  living  and  our  interna- 
tional competitiveness  without  se- 
riously violating  the  accepted  stan- 
dards of  prudent  finance.  His  con- 
clusion was  that  we  will  in  fact 
abandon  those  standards  of  pru- 
dence, which  largely  grew  out  of  the 
experience  of  the  Depression  and 
are  primarily  designed  for  the  pro- 
tection of  individual  investors.  Ellis 
feels  we  will  do  this,  essentially,  by 
imitating  the  Japanese.  That  is,  cap- 
ital will  be  supplied  entirely  by  fi- 
nancial intermediaries,  not  by  indi- 
viduals, and  the  institutions  will  ne- 
gotiate "creative"  deals  with 
business  borrowers  that  will  mini- 
mize the  apparent  cost  of  servicing 
the  debts. 

I  know  that  he  is  right  because  this 
trend  started  long  ago  with  leases 


and  other  forms  of  off-balance-sheet 
financing.  But  I  could  not  help  re- 
flecting that  the  traditional  stan- 
dards will  be  abandoned  at  the  Phoe- 
nix Mutual  Life  Insurance  Co.  only 
over  the  dead  bodies  of  myself  and 
most  of  the  other  investment  offi- 
cers. Swingers  we  are  not. 

Turning  now  to  the  problems  of 
the  individual  investors:  The  first 
point  to  remember  is  that  there  is 
no  such  thing  as  a  prudent  long- 
term  investment  anymore.  To  stay 
ahead  of  the  game  today,  you  have 
to  look  at  the  world  with  fresh  eyes 
every  morning  and  be  ready  to  sell 
what  seemed  most  attractive  yes- 
terday in  order  to  buy  whatever  ap- 
pears even  more  attractive  today. 
The  markets  have  become  unprece- 
dentedly  volatile,  and  advantageous 
swaps  develop  regularly. 

If  you  share  my  residual  faith  that 
the  U.S.  is  not  headed  for  hyperin- 
flation and  the  destruction  of  all  the 
wealth  that  is  held  in  the  form  of 
financial  claims,  you  will  concen- 
trate on  highly  liquid  investments. 
These  have  to  look  the  most  attrac- 
tive most  of  the  time  because  the 
steps  that  will  end  the  inflation  will 
be  very  hard  on  the  prices  of  real 
assets  and  of  long-term  financial  in- 
struments. But  that  should  not  in- 
hibit you  from  making  an  occasion- 
al foray  into  the  long-term  markets 
when  something  gets  as  far  out  of 
line  as  municipal  bonds  appeared  to 
be  at  the  end  of  last  year.  On  the 
other  hand,  what  if  you  think  we 
are  indeed  headed  for  hyperinfla- 
tion? In  that  case,  owning  real 
things  is  the  only  answer. 

At  the  moment,  symptoms  of 
debt-induced  deflation  are  popping 
up  all  over  the  place.  Some  examples 
are  automobile  workers'  wages  and 
the  prices  of  airline  tickets,  oil  and 
houses.  Unfortunately,  it  is  still  im- 
possible to  be  sure  that  deflation  is 
the  basic  trend  because  the  develop- 
ing crash  in  house  prices  will  be 
political  poison.  It  is  the  one  thing 
that  might  cause  a  reversion  to  in- 
flationary monetary  policy.  Of 
course,  if  the  basic  trend  does  turn 
out  to  be  deflation,  then  the  height 
of  the  financial  crisis  that  the  turn- 
ing of  the  tide  will  necessarily  in- 
volve will  be  the  best  time  to  buy 
high-grade  bonds  since  Waterloo. 
My  best  advice  at  the  moment  is  to 
stay  liquid  and  keep  your  eyes 
open.  ■ 
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Do  you  know  anybody 
who  is  somebody  in  busines 
who  does  not  read 
Forbes  Magazine? 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change.  .  .  ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

[From  the  issue  of  April  1,  1922) 

I  'A  plague  o'  both  your  houses!'  is 

he  attitude  of  most  Americans 
oward  the  treaty  tactics  of  both  po- 
itical  parties  in  the  Senate.  First,  the 
Republicans  repudiated  the  League  of 
Nations  largely  because  of  their  bitter- 
ness toward  President  Wilson.  And 
low  many  Democratic  Senators  have 
jjeen  fighting  the  Republican-made 
reaties  in  order  to  'get  even'  with  the 
Republicans  who  slew  the  League, 
fhe  whole  exhibition,  both  then  and 
tiow,  can  be  characterized  only  as 
;:hildish,  petty,  discreditable." 

'The  official  order  for  a  general  strike 
>f  600,000  bituminous  and  anthracite 
:oal  miners  in  the  U.S.  and  Canada, 
effective  at  midnight,  Mar.  31,  was 
issued  on  Mar.  21  by  John  L.  Lewis, 
International  president  of  the  United 
Mine  Workers  of  America.  The  order 
provides  for  the  calling  out  of  all 
evorkers  except  those  that  are  neces- 
lary  'to  insure  the  proper  care  and 
protection  of  all  mining  property.' 
Lalling  upon  the  miners  to  'exercise 
pod  judgment,  moral  courage  and 
loyalty,'  the  decree  warns  that  no  vio- 
lence must  be  attempted  during  the 
trike,  and  'there  must  be  no  violation 
p  f  the  law  nor  disturbance  of  the  pub- 
lic peace.'  " 


itfty  years  ago 

Vpril  1,  1932) 

Great  Britain  is  again  offering  proof 
n  her  financial  and  commercial  su- 
premacy by  staging  another  spectacu- 
,ar  comeback.  Mention  has  previously 
been  made  in  this  section  of  her  re- 
jayment  of  last  summer's  interna- 
ional  loan  for  the  support  of  sterling 
nd  of  the  first  reduction  in  her  redis- 
count rate,  early  in  the  year.  Two 
pore  rediscount  rate  reductions  have 
pome  during  the  past  month,  with  the 
latest  carrying  the  British  rediscount 
ate  down  to  3>Vi%.  If  further  proof 
Svere  needed  of  England's  remarkable 
power  of  recuperation,  it  has  appeared 
n  the  strong  performance  of  sterling 
xchange." 

'The  suicide  of  Ivar  Kreuger,  the 

! Match  King,'  caused  demoralization 
[n  Sweden  and  incited  flurries  in  the 
principal  world  capitals.  The  import 
)f   this   unfortunate   incident  was 


grossly  exaggerated." 

A  massive  misjudgment  on  Forbes' 
part:  The  French  government  was 
more  astute,  withholding  news  of  the 
Paris  suicide  for  five  hours  until  the 
New  York  Stock  Exchange  closed  at 
noon  (Saturday,  Mar.  12,  1932).  But  it 
helped  little.  On  Monday  all  Kreuger- 
linked  stocks  collapsed,  with  one, 
the  U.S. -incorporated  International 
Match,  showing  the  largest  block  sale 
in  exchange  history,  673,000  shares. 
By  April,  International  Match  was 
bankrupt;  Benito  Mussolini  himself 
had  revealed  that  $143  million  of 
Kreuger-held  Italian  government 
bonds  were  forged;  a  Swedish  prime 
minister  had  resigned  over  a  Kreuger 


Industrialist-swindler  Ivar  Kreuger  got 
an  honorary  degree  from  Syracuse  Uni- 
versity in  1930,  as  did  Franklin  Roosevelt 


bribe;  and  the  Swedish  government 
had  suspended  payments  by  Kreuger's 
two  main  Swedish  companies, 
Kreuger  &  Toll  and  Swedish  Match 
Co.,  whose  deficits  soon  grew  to  ex- 
ceed the  national  debt. 

Ivar  Kreuger,  the  incredible  organiz- 
er-financier-genius-swindler who 
wrought  all  this,  was  the  introspec- 
tive son  of  the  owner  of  a  small  Swed- 
ish match  plant.  He  soon  showed  a 
remarkable  memory — as  a  child  he 
could  recite  entire  sermons  heard 
once — plus  a  contempt  for  the  dull- 
ards around  him:  He  thought  it  clever 
to  cheat  his  way  through  school  and 
into  an  engineering  degree.  After  one 
sojourn  in  South  Africa  and  two  in  the 
U.S.,  he  returned  to  Sweden  to  set  up, 
in  1908,  a  successful  contracting  com- 
pany— which  he  left  in  1913  to  run 
the  family  match  business.  In  just  four 
years  he  controlled  the  entire  industry 
through  Swedish  Match  Co.,  one  of 
the  world's  largest  and  most  profitable 


companies.  How  to  leap  post-World 
War  I  tariff  walls?  Kreuger  raised  mon- 
ey on  Wall  Street — $149  million  via 
International  Match  alone — to  lend  to 
governments  for  match  monopolies 
in  their  countries.  Aided  by  nearly 
$400  million  of  such  loans,  at  its  peak 
Swedish  Match,  with  total  or  effec- 
tive monopolies  in  24  countries  and 
market  dominance  in  ten  more,  sold 
65%  of  the  world's  matches. 

But  always  he  was  a  swindler,  trans- 
ferring funds,  credits,  debits  at  a  dizzy 
pace  among  400  subsidiaries,  includ- 
ing 150  known  only  to  him. 
"Kreuger,"  said  a  member  of  the 
Swedish  government  investigating 
committee,  "seems  to  have  created  a 
new  company  for  every  transaction, 
and  to  have  built  a  system  so  hope- 
lessly intertwined  that  only  he  could 
understand  it."  Yet  to  the  very  end  he 
seemed  the  suave,  competent  miracle 
man  who  bewitched  presidents,  pre- 
miers and  Wall  Street  bankers  alike — 
all,  that  is,  except  J. P.  Morgan,  who 
reportedly  wanted  "nothing  to  do 
with  him."  Total  claims  against 
Kreuger's  virtually  worthless  estate 
reached  $1.2  billion. 


Twenty-five  years  ago 

(April  1,  1957) 

"In  the  great  uproar  over  President 
Eisenhower's  record-breaking  peace- 
time budget  of  $7 1 .8  billion,  two  things 
clearly  stand  out.  One  is  the  impressive 
fact  that  a  great  many  people,  with 
startling  vehemence,  have  demanded  a 
stop  to  the  seemingly  endless  spiral  of 
spending  and  taxing,  taxing  and  spend- 
ing. The  second  fact  is  that  this  demo- 
cratically expressed  demand  for  econo- 
my is  in  danger  of  being  smothered  in 
avalanches  of  recriminations  and  or- 
gies of  buck-passing." 

"In  the  past  two  years  the  value  of  the 
mutual  funds'  steel  holdings  has  more 
than  doubled.  The  130  funds  which 
were  members  of  the  National  Associ- 
ation have  seen  their  steel  invest- 
ments grow  by  130%,  to  $462  million. 
Most  of  this  investment  increase  is 
accounted  for  by  the  80%  apprecia- 
tion in  steel  stocks  generally.  .  .  ." 

"Ball  point  pens,  once  in  a  certain 
amount  of  disrepute,  gained  a  record 
share  of  the  pen  market  last  year.  Ac- 
cording to  the  Paper  Mate  Co.,  a  lead- 
ing manufacturer,  the  ball  points  ac- 
counted for  no  less  than  84%  of  all 
pen  sales  during  1956." 
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A  real  friend  is  one  who 
walks  in  when  the  rest 
of  the  world  walks  out. 
Walter  Winchell 


Nothing  so  fortifies  a 
friendship  as  a  belief  on 
the  part  of  one  friend  that 
he  is  superior  to  the  other. 
Honore'  de  Balzac 


Nothing  is  so  dangerous 
as  an  ignorant  friend; 
a  wise  enemy  is  much  better. 
Jean  de  la  Fontaine 


We  are  most  of  us  very 
lonely  in  this  world; 
you  who  have  any  who 
love  you,  cling  to  them 
and  thank  God. 

William  Makepeace  Thackeray 


The  worst  handicap  is  to  be 
unloved,  the  second  worst 
handicap  is  to  be  unloving. 
Frank  Tyger 


A  Text . . . 

Let  not  him  that  is 
deceived  trust  in  vanity; 
for  vanity  shall  be 
his  recompense. 
JOB  15:31 


Sent  in  by  Cleo  Crouch  Jr.,  Mitchell,  111. 
What's  your  favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
presented  to  senders  of  texts  used 


All  men's  friend, 
no  man's  friend. 
Iohn  Wodroephe 


You  give  but  little  when 
you  give  of  your  possessions. 
It  is  when  you  give  of 
yourself  that  you  truly  give. 

:  IvAHLIL  GlBRAN 


Thoughts 

on  the  Business  of  I  jfe 


If  you  want  enemies,  excel 
others;  if  you  want  friends, 
let  others  excel  you. 
Caleb  C.  Colton 


Make  friends  and  you  will 
make  greater  progress.  The 
way  to  make  a  true  friend 
is  to  be  one.  Friendship  im- 
plies loyalty,  esteem,  cordial- 
ity, sympathy,  affection,  read- 
iness to  aid,  to  help,  to 
stick,  to  fight  for.  Friends  are 
essential  to  success;  they  are 
still  more  essential  to  hap- 
piness. To  win  place,  power, 
honor  and  happiness,  begin  by 
assiduously  and  unselfishly 
winning  friends 
B.C.  Forbes 


Be  civil  to  all;  sociable 

to  many;  familiar  with  few. 

Benjamin  Franklin 


We  make  our  money  out  of 
our  friends.  Our  enemies 
will  not  do  business  with  us. 
Elbert  Hubbard 


All  are  not  friends 
that  speak  us  fair. 
James  Clarke 


Be  gracious  to  all  men, 
but  choose  the  best  to 
be  your  friends. 
Isocrates 


Fidelity  bought  with  money 
is  overcome  by  money. 
Seneca 


More  than  3.000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $12.95.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


Those  whom  you  can  make 
like  themselves  better 
will,  I  promise  you, 
like  you  very  well. 
Lord  Chesterfield 


The  most  I  can  do  for 
my  friend  is  simply 
to  be  his  friend. 
Henry  David  Thoreau 


Kindness  is  in  our  power, 
but  fondness  is  not. 
Samuel  Johnson 


Let  your  friends  be 
the  friends  of  your 
deliberate  choice. 
Baltasar  Gracia'n 


The  friend  who  can  be 
silent  with  us  in  a  moment 
of  despair  or  confusion, 
who  can  stay  with  us  in 
an  hour  of  grief  and 
bereavement,  who  can 
tolerate  not  knowing,  not 
curing,  not  healing,  and 
face  with  us  the  reality 
of  our  powerlessness,  that 
is  the  friend  who  cares. 
Henri  Nouwen 


There  is  a  limit  at  which 
forbearance  ceases  to 
be  a  virtue. 
Edmund  Burke 


Friendship  is  the  only 
thing  in  the  world 
concerning  the  usefulness 
of  which  all  men  are  agreed. 
Cicero 


No  man  can  be  happy  without 
a  friend,  nor  be  sure  of  his 
friend  until  he  is  unhappy. 
Thomas  Fuller 
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Rhe  Vanden  Plas  is  that  automotive 
U  rarity,  atruly  limited  edition  And  while 
iiguars  are  luxurious,  the  Vanden  Plas  is 
xercise  in  pure  indulgence.  The  dash- 
rd  and  door  panels  are  inlaid  with  spe- 
y  selected  burl  walnut  veneers.  The 
per  faced  seats  have  been  modified  so 
:all  passengers  can  enjoy  armchair  com- 
I There  are  handy  map  pockets  for  rear 
I  passengers  and  two  swive!  reading 
ps.  Adding  luxury  to  luxury:  specially 
ten  throw  rugs  have  been  fitted  over  the 
lietinq.  Even  the  Vanden  Plas  colors  are 


speciai  and  exclusive  among  Jaguar  sedans 
Yet  perhaps  the  most  attractive  feature  of 
the  new  Vanden  Plas  is  that  it  is  a  Jaguar 
Series  ill  at  heart  This  means  that  the  car 
moves  under  the  silken  power  of  Jaguar's 
electronically  fuel  injected  double  over- 
head cam  six.  Like  all  Jaguars,  the  Vanden 
Plas  handles  with  the  reflexes  of  a  sports 
car.  The  steering  is  rack  and  pinion  and 
notably  precise.  The  car's  feel  for  the  road  is 
sure  and  stable  because  it  has  fully  inde- 
pendent suspension  on  all  four  wheels  And 
power  disc  brakes  on  each  wheel  assure 


smooth  and  steady  stopping  power  The 
complement  of  luxuries  is  full  and  thought- 
ful: the  heating  and  air  conditioning  adjusts 
itself  automatically  once  you  have  selected 
your  preferred  temperature  There  is  cruise 
control,  a  power  sunroof,  power  door  lock- 
ing and  antenna,  and  a  new  AM/FM  stereo 
radio  with  digital  scan  tuning  and  cassette. 
Come.  Drive  this  most  elegant  edition  of  the 
best  Jaguar  ever  buiit  For  your  nearest 
dealer,  call  toll  free:  (800)  447-4700,  or,  in 
Illinois,  (800)322-4400. 
M  Jaguar,  Leonia,  N  J  07605  


THE  CITI  OF  TOMORRO 


r 


It's  a  hard  look  into  your  operations  today  for 
better  productivity  tomorrow. 


The  Citi  of  Tomorrow  brings  you 
the  latest  electronic  banking.  And  the 
people  who  can  tell  you  how  to  use  it 
best:  Citibankers. 

Citibank's  financial  experts  can 
help  you  take  full  advantage  of  new 
technological  advances  to  make  your 
back  office  more  productive. 

They'll  make  sure  your  system  is 
tailored  to  your  specific  business  needs. 
And  at  the  other  end,  there  will  always 
be  a  team  of  Citibankers  who  know 
your  business  and  can  track  down  any 


1981  Citibank.  N  A  Member  FDIC 


The  Citi  of  Tomorrow 


problem.  These  Citibankers  can  also 
show  you  how  electronic  banking  can 
streamline  your  present  back  office 
operation.  And  they  can  advise  you  in 
other  areas,  including  ways  to  utilize 
your  banks  more  effectively. 

The  Citi  of  Tomorrow.  Instead  of 
just  answers  to  problems,  a  strategy  to 
avoid  them. 

Call  your  account  manager  or 
Robert  Mendes,  VP,  at  (212) 
559-1980  for  more  details. 

CITIBANK® 

GLOBAL  ELECTRONIC  BANKING 

and  Global  Electronic  Banking  are  service  marks  of  Citibank.  N./ 


